University of Montana

ScholarWorks at University of Montana

Graduate Student Theses, Dissertations, &

Professional Papers Graduate School

1982

The Consumer price index : what is it and how it can work for you

Mark J. Whetstone
The University of Montana

Follow this and additional works at: https://scholarworks.umt.edu/etd

Let us know how access to this document benefits you.

Recommended Citation

Whetstone, Mark J., "The Consumer price index : what is it and how it can work for you" (1982). Graduate
Student Theses, Dissertations, & Professional Papers. 8439.
https://scholarworks.umt.edu/etd/8439

This Thesis is brought to you for free and open access by the Graduate School at ScholarWorks at University of
Montana. It has been accepted for inclusion in Graduate Student Theses, Dissertations, & Professional Papers by an
authorized administrator of ScholarWorks at University of Montana. For more information, please contact
scholarworks@mso.umt.edu.


https://scholarworks.umt.edu/
https://scholarworks.umt.edu/etd
https://scholarworks.umt.edu/etd
https://scholarworks.umt.edu/grad
https://scholarworks.umt.edu/etd?utm_source=scholarworks.umt.edu%2Fetd%2F8439&utm_medium=PDF&utm_campaign=PDFCoverPages
https://goo.gl/forms/s2rGfXOLzz71qgsB2
https://scholarworks.umt.edu/etd/8439?utm_source=scholarworks.umt.edu%2Fetd%2F8439&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:scholarworks@mso.umt.edu

S AN UNPUBLISHED MANUSCRICT INh WHILH LOPYRICG

I
[ n\ s [Eoll L s Al - ol e RPN [P A L B i A
SI3TS.  ARY FURTHER REFRINTING OF 175 CONTENTE #LIT B
BY THE AUTHOR,

B ooy Ao

ANSFIELD Lid\nhw

i‘ » - - l'ﬂ 1]
LNIVERSITY OF MIONTANA

I3

DATE: 13 qui

Pt
it

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

o)



Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



THE CONSUMER PRICE INDEX—WHAT IS IT AND

HOW IT CAN WORK FOR YOU

By
Mark J. Whetstone

“.-+. B.A., University of Cincinnati, 1978

Presented in partial fulfillment of the requirements for
the degree of

Master of Business Administration

UNIVERSITY OF MONTANA

1982

i
an, Board of Examiners

Chai

ﬂfm

Dean, Graduate School

o -
- s ‘) e
YA SN AN
4 »

Date ‘

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



UMI Number: EP39240

All rights reserved

INFORMATION TO ALL USERS
The quality of this reproduction is dependent upon the quality of the copy submitted.

In the unlikely event that the author did not send a complete manuscript
and there are missing pages, these will be noted. Also, if material had to be removed,
a note will indicate the deletion.

UMI

Drgsartation Publishing

UMI EP39240
Published by ProQuest LLC (2013). Copyright in the Dissertation held by the Author.

Microform Edition © ProQuest LLC.
All rights reserved. This work is protected against
unauthorized copying under Title 17, United States Code

ProQQuest

ProQuest LLC.

789 East Eisenhower Parkway
P.O. Box 1346

Ann Arbor, Ml 48106 - 1346

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



TABLE OF CONTENTS

o,

List of Tables . . . . . & v v v v v e e e e e e e e e e e
Chapter
I. PURPOSE AND ORGANIZATION. . . .+ » o o v o o v v v v .

Problem Statement
Purpose of Research

II. THE CONSUMER PRICE INDEX. . . . « . . . « « « . . .

v .
"Introduction
" History of the CPI

First Major Revision - 1940
The 1953 Revision
The 1978 Revision
FutgrevRevisions
What 'is the Consumer Price Index
The Three Basic Elements of the CPL
The Consumer Expenditure Survey
The Point-of-Purchase Survey
Improved Statistical Methods
v Calculation of the CPI
Illustrative Example
Problems in Constructing a CPI
The Index Population
Quality Changes in the Market Basket

Seasonal Adjustment

Limitations of the CPI
Uses of the CPI—What the Worker-Consumer Should Know

III. THE ACCRA INTER-CITY COST-OF-LIVING INDEX . . . .

Development of the ACCRA Index
Computation of a ACCRA Cost-of-Living Index

ii

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

iv

21






15
arga are then added together, weighting each area total according to the
proportion of ;he total wage-earner and clerical-worker population which
it represents in the index to come up with the United States' total.
Finally, qulishe& index values are computed by dividing the cost weight

for a particular series by the average cost weight of the standard

reference baéé'period of 1967, and multiplying the result by 100.

Problems in Constructing a CPI

Theré:are a few major problems that are encountered when construct-
ing the Consumer Price Index which should be examined. These should be
kept in mind when using the Index.

Three major problems in constructing a new CPI are: Who should
make up the iﬁdex population; dealing with quality shanges in the goods
and serviceélsurveyed; and, the seasonal adjustment to the index.

The problem of just who should make up the population of the
index has always plagued the BLS. Historically, the index has been
oriented toward the urban wage earner, who was classified as 'low income.'
However, since World War II the shift of these urban wage earners has
been to the suburban areas of the cities and their incomes have risen to
that of the middle-income urban population. Also, the shift toward a
service econony has helped raise the incomes. This shift therefore
raised serious questions about the population coverage of the index. In
1974, the Bureau of Labor Statistics decided to expand the coverage of the
index to all urban consumers. This decision led to a spirited debate
among many union leaders anc Congress, because of the high rate of
inflation at the time and the great increase in the use of the index as

an escalator for many different types of income payments. After much
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discussion it was decided to publish the revised index of all urban
consumers.

The’ggcond major problem in compiling a price index is dealing
with quality ghanges in goods and services. There is no entirelv satis-
factory solution to the problem because the market basket must be constant,
while produééé and consumption patterns are continually changing.

The Consumer Price Index has achieved a partial solution

to the problem. The BLS observes the cost of both the old

and ,the new item when both are available in the market at the
same time. The difference between such values is assumed to

be a measure of the quality change, and that amount is adjusted
out of the price of the new item. With many goods and services,
however, both the old and the new (or the old and the improved)
are not available at the same time in the market. In such
cases,'an attempt is made to determine the difference in
manﬁfacturers' costs. This difference is then considered a
measure of the quality change and is adjusted out of the new
price. Quality changes, however, continue to require a great

deal of judgement on the part of the statistician.4
For example, automobile prices must be adjusted yearly to make sure that
the new quality improvements are not measured as price increases. And, of
course, it is always difficult to tell which features are new and which
are not.

The third major problem, that of adjusting the index for seasonal
patterns, is also a bit more difficult than the first. Studies have

shown that much of the seasonal variation takes place in prices of food,

4William H. Wallace and William E. Cullison, Measuring Price
Changes: A Study of Price Indexes, Fourth Edition, April 1979, Federal
Reserve Bank of Richmond, p. 40.
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apparel, and private transportation, and that the all-items index is
affected slightly by seasonal movement. By seasonal it is meant that
these purchasé;gatterns depend on what time of year it is and these
abnormal patterns distort the calculation of the CPI. Therefore, these
must be adjusted out. The method used by the BLS is the ratio-to-moving-
average proce&ﬁfe with some modification, and with a means for continuously
adjusting the seasonal factors for changes in the underlying seasonal

pattern.

Limitations of the CPI

Even fhéugh the Consumer Price Index involves many complicated
formulas and much statistical analysis there are still a few limitations
which should be’ discussed.

The‘CPilis not an exact measure of price change. One limitation
is sampling e;r;fs. These errors are caused and are inherent in the
final index number calculated because actual retail purchases made by
consumers cannot be possibly recorded. Therefore, estimates or sampling
errors affect the accuracy of the index. The accuracy could be increased
if larger samples were used but the costs of this prohibit it. Also,
statisticians say that the error in index is mot very much to affect
what the index is used for.

Another kind of error occurs because the people who give out
information requested by the Bureau sometimes do not report it accurately.
The greatest precautions are taken to avoid errors in pricing, because
these errors would affect the index most seriously. Also, the commodity

specialists and clerks who process the data are well trained to watch for

unusual deviations in prices which might be due to errors in reporting.
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The CPI represents the average movement of prices for urban
consumers. Some families may find their outlays changing because of
changes in fagtors other than prices, such as family composition. The
index measures oniy the change in prices and none of the other factors
which affect f;mily living expenses.

Anotﬁét 1imitation which could affect the index are quality changes
which affect thg quoted price of the good and therefore must be taken out
before that price is used in calculation of the index. However, this

cannot alway$é ‘be done and therefore some residual effects do affect the

movement of the CPI either upward or downward from time to time.

Uses of the CPI--What the Worker-Consumer Should Know

Now that the CPI has been discussed, the real concern of the
consumer is 'how does the CPI affect me?' This is what the average person
on the street‘ééally cares about. This then is the next topic.

The first use of the CPI that will be discussed is the one seen
and heard on the nightly news report. This is that the CPI is used as
an indicator of inflation. Inflation! When one hears on the news that
the CPI has risen another percentage point or two, what exactly is
happening? A price rise means a decline in the quantity of goods and
services that a given amount of money will buy. Thus, measures of price
change are also measures of change in the value of the dollar. The
purchasing power of one's dollar can be easily calculated when you hear
or read what the current CPI is. Llet's say for example, while watching
the evening news, one hears that the CPI is 110.5. The purthasing power
is just the reciprocol of the CPI: purchasing power of the dollar ($pp)

x 100 = §.90. Therefore, the

equals L x 100. Here we have Spp = 113 3

CPL

dollar is worth only 90 cents.
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Also of interest to many consumer-investors are comparisons
of different year CPIs. The Bureau of Labor Statistics pub-
lishes 'a series showing the current purchasing power of the
dolléﬁQ based on the 1967 'allitems' consumer price index
fo; all urban consumers and the producer price index for
finished goods. For comparisons with another base period
in which the purchasing power is $1.00, the appropriate
pricé"index for the base period is divided by the index for
the date to be compared. For example, the 1972 consumer
price index of 125.3 is divided by the 1978 CPI of 195.4 to
obtain the 1978 purchasing power of the 1972 dollar which
equaié-$.64.5

The Current CPI is and its
Purchasing Power is Therefore

A second use of the Consumer Price Index is as a deflator of
other economic series. This means it used to adjust other series for
price changes'énd then to put these indexes into inflation-~free dollars.
Some of these other series are: retail sales; hourly and weekly earn-
ings; and some personal consumption expenditures used to calculate the
Gross National Product (GNP).

A third major use of the CPI affects millions of Americans and
the numbers are increasing everyday. This use is to escalate income
payments. Collective bargaining agreements are now a common day term.
From professional athletes to employees of small manufacturers, all have
these types of contracts and fight hard to keep them, even if it means
striking. More than 10 million workers are now covered by collective

bargaining agreements which provide for increases in wage rates based on

5Elizabeth W. Angle, Keyvs for Business Forecasting, Fifth Edition,
April 1980, Federal Reserve Bank of Richmond, p. 21.
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increases in the CPI. Relatedly the CPI is used as a guide in drafting
new contracts and in wage negotiations. Also, Social Security bene-
ficiaries, retifed military and Federal Civil Service employees and
survivors, and foo& stamp recipients all have their payments affected
by the up and d;wn movement of the Consumer Price Index. In addition,
escalator clauses in rental, royalty, and child support agreements auto-
matically increase payments to an underdetermined number of people.
Overall, approximately one-half of the population is affected by the CPI.
In fact, a .1’§ercent increase in the index can cause about a $100 million
increase in payments in these social programs.

As can be seen above the Consumer Price Index affects a large
number of people, young and old, no matter what kind of job and of course,
every time we,éo‘to the store. By having some knowledge of the CPI and
how it works éan.help the average consumer understand why the dollar
dowsn't stretch as far any more.

The Consumer Price Index measures price changes over time, but
they do not show whether prices or living costs are higher or lower in
one area compared to another area. This is where the American Chamber

of Commerce Researchers Association (ACCRA) Index is used, the next topic.
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CHAPTER III

- THE ACCRA INTER-CITY COST-OF-LIVING INDEX

Development of the ACCRA Index

A measurement of living cost differences among communities

throughout the nation was first suggested to the membership

of the- American Chamber of Commerce Researchers Association

(ACCRA) at its 1966 annual conference.

This need for such an index was apparent then as now, because the Consumer
Price Index does not measure this type need. Therefore, this small group
of community,ieaders researched and developed what has now been named the
ACCRA Inter—éity Cost-of-Living Index. Their success has been rewarded

by sidespread and still-growing private and public sector acceptance of
the ACCRA Index.

Initial testing which showed the usefulness of the project began
in the second quarter of 1967, when chambers of commerce across the
country were asked to participate. They collected price data at a
specific time for a variety of consumer goods. The researchers then
evaluated the data and made some modifications to ensure the accuracy
in reporting the results and then in the first quarter of 1968 published

the first intercity cost-of-living index. Price Reports and Index Reports

6ACCRA Inter-City Cost-of-Living Index Instruction Manual for
Participating Cities, (American Chamber of Commerce Researchers Associa-
tion, Revised, January 1979), p. IV.

21
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have been published quarterly since then. The Price Report lists all
prices for each item in each component index for all reporting cities.
The Inter-City Index Reports lists All-Items Index and the six component
indexes for all reporting cities.

Since its inception, the ACCRA Index has been governed by a
committee whiéh is responsible for ensuring the accuracy and reliability
of the Index. Qhanges to the procedures of the Index have been minor
over the years. The most important revisions occurred in January 1979,
when the comﬂi&tee updated weights in response to new data on consumer
expenditure patterns, broadened the Index's coverage of expenditure com-
ponents, and adopted refinements in the procedures for calculating the
Index. Constant watch is kept on the changing market conditions to
ensure that thé~1ndex reliably shows intercity differences in cost of

living.

Computation of a ACCRA Cost-of-Living Index

The American Chamber of Commerce Researchers Association

has one purpose in producing the ACCRA Cost-of~Living Index:
to obtain, through procedures which can be followed practic-
ally and rigorously by chamber of commerce staff, the best
possible measurement of relative cost-of-living differences
among cities. Prices for items forming the basis of this

in adherence to standard specifications, and then converted
to index form through accepted statistical procedures, offer
a useful and reasonably accurate measurement of intercity
cost-of-1living differences.

As consumers we buy a limitiess array of goods and services, so

any index that is put together cannot possibly cover all these purchases.

Ibid, p. 1.
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The approach used by the ACCRA researches in constructing their index is
to divide consumer expenditures into categories, and then to select items
which represgdt those categories. The items used are thus, representa-
tive of eqtire cétegories of consumer spending, and the assumption is that
intercity differences in prices for the items priced reflect the differ-
ences for tﬁéfcatggories they represent. Therefore, in the ACCRA Index
consumer expenditures are divided into six major categories: grocery items,
housing, utilities, transportation, health care, and miscellaneous goods )
and serviceé:"Each of these major categories is then composed of sub-
categories, each of which is represented by one or more items priced for
the Index. The ACCRA Index presents data for an All-Items Index and six
component indexes. Component indexes are based on individual item prices;
the number of.items in a component index ranges from two in the Housing
Index to 25 in.the Grocery Items Index.

A copy of an ACCRA Price Report is shown next which shows the six
major categories and the subcategories of each major category. The next
three pages show Table III, Table IV and Table V of a typical Price Report. -
A note should be added here stating that no attempt is made to determine
the extent to which consumers purchase items in the Index. The items are
selected to show intercity price differentials for the categories they
represent. What is measured in the distribution of consumer expenditures
among the categories used in the Index. It doesn't do the ACCRA researchers
any good to determine that the price for item X in a given city differs
from the nationwide price for item X by a certain percentage; they must
calculate what proportion of consumer expenditures are spent in the cate-
gory item X represents to determine that category's importance, or weight

in the Index. The ACCRA committee has used the 1972-73 Consumer Expenditure
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Survey data to help them figure out their weights. The weights were
selected to be appropriate for middle-management executive family,
An exae?le of an Index Report is shown here. As stated above The
Inter-City Index ﬁeport lists an All-Items Index and the six major cate-

gories and the calculated weights for each one. See Table III

Table III

ACCRA City Composite Index First Quarter, 1979

Weights ] .24 .25 .12 .15 .08 .16
All Misc.
Items Goods
City, ] Grocery Trans- Health and
ICity Index | Items Housing f(Utilities |portation Care Services
City A | 104:5} 104.1 | 105.0 108.3 104.1 97.0 105.6
City B 117.0 } 112.2 125.4 110.0 113.0 125.1 116.0
City C 98.0 §{ 102.3 104.9 86.7 93.3 75.7 105.0

For the All-Items Index and for each of the component indexes, the base

each quarter equals 100, which is the average for all reporting cities.
When the different chambers across the country were first computing

the Index, they fully realized that state and local income, ad valorem,

and sales taxes are a part of the cost of living. Also, they knew that

the tax burden varies significantly not only among states, but also among

cities within each state. Due to the multiplicity of local taxes, rate

structures, taxing jurisdictions, and assessment procedures, however, no

adequate method exists with which to compare total tax burdens. Therefore,

when the ACCRA Index was first computed, the decision was made to exclude

from the price reports all taxes except those which are an integral part

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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of item prices-ffor example, excise taxes on tobacco, telephone service,
gasoline, and liquor. The position was taken that a cost of living index
which expresgl& excludes taxes not imposed as part of the base cost of an
item provides%; useful indicator of living cost differences among cities.
A part of the Price Report that ACCRA puts out can be seen in the
following pages.

It is realiy quite easily interrupted. Table IV lists the

prices of the 25 grocery items and Table V lists the prices of
the 19_non—grocery commodities and services. The specifica-

tions ‘listed for the grocery items are basically self-explanatory.
The specifications listed for all non-grocery items are presented
to the user only as a guide, since the price computations are
based on extemsive research within city and in accordance with

explicit specifications and procedural instructions.

You can subscxibe to the Price Report and the Index Report to get the
latest pricés.and trends for yourself and business, so long as the users
of the ACCRA Index are aware of this exclusion.

The ACCRA people of each reporting city have three different ways
they can go out and collect the price data needed. They are: by letter,
by telephone, and by pricing in person. The experience of the researchers
has shown that no one method can be used efficiently for all items, and
that some methods are better than others for particular items or groups of
items. For example, in the case of the Grocery Items Index, the telephone
is the least efficient method because it is susceptible to the most report-

ing errors. In this case, the personal pricing has proven to be the most

efficient method.

8ACCRA Price Report, Inter-City Cost of Living Indicators, Second
Quarter 1980, American Chamber of Commerce Researchers Association, p. i.
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What the ACCRA Index Tells Us

By measuring price levels of specific commodities and services

which'represent broad categories of consumer expenditures, and

by weighting the relative prices of these items to reflect the

spending patterns typical of a middle-management executive

family, the Index shows relative price levels in participating
cities at a given point in tiem.

As stated before, the Index Report shows each city's relative
cost of living for the six major components and is expressed as a per-
centage of qhg average for all reporting cities in that quarter. Also,
each city's overall cost of living is shown in the All-Itéms Index as a
percentage of the overall cost of living average for all reporting cities.
As in the Consumer Price Index, the Index is based on sampling techniques
and because of this the Index numbers are approximations rather than
entirely accurate ones of the relative living costs. Therefore, it is
reasonable to assume that inter-city differentials of less than three

index points do not represent statistically significant differences in

living costs.

What the ACCRA Index Does Not Tell Us

As described in the last section, sampling errors and non-sampling
errors for example, the possibility that a miscalculation of average price
for a particular item may go undetected despite the several data checks,

cause the Index not to report actual percentage differences among cities.

9ACCRA Inter-City Cost-of-Living Index Instruction Manual for
Participating Cities, (American Chamber of Commerce Researchers Assoc-
iation, Revised, January 1979), p. 35.
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Therefore, one cannot subtract one city's index number from another and
conclude that the price differential bet&een the two is exactly the
result found. Small differences between cities do not represent signi-
ficant differences in living costs, while larger differences do show
some signifiéant value.

Fof“gxamp;e, if City A's All-Items Index is 101.1 and City B's
is 102.3, onevcannot conclude either that there is a significant differ-
ence or even that living costs are higher in City B than in City A: the
difference‘ié'so small that, if costs of living could be more a-curately
determined,‘Qity B might be the less expensive of the two. One can con-
clude that any differences are scant. On the other hand, suppose that
City C has an All-Item Index of 100.0 and City D's All-Item Index is 120.0,
Clearly theré'is a significant and substantial cost of living differential--
but that differential is not necessarily 20 percent, and should not be so
represented.

A second misrepresentation of the Index is to use it as a time
series. The ACCRA Index does not measure changes over time. Each quarterly
report is separate and data from different quarters cannot be compared.

One reason is because the number and mix of the cities in the report
changes from one quarter to the next. If the listing of participating
cities were always the same, and if those cities accurately represented

the entire United States, then one could construct a time series. Another
reason is that some cities do not submit a completed report each quarter
and therefore are dropped for that quarter. Lastly, the reason the ACCRA
Index is not a time series, is because the price input may change because
there have been changes in the specifications in the way items are reported

and weights are calculated and better reporting procedures are established

with experience.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



30

The ACCRA Index Versus the Consumer Price Index

The Amﬁrican Chamber of Commerce Researchers Association Inter-
City Cost-of-Liviﬁg Index put together by cities such as Great Falls and
the Consumer P;ice Index produced by the Bureau of Labor Statistics are
conceptually‘&istingt. There really isn't comparison between the two.

The ACCRA Index measures living cost differences among cities
at a given point in time. The CPI, produced for the United
States and for each of 28 Standard Metropolitan Statistical
Areas, meaSures price changes over time within each area, but
provides no comparisons among areas in terms of actual prices.
The ACCRA Index provides estimates of living cost differen-
tials among areas, but presents no information about price
changeg over time; the CPI measures inflation over time, but
says nothing about how living costs in different areas compare.
The ACCRA Cost-of-Living Index is unique in providing
comparisons of living costs among a large number of localities
on a continuing and current basis and in focusing solely on
components of expenditures which reflect location differen-

tials.10

Using the ACCRA Index

The ACCRA Index allows one to gain an approximate idea of the
relative price levels in participating cities at a given point in time.
Because the Index is constructed using sampling techniques it should be
pointed out, therefore, that the index numbers are approximations rather
than entirely accurate representations of living costs. Even so, one
can still establish a general degree of difference between living costs

of the cities compared. This analysis can help families anticipate the

1071544, p. 38.
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financial consequences of moves, and it may be especially useful to
the often transferred executive or military family.

The sma}l businessman is also a big user of the index and if he
is not he can profit from doing so. He can compare prices of his goods
with those of other cities, thus enabling him to set his prices accordingly.

Realtafs and gas and electric companies can use the index for
regulating their prices based on what other cities are doing. This gives
them bargaining power when they want to raise their prices. This index
is used in the &ame way by the health care and medical profession. Room
rates and otheriexpenses can be compared and raised accordingly.

At this point it should be reemphasized that each price that is
reported in thg Price Report is subject to errors. Prices are valid only
to the extent.éhat the statistical methods used are valid. Also, errors
in recording ﬁhe price of each item, especially food, can lead to reporting
errors even with the many double checks.

While glancing at the copy of the Price Report one may notice
that there are some large differences in prices of certain items in the
same geographic area. An example would be the price of bread in the
reporting cities of California. Talking with the people who work at the
Great Falls Chamber of Commerce to ask why these perplexing anomalies
occur said that reporting errors could be one cause, although they said
this happens very infrequently. The main reason they said is that sales
prices may be used to report the price. Say for example, a store surveyed
in Great Falls is not having a sale on bread and the store surveyed in
Helena does, that sale price may be used as the normal price. This can
really distort the 'real' cost difference, but is perfectly legal accord-

ing to the ACCRA price recording rules. The lowest price found in the
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city for that particular item or service can be used. Therefore, this
seems to be the.major reason for the large differences in price reporting
between cities;for certain items.

The;efore, one should be extremely cautious when comparing prices
between cities. If you move from one city to another and expect cheaper
prices for céfﬁain items you may not find that to be true. There is great
competition among the different chambers to report the lowest possible

price to make their city appear better to live in.

As a note to Great Falls' consumers, the Great Falls Tribune

published the latest ACCRA report in its November 30, 1981 edition. On
the All-Item's Index, which is based on 100 as the national average, Great
Falls lost its distinction as Montana's least expensive city. Havre is
now the lowest.ranking with 99.2, while Billings was 100 even and Great
Falls 101.6. .Helena was the most expensive, at 106.

In comparison, New York City stands at 137.4; San Diego 119.3;
Houston 109.9; and Phoenix 108.3.

Accdrding to the ACCRA averages, Great Falls was the lowest in
the state in utilities, transportation and health care but was listed as

next to the top in the state in the housing category.
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CHAPTER IV

RESULTS AND FINDINGS

Restatement of the Problem

This paper has attempted to give a brief history of, an explana~-
tion of, and P??? of the Consumer Price Index and the American Chamber
of Commerce Researchers Association’s Index. The basic argument was that
the average consumer really doesn't understand what the CPI is, even
though it probably affects his take~home pay because it is in his union
contract. Therefore, this paper has drawn together many reports, articles,
and papers on:the CPI to help explain this everyday-heard concept. In the
same way it waélhoped to bring to light a new topic mostly unheard of to
the average consumer; that is, the ACCRA Index.

It is hoped that this paper has brought together the different
subject areas of the CPI and ACCRA Index so that it was explained in the
consumer's language. Now that inflation is becoming more and more
important to the American consumer, he wants to know more of why inflation
is so high, how it is measured, what affect government policies are
having on it and how it all affects his paycheck each week. Therefore,
it is with high hopes that this paper has provided some insight into the

CP1 and ACCRA Index.
Additional Research

This paper has primarily used secondary data in the research of it.
It has not attempted to change how the CPI or ACCRA Index are calculated

33
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Or make any other attempt to change them. Its sole purpose is to put
into layman's language an explanation of the CPI and ACCRA Index.

For HQditional research it is recommended that this paper can
be used as a stepﬁing stone for further education of the American con-
sumer in our e;onomic system. It has been shown that the average American
consumer doe§lhot understand how our economic system works and therefore
should be furthgr educated. This paper can help toward that end.

Also, this paper has not attempted to provide an in~depth report
on the CPI. 'it'is recommended that the more involved student or business-
man pursue more advanced research. However, this paper can provide

valuable background material for that additional research.
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CHAPTER V

o,

CONCLUSIONS

The 66nsumer Price Index or 'cost-of~living index' is heard
almost everyday on the news or read in the newspaper. It is used as the
principal measure of -inflation in the U.S. economy, but is rarely under-
stood by the(éﬁérage American consumer. Developed during World War I by
the Shipbuilding Labor Adjustment Board to arrive at a 'fair wage scale,’
it has gone through four major revisions and Bureau of Labor statisticians
are always trying to improve it. The latest change to the CPI will
take effect‘in 1983, when the weight given to mortgage interest rates
and house pafménts will be reduced, thus lowering the overall rate of
inflation. Actually, the CPI is not a 'cost-of-living index' but rather
a price index. It measures only changes in prices of the same market
basket of goods and services month after month. The CPI does not measure
the differences in living costs in different places. There are three
basic elements to the CPI: determining what people buy, measured by the
Consumer Expenditure Survey; determining where they buy, measured by the
Point-of-Purchase survey; and constantly improving the statistical
methods used to calculate the CPI. To calculate the index prices are
collected for the current year and are then compared to the base period
of 1967 which equals 100 and then expressed as a percentage of the base
period. When constructing a CPI there are a few problems encountered.
The first is who should make up the index population. The second is

35
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dealing with quality changes in a product when trying to figure out its
'real' price iqcrease. Lastly is the seasonal adjustment to the index.
Some of the l;Titations of the CPI which should be known are that the
CPI is not am exaét measure of price change. Sampling errors, price
reporting erro;s and quality changes all affect the number that is
calculated as the CPI. The CPI has many uses which affect almost every
American daily.» As an indicator of inflation the CPI measures the
purchasing power of the dollar. A CPI of 110.5 means the dollar is
worth only $ﬁ9b; Also, the CPI is used to escalate income payments in
many unioﬁ contracts.

Because the CPI does not measure the living cost differences
from one area to another the American Chamber of Commerce Researchers
Association (ACCRA) Index was developed. Price data are collected for
six major coﬁsumer categories: grocery items, houwing, utilities, trans-
portation, health care, and miscellaneous goods and services. The ACCRA
Index provides data for each of these categories and a combination of all
these called the All-Items Index. The index shows relative price levels
in participating cities at a given point in time. As with the CPI there
are limitations to the index. It has sampling errors and non-sampling
errors, such as price reporting errors. Therefore, the index of one
city should not be subtracted from another's index to come up with an
exact percentage difference between the two cities. Also, it should be
remembered that the ACCRA Index is not a time series as is the CPI. It
does not measure changes over time. The ACCRA Index provides estimates
of living cost differences among participating cities, but says nothing
about price changes over time; the CPI measures inflation over time, but

says nothing about living costs in different areas.
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The Consumer Price Index and ACCRA Index are two very important
measures of t_oday's economy and should be understood by all American

consumers.
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