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Preface





A standard consumer basket for the West Bank and Gaza Strip has been established by the Palestinian Central Bureau of Statistics (PCBS) through an extensive survey of prices and household expenditure and consumption during 1995 and 1996.  The Palestinian Consumer Basket which is currently in use for deriving the monthly Palestinian Consumer Price Index (PCPI) contains goods and services amounting to 568 items.



Consumer Price Index CPI is usually used as a tool for measuring changes in prices of goods and services and monitoring price trends, market conditions and cost of living.  However, the CPI does not reflect other factors affecting costs of living, e.g. quality and quantity of purchased goods. Thus, it is considered as one of many indicators which can be used for examining the costs of living.  On the other hand, the CPI is widely used for measuring inflation rates and economic recession.



Due to the lack of basic data on prices and relative weights for a recent and updated consumer basket, which are needed to compile the PCPI, the development of PCPI has gone through two phases.  In the first phase, the month of November, 1995 was used as a base for calculating average prices of the goods and services included in the consumer basket. Then, relative weights of these goods and services were derived from the Palestinian Expenditure and Consumption Survey results for the period  of October-December, 1995.  This approach was necessary due to the lack of basic data.  The second phase has started when price data and records of expenditure and consumption for a whole year became available.



Starting from February 1997, PCPI is compiled on the bases of the average prices of the Palestinian consumer basket for the whole 1996.  Moreover, the relative weights applied represent a full year of household expenditure and consumption.  



Further adjustments to the contents of the consumer basket and the relative weights will be carried out by the end of 1997 when more data on the internal dynamics of expenditure and consumption of Palestinian households become available.  In the meantime, we encourage users of PCPI to provide comments and suggestions on this modest experience in order that PCBS improves on this exercise.

















September, 1997���Hasan Abu-Libdeh, Ph.D.

President��
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Consumer Price Index CPI is a statistical tool used for measuring changes in prices of purchased goods and services during different temporal intervals.  It is usually used as a tool for depicting changes in prices of goods and services and monitoring price trends, market conditions and cost of living. Other purposes involve  identifying the purchasing power of money, which is inversely proportional with the CPI, and constructing the national accounts via summing income and national aggregates in view of price changes.



It is well-known that the CPI depicts changes in prices of goods and services only, i.e. does not reflect other factors affecting costs of living, e.g. quality and quantity of purchased goods. Thus, it is considered among the available indicators for examining the costs of living.

  

There should be a distinction between the CPI and the Retail Price Index. The former examines changes in prices of goods and services included in the consumer basket, whereas the latter measures changes in items included in retail trade.



Uses of Consumer Price Index:



The CPI is widely used for measuring inflation rates and economic recession. It is also used by the public as a guide concerning the household budget and the different items comprising it. In the area of national accounts, the CPI is used as a significant factor in deducting estimates for fixed private expenditure.  



Consumer Basket:



Normally, the consumer purchases different types of goods and services. To facilitate compilation of data on prices of goods and services and construction of the CPI, items underwent classification by purpose of expenditure.  This process took place in accordance with UN-SNA recommendations on CPI.  The categories of classified goods and services are identified as the consumer basket. The total number of goods and services examined for constructing the CPI amounts to 568 out of 1,500 different sites. Weekly visits are initiated to these sites for examining prices of fruits and vegetables and monthly visits for the other goods and services.



Goods and services comprising the consumer basket are distributed into several main and sub-groups as follows:



1. Main groups (first  level): 

The first level comprises 10 main groups.  These groups are;



Food products

Beverages & tobacco

Clothes, dresses and footwear

Housing services

Furniture and household utensils and operations

Transport and communication

Education services

Health care

Recreation and cultural goods and services

Other goods and services



2. Groups (second level):

For the second level of the classification, each main group has been divided into a number of subgroups. For instance, the main groups of food products have been divided into 8 groups, namely: Cereals and related products; poultry and fish; dairy and it products; dairy and eggs, oils and fats; fruits and vegetables; sugar and confectionery; tea, coffee, and cocoa; spices, salt and related products; and take-away meals.



3. Subgroups (third level):

Some groups have been divided into subgroups, e.g. “the group of meat, poultry and fish” has been divided into 3 subgroups: meat group, poultry group, and fish group.  “Dairy products and eggs” has been divided into 3 subgroups, namely milk group, milk products group and eggs group.  With respect to fruits and vegetables group, it has been divided into: fresh fruits, dried fruits, nuts, tinned fruits, fresh vegetables, dried and frozen vegetables, legumes...etc.  Such divisions were applied to groups consisting of wide range of goods.



4. Materials (fourth  level):

At the fourth level, the subgroups have been divided into materials.  For example, “Bread and cereals” has been divided into: rice, flour, bread, biscuit, spaghetti...etc.  “Meat”, on the other hand, has been divided into fresh meat, frozen meat, tinned meat....etc.



5. Goods/Services (fifth and last level):

Types of detailed materials are considered goods with more meticulous details.  Prices of such goods shall be collected, and changes in their prices shall be detected. 



Data collection:



Data on prices are collected through visits conducted by well trained staff to different retail markets and services centers in the Palestinian Territories.  The interviewers were provided with lists including all required items and data sources along with detailed descriptions of goods and exporters’ addresses. The questionnaire used in data collection is completed through out a four-week period in order to capture the changes in prices during the month.



Three different prices are collected for food products within the same city and one or two prices for the remaining goods in a way that makes it possible to monitor the fluctuations in  prices.  Prices for most products are collected on a monthly basis.  Data on prices of fruits and vegetables are collected on weekly basis, with Tuesday used as the reference period within each week. 



This system of price collection allows for 35 different price entries for each item in the “Food products” group, and 25 different price entries in the remaining groups.  A total of 1,500 data sources are used for data collection of the prices used in this exercise.



Calculation of CPI:



The CPI is calculated using  Laspeyres equation.  This equation applies weighting through base-period quantities that usually represent the value of expenditure from household budget on goods and services during one complete year.  According to this equation, the index for each good is calculated first, then for each group…..until it becomes possible to calculate the general consumer price index.



Base Year Prices:



The calculation of the Consumer Price Index (CPI) is usually based on average base year prices involving no mutations or crises that may affect the consumption patterns within the society, which (if existed) affect the average prices and its temporary significance and ,in turn, affect the price index. In view of the availability of prices for 1996 and the PECS’ main findings, the average prices for 1996 were adopted as a base year with which the current prices undergo comparison.



Relative Significance of Goods and Services (Weighting System):



The CPI is calculated using Laspeyres equation.  This equation applies weighting through base-period quantities which reflect the relative significance of goods and services in the consumer basket.  Data on household expenditure and consumption of goods and services represented in the consumer basket, was collected through the Palestinian Expenditure and Consumption Survey (PECS), which was carried out during the period of October, 1995-September, 1996.  A random sample  4,800 households representing the Palestinian society of West bank and Gaza Strip was drawn for this survey.  A total of 4,550 households have participated in this survey and provided complete data.  For each household, detailed accounting of expenditure and consumption was done over a calendar month. 



The value of consumption of each item of goods and services in the consumer basket reflects the relative significance of that item in the totality of Palestinian consumption patterns in that period.  The overall value of the consumer basket is assumed to be one hundred thousand points (100,000).  The relative significance of each Item in the consumer basket is determined on the basis of assigning that item a relative weight (out of the total weight of 100,000 points), which is directly proportional to the relative size of that item in terms of the overall value of the basket.



Weights of various items in the consumer basket have been calculated for each of Remaining West Bank (West Bank excluding annexed Jerusalem), Jerusalem, Gaza Strip, and the overall Palestinian Territories separately. This approach to construction of PCPI has allowed us to produce a CPI for each of the regions separately.  Therefore, the all item index representing the Palestinian Territories is not calculated on the basis of weighted average for the three regions as it may look for some readers.









The following table presents the relative weights of various goods and services (first level) included in the consumer basket:



Major Groups�Palestinian Territories�R. West Bank*�Gaza Strip�Jerusalem��Food�40,547�40,163�42,883�37,895��Beverages and Tobacco�6,714�6,957�6,348�6,105��Textiles, clothing and footwear�9,511�9,662�9,395�8,866��Housing�6,942�6,415�7,838�8,115��Furniture, household goods & service�7,418�7,388�7,811�6,782��Transport and communication�12,680�12,786�11,239�15,066��Education�3,959�3,907�3,397�5,417��Medical care�4,793�4,915�4,497�4,712��Recreational, cultural goods & services�1,577�1,526�1,585�1,866��Miscellaneous goods and services�5,859�6,281�5,007�5,176��Total�100,000�100,000�100,000�100,000��



*R. West Bank: means Remaining West Bank, which includes all of the West Bank except for those parts of Jerusalem which were annexed after 1967 occupation by Israel.
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Note To Users







The Consumer Price Index (CPI) in this bulletin is calculated by using the average prices of commodities and services which compose the consumer basket for 1996.  The weights used in calculating the CPI were derived from the Palestinian Expenditure and Consumption Survey results which covered 4,550 households.  The survey has been implemented between 1/10/1995 and 30/9/1996.



Due to variations in prices and weights in the annexed Jerusalem, the CPI has been calculated for each of Jerusalem and the Remaining West Bank separately.  Therefore, the term CPI for R. West Bank is equivalent to the term  CPI for (West Bank excluding Jerusalem).



Prices of goods included  in the consumer basket are collected in NIS.  The average exchange rate of the US $ for the period is as follows;



Month�Average Exchange Rate ($1 =  ) ��Average of 1996�3.20 NIS��August, 1996�3.16 NIS��June, 1997�3.47 NIS��July, 1997�3.57 NIS��August, 1997�3.55 NIS���














