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Preface
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.

 So 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.

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.  

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.

March, 2000


Hassan Abu-Libdeh, Ph.D.

President
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Chapter One

Introduction

Since the beginning of 1995, PCBS has started its activities of collecting data on the consumer prices for establishing updated consumer price indices.  This effort has been initiated in conjunction with the launching of the first Palestinian Expenditure and Consumption Survey, which will allow for calculating the appropriate weights needed for calculating the Palestinian Consumer Price Index (PCPI).  Price collection for thousands of goods and services from different areas of West Bank and Gaza Strip will lead to the establishment of the Palestinian consumer basket (CB).  This basket, once identified and proved to be stable, shall be studied on a regular basis. 

1.1 Consumer basket (CB):

Typically, the consumer purchases different types of goods and services.  To facilitate the process of collecting prices for constructing CPI, goods and services are classified on the basis of purpose of purchase, and in accordance with UN-recommendations for SNA and CPI.  The goods and services, which are used for calculating the CPI, represent the contents of the Consumer Basket.  The total number of goods and services examined for constructing the CPI amounts to 568 out of 1500 different outlet in all over the Palestinian Territory.  These goods and services forming the consumer basket are usually classified into different categories of groups and subgroups.  Following is the classification used in this respect:

1.2 Classification of consumer basket:

1. Main groups (first level):
1.  Food products

2.  Beverages and tobacco

3.  Clothes, dresses and footwear

4.  Housing

5.  Furniture and household utensils and operations

6.  Transport and communication

7.  Education

8.  Health care

9.  Recreation and cultural goods and services

10. 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 group “Food products” has been divided into 9 subgroups, namely: Cereals and related products; meat, 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. Sub groups (third level):
Some groups have been divided into sub groups, e.g. “the group of meat, poultry and fish” has been divided into 3 sub-groups: meat group, poultry group, and fish group.  “Dairy products and eggs” has been divided into 3 sub groups, 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 and so. Such divisions were applied to groups consisting of wide range of goods.

4. Materials (fourth level):
At the Fourth level, the sub-groups 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 these prices shall be detected.

1.3 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.  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.  

Chapter Two

Definition of principal terms used

Palestinian territory:

Means West Bank and Gaza Strip including those parts of Jerusalem which were annexed after 1967 occupation by Israel. 

Remaining 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.

Jerusalem:

Includes those parts of Jerusalem, which were annexed after 1967 occupation by Israel.

Data collection source:

It is the establishment, which supplies price data of goods, and services related to the survey, it includes supermarkets, groceries, cloth stores, restaurants, hospitals, Public services institutions, Private schools and physicians. 

Inflation:

It is the continuous and concrete going up of the general level of prices in a country.  It is calculated by 

Inflation rate = general level of prices (in a year) – general level of prices (last year) × 100

General level of prices of last year 

Deflation:

It is the going down of economic activity level in which a decrease happens in national income, investment and importation level from outside, in addition to a decrease of subsidy averages of prices and salaries.

Price index:

It is the average of proportional changes of a particular group prices of goods and services between tow periods.

The purchasing power of money:

It is the quantity of goods and services in which it can be bought by coin unit.

Laspeyres equation price index:

 It is the index which measures comparative period prices in relation to base period prices multiplied by proportional weight of commodity or goods group throughout the base year.

Consumer price index:

Consumer price index is statistical tool used for measuring changes in prices of purchased goods and services during different temporal intervals.

Consumer price: 

A price paid by a consumer to gain a necessary commodity or service.

Retail price index:

Measures changes in items included in Retail trade.

The base year:

It is the period in which current period is compared with.

Consumer basket:

The categories of classified goods and services used by the consumer.

Weighting system:

The goods and services importance range used by the consumer.

Base prices:

It is the prices of goods and services in a period in which current prices are compared with.   

Percentage change:

It is calculated by dividing the price index of particular period by the price index of another comparison period multiplied by one hundred then subtracting one hundred. 

Chapter Three

Methodology

3.1 Data collection:

Data on prices are collected through visits conducted by well-trained staff to selected retail markets including groceries, supermarkets, cloth and dresses markets, restaurants, general services offices, hospitals, private schools,...etc.

The interviewers were provided with questionnaire included all required items and data sources along with detailed descriptions of goods and outlets addresses.

Methodology has been set to collect prices that cover all goods and services price according to its market cycling and turnover, along its important degree regarding coverage in the index number calculation, or not.  Three different prices are collected for food products within the same city and one or two prices for remaining goods.  This methodology is described here in:

- Data collection on weekly bases:

 Fruit and vegetable.

- Data collection on monthly basis:

 Food items included in the calculation of the CPI.

 Beverages and tobacco included in the calculation of the CPI.

 Textiles, clothing and footwear included in the calculation of the CPI.

 Furniture, household appliances and utensils included in the calculation of the CPI.

 Fuel and power included in the calculation of the CPI.

 Transportation and communications included in the calculation of the CPI.

 Medical & pharmaceutical products included in the calculation of the CPI.

 Goods for personal care included in the calculation of the CPI.

- Data collection on quarterly basis:

 All food items and other items excluded in the calculation of the CPI.

 Services Charges, i.e.: public transport, communication, hospital care...etc.

- Data collection on yearly basis:

 School fees.

3.2 Data collection sources:

Before initiating the activities of collecting data on the prices of various types of goods and services, it was important to determine the sources of data.  These sources were classified in a special record called “data collection sources record”.  These sources are distributed on the different districts by district size and availability of goods on which prices are going to be collected.  The address of each source shall be indicated in detail to facilitate accessibility.  It is worth noting that data collection sources for certain items of goods and services are not available in all districts, e.g. fees and charges (prices) of services as mail, telegraph, hospitals, cinemas, theaters...etc.

3.3 Data collection period:

Data shall be collected on a monthly basis from retail markets specified in advance to cover all items and services in all districts.  However, data on the prices of vegetables and fruits shall be collected on a weekly basis; the average prices in four weeks makes up the monthly average.  Regarding services including restaurants, coffee shops, and hotels services as well as schools and universities tuition’s, data are collected on them 4 times a year (every three months).

3.4 Editing and cleaning of data:

By the end of data collection in all districts, data are edited in one of the following ways:

 Logical revision by comparing prices of goods and services with others in different sources and other districts. Whenever a mistake is detected, it should be returned to the field for  correction

 Arithmetic revision of average items prices in each district and the general average in all districts

 field revision by selecting a sample from collected prices

3.5 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.

3.6 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.

3.7 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 Territory 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 Territory is not calculated on the basis of weighted average for the three regions as it may look for some readers.

3.8 The weights of various goods and services (first level) included in the consumer basket as it is in household consumption and expenditure survey-1996:

Major Groups of Expenditure
Palestinian Territory
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

Chapter Four

Data quality

This chapter presents some of the data quality components included in this report, namely:

4.1Coverage

Non probability sample representing the various data sources was selected in a way that ensures complete coverage of all goods included in the consumer basket in the Palestinian Territory. The field worker selected these sources based on the availability of goods comprising the consumer basket. It,s worth mentioning that sources was selected from the main cities in the Palestinian Territory:  Jenin, Tulkarm, Nablus, Qalqilya, Ramallah, Jericho, Jerusalem, Bethlehem, Hebron,  Gaza, Deir Al - Balah, Al-Nusairat, Khan Younis and Rafah. In selecting the various sources, it was taken into account that these sources should represent any variance in the prices compiled from different sources. 

4.2 Errors sources

In sample surveys, there are, usually, two types of errors namely: Sampling errors, which refer to the errors resulting from studying part of the target population and applying the findings to the whole population. Non - Sampling errors, on the other hand, refer to the errors that have nothing to do with sample. This type of errors occurs in the censuses as well. They may occur in any of the survey stages including questionnaire design, methodology adoption, data collection, data processing, and derivation of the findings. Sampling errors have not been calculated due to using a non-random sample in this survey. 

As for non-sampling errors, it is worth mentioning that some errors were detected during the data entry stage. These errors were due to the non – clarity of recorded prices, which causes the data entry operator not read the recorded price correctly, on the one hand. Other types of errors resulted from the way prices were recorded by the field worker. It was possible to identify this type of errors through the lists monthly produced for revision purposes as well as for comparing the data of a certain month with the month preceding it. A comparison is normally made between the prices of the sources adopted in this month with the prices of the sources adopted in previous month; in addition to comparing the prices of certain sources with the prices of other sources within the same city. Errors are corrected by subjecting the questionnaire adopted for data collection to detailed revision in order to ensure the clear and correct prices. Examples on prices – related errors include recording the price by the field worker with out noticing the change in goods descriptions, e.g. purchase unit, trade mark, origin, etc. Such errors are normally corrected through referring and following up the description of the goods comprising the consumer market in certain periods. 

4.3 Quality control procedures in data collection

Preparations for the field implementation are among the stages that received comprehensive care and follow up for all details. In order to ensure the utmost level of data precision and quality, effective programs for the quantitative control and monitoring of data in the field through:

1. Training for the cadre engaged in carrying out the project in the field as well as at the administrative level. 

2. Provide a series of the administrative and field procedures essential for ensuring a higher level of accuracy through: 

A. Carefully studies the reports coming from the field and prepare immediate responses on any inquiries or questions. 

B. Regular meetings with the field workers in order to arrive at their opinions of the goods prices in the different governorates. 

C. Continuous field follows up of the performance of the field workers.

D. Comparisons of randomly selected goods prices in order to examine the performance of the field workers. 

3. Field checks up and examinations of the framework. 

4. Supervisory field visits: 


A. Attending the interview. 


B. Examination through the alternative formula. 


C. Examine the internal connection of the data.

5. Field visits in the final field editing and revision of the questionnaire. 

6. Provide records for monitoring the movement of the questionnaire in the field and office.

It is worthy to note that serious efforts are underway to establish a database that helps in examining data quality level in the field, which saves the time and efforts of the team supervising the project. 

4.4 Quality control procedures in data entry and processing 

1- An initial revising list is taken out after the data entry processing of governorates.  This action occurs throughout comparisons between the prices of the current and previous month on governorates level.  Any error will be corrected.

2- Price averages are taken out on governorates levels after the initial revising lists of data and their processing.  They a logical revising of price averages occur between all governorates to correct errors.

3- Price averages on region level are taken out.  A logical comparison is carried out between different regions, current averages and previous month’s averages.  Then price index is calculated to study any error to be corrected.

Chapter Five

Main findings

This chapter presents the main findings of price survey in the Palestinian Territory, Remaining West Bank, Gaza Strip and Jerusalem.

5.1 Annual consumer price index number by region, base year (1996 = 100):

Region


1996
1997
1998
1999

Palestinian Territory
100.00
107.62
113.63
119.93

R. West Bank
100.00
107.58
112.90
120.23

Gaza Strip
100.00
108.79
115.19
119.78

Jerusalem
100.00
107.27
114.32
120.85

5.2 Average percent change for consumer price index from previous year by region:

Region


1997
1998
1999

Palestinian Territory
7.62
5.58
5.54

R. West Bank
7.58
4.95
6.50

Gaza Strip
8.79
5.88
3.99

Jerusalem
7.27
6.57
5.71

Note to users

1. 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.

2. 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 those parts of Jerusalem, which were annexed after 1967 occupation by Israel).

3. 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;

Annual Average
Year

3.18
1996

3.47
1997

3.81
1998

4.15
1999

17
 [15]

