Contents

Introduction

1.1 Price Levels and the Value of Money
1.2 Measuring Inflation

1.3  The Future of Inflation Measurement
1.4  The Long Road to the Current State

References

What Is Inflation?

2.1  Why Does Inflation Matter?

2.2 'The Language of Inflation

2.3 'The Role of Inflation in Monetary Economics

2.4  Is Inflation Bad?

2.5  Some Questions About Inflation

2.6 The Common Uses of Inflation

2.7 Why Is an Accurate Measure of Inflation Important?
2.8  Perceptions of Inflation

References

10
17
17
18

21
22
22
24
26
34
36
38
38
41

XV



xvi

Contents

The Origins of Inflation Measurement: 1700-1879
3.1 Overview

3.2 Measuring Price Changes

3.3  The Origins of the Basket

3.4  Early Price Index Formulae—Dutot and Carli
3.5 Indexation in 1780—The American War of

Independence

3.6 An Early Attempt at Measuring Price Levels Over
Time

3.7  'The Quality of Price Information and the Use of
Weights

3.8  Towards a Solid Foundation

3.9 A Geometric Approach

3.10 Laspeyres, Paasche and Drobisch

3.11 Early Price Data

3.12  The Development of Official Bodies for Price
Statistics

3.13 'The Pace of Development

References

What Is a Price Index?

4.1 Defining a Price Index, Inflation and Index Numbers
4.2 'The Potential Inputs to Index Numbers Calculation
4.3 Some Popular Index Numbers Formulae

4.4  Differences in the Estimation of Inflation

4.5  Conclusions

References

The Development of the Cost of Living Index: 1880 to

1946

5.1  Price and Expenditure Series Before 1880

5.2 'The Political Imperative

5.3  The Board of Trade Enquiries of 1903

5.4  'The 1904 Household Expenditure Survey

5.5  'The 1908 Report—Report of an Enquiry into
Working-Class Rents, Housing and Retail Prices

45
46
47
48
51

52
53

55
56
59
60
62

63
64
65

69
69
72
73
86
88
89

91
93
96
97
103

110



Contents

5.6  The 1913 Report—Report of an Enquiry into
Working-Class Rents and Retail Prices

5.7  First World War

5.8  'The Methodology of the Cost of Living Index
Numbers

5.9  Indexing Arrangements After the War

5.10 The Second World War

5.11 Conclusions

References

The Development of the Retail Prices Index: 1947-1989

6.1  Overview

6.2  After the War

6.3  The Cost of Living Advisory Committee

6.4  'The Interim Index of Retail Prices

6.5  Wider Uses of Budget Enquiries

6.6 Report of the Technical Committee

6.7  'The 1953-54 Budget Enquiry

6.8  'The Introduction of the New Index

6.9  Updating the Expenditure Weights

6.10  Meals Out, Housing and Further Indices

6.11 Mortgage Interest and Owner Occupiers

6.12  Three-Year Weights to One-Year Weights

6.13  Major Structural Changes in 1986

6.14  Alternative Inflation Measures

6.15 Responsibility for Producing the Index

6.16  The Retail Prices Index Over the Period 1945-1989

6.17  Final Remarks

References

What'’s in the Basket?

7.1  Why Do We Need the Basket?

7.2 'The Expansion of the Basket

7.3 'The Role of Items in the Basket of Goods and
Services

7.4  More Than One Basket?

Xvii

113
118

121
124
126
127
128

131
131
132
134
136
138
138
140
141
143
145
149
151
151
153
155
156
157
157

159
160
163

163
165



Xviii

Contents
7.5  Updating the Basket
7.6 Identifying Potential New Items and Reviewing
Existing Items
7.7  Examples of Changes Over Time
7.8 Specific Changes for 2017
7.9  The Commodity Review Process
7.10  Concluding Remarks
References
Collecting Prices
8.1  Introduction
8.2  ONS Technical Manual
8.3  Historical Methods of Price Collection
8.4  Current Price Sampling Procedures
8.5  Collecting from Multiple Shop Types
8.6 Recording Discounts
8.7  Hedonic Regression
8.8  Index Day—When to Collect Prices
8.9  Sampling Error in Price Measurement
8.10 Representativeness of the Sample
8.11 Evaluation of the Sampling Design
8.12 Hyperinflation
8.13 International Issues
8.14 Summary
References
Estimating Household Expenditure Shares

9.1
9.2

9.3
9.4
9.5
9.6
9.7
9.8

Introduction

Private and Early Official Inquiries into Household

Expenditure

The Development of Official Expenditure Surveys
The Uses of Household Expenditure Data

The Living Costs and Food Survey

Challenges of Capturing Expenditure and Income

Quality Assessment of the LCF

The Future of Expenditure Measurement

166

166
168
169
170
170
171

173
173
174
175
176
179
179
181
182
184
185
188
191
191
192
193

195
195

196
200
201
203
209
213
216



10

11

12

9.9

Contents

Conclusions

References

From the RPI to the CPI: 1990-2011

10.1  Early 1990s—Refinement of the RPI

10.2  The Adoption of the RPIX as an Inflation Target

10.3  Further Developments to the RPI

10.4 The Initiation of the Harmonised Index
of Consumer Prices

10.5 Changing the Target for Inflation from the RPI to
CPI

10.6 Increased Use of the CPI

10.7 Consultations: 2009-2011

10.8 Conclusions

References

Measuring Inflation at a Detailed Level

11.1  The Absence of Weights

11.2  Elementary Aggregate Formulae

11.3  Relationship Between Elementary Aggregate
Formulae

11.4 Which is the Best Elementary Aggregate Formula?

11.5 Conclusion

References

What Should We Be Measuring?

12.1  Cost of Living Vs. Cost of Goods

12.2 What Is a Cost of Living Index?

12.3  'The History of Arguments Around the Cost
of Living Index

12.4 How the Cost of Living Can Change Even if Prices
Stay the Same

12.5 What Do Price Indices Measure?

12.6  Are We Close to a True Cost of Living Index?

References

Xix

216
217

221
222
224
225

227

230
233
235
238
239

243
243
243

248
259
261
262

265
266
268

274

278
279
283
284



XX

13

13.1 Overview
13.2  Governance
13.3 The Formula Effect and the RPI Consultation: 2012
13.4  Owner Occupiers’ Housing
13.5 'The Johnson Review
13.6 Concluding Remarks
References
14 Other Price Indices
14.1 The Producer Price Index
14.2  Import and Export Prices
14.3  Services Producer Price Index
14.4 House Price Index
14.5 Implied Deflators
14.6  Purchasing Power Parity
References
15 A Look to the Future
15.1 Web Scraping
15.2 Recommendations of the Johnson Review
15.3 Inflation by Demographic Group
15.4  Accounting for Fashion
15.5 Changes in the Weights Used in Index Numbers
15.6  Who Will Determine the Future?
15.7 Conclusions
References
Index

Contents

Recent Developments: 2012-2016

287
287
288
290
301
311
320
321

333
334
344
347
349
351
351
352

355
356
358
361
362
363
364
367
367

371



2 Springer
http://www.springer.com/978-3-319-64124-9

Inflation

History and Measurement

O'Meill, R.; Ralph, J.; Smith, P,

2017, XX, 375 p. 10 illus., Hardcover
ISEN: 978-3-319-64124-0



	Contents

