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Price or Wage Linkage?

| would like to suggest that a price index should not be used for linkage. An
average wage should be used instead.

There is great controversy regarding the formula for calculating a price index
of a number of different items and in his book "The Making of Index
Numbers", Irving Fisher gives one hundred and thirty four such formulae.
More formulae have been added since that book was written.

It is well to remember the very high inflation that occurred during the seventies
and eighties. In my opinion, linkage to a price index contributed to that high
inflation.

In view of the above, linkage to a price index should not be used.

Regarding the formula for calculating an average wage, there is no such
multitude of formulae.

For the purpose of linkage, we suggest using a geometric mean G; of the
average wage over months i-11 to i (a twelve month period). We also suggest
that the unemployed should be included in the calculation of the average
wage as having a zero wage. (At present, the unemployed are left out of the
calculation altogether.)

G = 1\2/ Product of average wage
P in months i-11 to i

Since indices are multiplied and divided for linkage purposes, the geometric
mean is preferred to the arithmetic mean.

In view of the use of an average of a twelve month period, G; will fluctuate far
less than the average wage itself.

It is also possible to use a weighted geometric mean G; of the average wage
in months i-11 to i. The weight of a month is the number of its employee posts.
Let E; be the total number of employee posts in months i-11 to i. In this case

G = %/ Product of the average wage to the power of
' its employee posts in months i-11 to i.

| look forward to hearing from you.

Raphael B. Yehezkael.
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