Price Index

Consumer Price Index (CPI) – a general indicator of change in the level of prices paid by 

consumers for goods and services. It is based on a weighted basket of goods and services bought by consumers and determined from the expenditure survey. The prices are updated through a monthly price survey covering goods and services in the basket. This basket is usually updated every ten years or so because household incomes and expenditures change over time.

CPI is widely used as the main estimation of inflation rate

COLA = cost of living adjustment

Average annual inflation is calculated as a % of a twelve-month average of the CPI.

(Refer to CPI folder info under SY 0405 in computer)

CPI – U
average price paid by all urban households (87% of US population)

CPI – W
average price paid by urban wage earners and clerical workers (32% of 

US population)


CPI  =  





   x 100

Relative importance of components in the CPI (1999-2000 weights)

Housing




40.9%

Food and Beverage



15.7%

Apparel




  4.4%

Transportation



17.1%

Medical Care




  5.8%

Recreation




  6.0%

Education and Communication

  5.8%

Other goods and Services


  4.3%

For fun, go to the following web site and try it out:

http://www.minneapolisfed.org/research/data/us/calc/

Inflation rate  =  %∆ in the price level from one year to the next


Inflation rate  =  






   x 100

Cost of CPI basket at current prices


Cost of CPI basket at base year prices





CPI of desired year – CPI of previous year


		CPI of previous year








