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Introductory Macroeconomics
Lecture of March 9, 2010

J. M. Pogodzinski

Indexes and Index Numbers

Well-known index numbers:

CPI (Consumer Price Index)

PPI (Producer Price Index)

Dow-Jones Index
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Indexes

Price Indexes
CPI
PPI
Implicit GDP Deflator

Quantity Indexes
GDP

Real vs. Nominal measures



3/10/2010

2

Indexes and Index Numbers

What can be learned from index numbers?
(comparison of index of California housing prices
to CPI)

Selected spatial concentration indexes
Location Quotients
Hachman Index (HI)

Federal Reserve Bank of San Francisco Report
Moody’s Economy.com Reports

Herfindahl-Hirschman Index (HHI)
Ellison-Glaeser Index (EGI)
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California Housing Prices vs. Housing
Component of National CPI

Real vs. Nominal

Anything measured in terms of money has a
nominal (number of dollars) aspect and a real
(purchasing power of dollars) aspect. The
purchasing power of dollars changes because
of changes in the average level of prices (as
typically measured by a price index.

Price indexes measure the average level of
prices relative to a base year (which can be
any year – it is arbitrary).
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Consumer Price Index
All Urban Consumers

Series Id: CUUR0000SA0
Not Seasonally Adjusted
Area: U.S. city average
Item: All items
Base Period: 1982-84=100

data from http://www.bls.gov/

CPI Graph

Very Important Formula

RealBY (something) = (Nominal (something)/Price IndexBY)*100

http://www.bls.gov/CPI
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Real vs. Nominal Salary (Example)
Base Year (Period) 1982-1984

Real vs. Nominal Salary (Example)

Real vs. Nominal GDP
Year 2005 Base Year
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How are index numbers computed?

• Four steps to computing a price index:
1. Select a base year
2. Identify a market basket of goods and services
3. Determined spending (expenditures) on the

(given) market basket of goods and services
4. Compute the ratio:
• (expenditures on the given market basket in a

particular year)/expenditures on the given
market basket in the base year)
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Median Weekly Earnings
(Nominal)

Median Weekly Earnings
(Nominal)
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Median Weekly Earnings
(Real)

Median Weekly Earnings
(Real)
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Table 2: Nominal and Real Wages
(in December of Each Year)


