Measuring the Cost
of Living
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Table 1 Calculating the Consumer Price Index and

the Inflation Rate: An Example

Step 1: Survey Consumers to Determine a Fixed Basket of Goods

4 hot dogs, 2 hamburgers

Step 2: Find the Price of Each Good in Each Year

Year Price of Hot Dogs Price of Hamburgers
2001 $1 $2
2002 2 3
2003 3 4

Step 3: Compute the Cost of the Basket of Goods in Each Year

2001 (31 per hot dog X 4 hot dogs) + ($2 per hamburger X 2 hamburgers) = $8
2002 (32 per hot dog X 4 hot dogs) + ($3 per hamburger X 2 hamburgers) = $14
2003 ($3 per hot dog X 4 hot dogs) + ($4 per hamburger X 2 hamburgers) = $20

Step 4: Choose One Year as a Base Year (2001) and Compute the Consumer Price Index

in Each Year
2001 ($8/$8) x 100 = 100
2002 ($14/$8) x 100 = 175
2003 ($20/$8) X 100 = 250

Step 5: Use the Consumer Price Index to Compute the Inflation Rate from Previous Year

2002 (175 — 100)/100 X 100 = 75%
2003 (250 — 175)/175 X 100 = 43%
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Figure 1 The Typical Basket of Goods and
Services
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Figure 2 Two Measures of Inflation
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Table 2 The Most Popular Movies of All Time,

Inflation Adjusted

Year of Total Domestic Gross
Film Release (in millions of 2001 dollars)
1. Gone with the Wind 1939 $1,002
2. Star Wars 1977 866
3. The Sound of Music 1965 695
4. E.T.: The Extra-Terrestrial 1982 687
5. Titanic 1997 640
6. The Ten Commandments 1956 639
7. Jaws 1975 625
8. Doctor Zhivago 1965 591
9. The Jungle Book 1967 519

10. Snow White and the Seven Dwarfs 1937 518
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Figure 3 Real and Nominal Interest Rates
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