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The nature and meaning of a consumer price index

1. The CPI is a current social and economic indicator that is constructed to measure
changes over time in the general level of prices of consumer goods and services that
households acquire, use or pay for consumption.

2. The index aims to measure the change in consumer prices over time. This may be
done by measuring the cost of purchasing a fixed basket of consumer goods and
services of constant quality and similar characteristics, with the products in the
basket being selected to be representative of households’ expenditure during a year or
other specified period. Such an index is called a fixed-basket price index.

3. The index may also aim to measure the effects of price changes on the cost of
achieving a constant standard of living (i.e. level of utility or welfare). This concept is
called a cost-of-living index (COLI). A fixed basket price index, or another appropriate
design, may be employed as an approximation to a COLI.
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