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BEA Price Indexes

Why does BEA produce price indexes?

 Most analysts are interested in 

estimates of “real” output

 This involves disentangling prices and 

quantities

BEA also produces quantity indexes

 But only for “goods & services”
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Price Indexes for State and Local Governments

What state and local government 
expenditures does BEA estimate in “real” 
terms?

 Consumption expenditures and gross investment

 NOT Included: social benefits payments, interest 
payments, and subsidies

Where are the state and local indexes 
located?

 NIPA tables 3.9.4 and 3.10.4

 www.bea.gov/national/nipaweb/Index.asp
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Some things you should know about 

BEA’s State and Local price indexes…

 They exclude government enterprises 

such as utilities, transit agencies, and 

housing authorities

 They are calculated net of sales 

revenue such as hospital charges

 They include depreciation (as a partial 

measure of the service of government 

capital)
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How does the price index for S&L consumption 

and gross investment differ from the CPI?

 The two indexes are based on 

different “market baskets” of goods 

and services

 The CPI is based on a market basket 

of goods typical for a household,   

including such things as food, 

shelter, utilities, transportation, and 

entertainment



 
www.bea.gov 6

Differences from the CPI continued…

 The state and local index uses a market 

basket of goods that is designed to 

match what state and local 

governments purchase

 The largest component is “employee 

wages and benefits”

 Other components include fuel, 

utilities, services, office supplies, 

construction costs, equipment, etc. 
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A Bit of Price Theory

The Laspeyres Index
 The most common type of index

 Uses a base-year market basket 

 The CPI is a Laspeyres index

The Paasche Index
 Uses a current-period market basket

Problems with these indexes
 Market baskets shift over time, so

 Laspeyres Index tends to overstate inflation

 Paasche Index tends to understate inflation



 
www.bea.gov 8

A Bit of Price Theory

More complicated index forms:

 A “Fisher-Ideal” index is the geometric mean 

of Laspeyres and Paasche indexes

 Chain indexes use a constantly-updated 

market basket to estimate price change from 

one period to the next

 BEA’s “chain-type” indexes are a hybrid of 

the Fisher Ideal and the chain index 
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BEA Chain-type Indexes

 BEA Chain-type indexes are “Fisher-

Ideal” relatives that are linked 

(multiplied) together to form a time 

series

 Accounts for substitution as relative 

prices and quantities change
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Trends in Price Deflators
[Index numbers, 2000=100]
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State and Local Price Deflators
Index Numbers [2000=100]
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Contributions to Percent Change in Price
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Contributions to Percent Change in Price
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Conclusions

For 2000-2007, these components have pulled 
the S&L index up:

 Construction costs

 Petroleum, natural gas 

 Industrial and agricultural chemicals

The following components have pulled the S&L 
index down: 

 Computers, software, electronics

 Durables

 Telephone, airfares


