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Economic Bulletin

The EPI Reflects Basic Economic Change
Technology and globalization have restrained prices on big-ticket items. But they caused 
fewer price breaks for frequently purchased goods. Toothpaste ain’t so high-tech.

by AIER Staff

AIER developed the Everyday 
Price Index (EPI) to address the 

widespread perception that the Con-
sumer Price Index (CPI) does not 
reflect the day-to-day experience of 
Americans. As we continue to study 
and refine the EPI, we find that the 
divergence between inflation mea-
sured by the CPI and an index that 
measures direct experience is mostly 
a product of 21st-century 
changes in the economy.

To uncover these 
trends, we extended the 
EPI series to 1987. One 
of the challenges with 
comparing price levels 
over longer periods is that people 
change their buying behavior over 
time. The Bureau of Labor Statistics 
periodically uses a survey to capture 
these changes. In common terms, 
the economists at the bureau ask 
people what they buy and then 
adjust the CPI shopping list accord-
ingly. They do this infrequently to 
capture longer-term shifts in con-
sumer behavior, rather than changes 
caused by short-term price reactions.

 For example, in the early 1980s, 
medical studies and a general in-
creased interest in health led people 
to consume less beef and more 
chicken and fish. They also became 
more likely to join health clubs. 
In addition, as incomes increased, 
people chose to eat out more and eat 

at home less. BLS surveys picked 
up these trends, and the bureau 
adjusted the CPI accordingly.

In the shorter and intermediate 
terms, when people are faced with a 
higher price for an item, they simply 
buy less of it. Eventually, they may 
substitute cheaper goods. These ef-
fects are fairly small, but can add up 
over time. 

To address this, we have revised 
the Everyday Price Index to allow 
for constantly adjusting weights. 
Weights are simply the proportion 
of your total expenditure that you 
spend on each good or service you 
purchase each month. Dynamic 
weights allow for day-to-day 
changes in consumer behavior 
related to price changes.

This weighting results in a 2011 
average annual inflation rate of 8 
percent as measured by the Everyday 
Price Index, compared to a mere 
3.1 percent from the CPI. (The un-
weighted EPI inflation rate for 2011 
was 7.2 percent, as reported in the 
last issue of the Economic Bulletin.) 

Besides weighting, another fac-
tor that impacts long-term analysis 

is the emergence of new products 
and services. In 1997, the BLS 
significantly changed the list of 
goods and services that make up 
the CPI. Many new products, such 
as mobile phones, movie discs, and 
Internet services, were added. Other 
products were reclassified into new 
categories. Instead of tracking the 
cost of a long-distance phone call, 

for example, the new clas-
sification simply tracks the 
cost of telephone services. 
This partly reflects the 
emergence of long-
distance telephone plans 
that no longer charged per 

minute but rather used a fixed fee.  
Because of this reclassification, 

the categories that make up the 
CPI, and consequently the EPI, are 
different before and after 1998. This 
affected the EPI in two ways. 

In 1998, two new categories were 
added to the EPI. One is commu-
nication, which includes telephone 
services, Internet services, and elec-
tronic information providers. The 
other is child care and nursery school 
fees, which were not collected prior 
to 1998. 

Secondly, new types of products 
and services were added to the 
recreation category. Among the 
new inclusions were club dues for 
participant sports and movie discs 
and rentals. Price data for these 

After 2002, the prices of everyday goods 

and services began to increase faster 

than the overall price level.
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Guaranteed Lifetime Income for You  

by Supporting AIER’s Mission

types of goods and services were not 
collected in earlier years. Changes in 
composition are a common and un-
avoidable feature of any price index. 
But in this case, they mean that the 
set of everyday products that make 

up the EPI in 2011 has changed 
somewhat from the set of products 
that made up the EPI in 1990.

Chart 1 on page 3 shows that the 
CPI and EPI trended closely until 
around the early years of the last 

decade. (Both indices are set to 100 
in January 1987 to ease comparison.) 
After 2002, the prices of everyday 
goods and services began to increase 
faster than the overall price level, 
becoming much more volatile. 

We make a living by what we get, but we make a life by what we give.”

—Winston Churchill

AIER’s tax-deductible planned giving program 

offers a lifetime income plan for up to three 

generations. Imagine being able to guarantee income 

to your children and grandchildren and support the 

work of AIER in the process. 

AIER offers qualified donors many attractive  

benefits, including: 

•	 Federal and state income tax deductions

•	 Capital gain tax savings on gifts of  

appreciated assets

•	 Annual income for life or a designated term

•	 Transfer cash, securities, or other property 

including buildings and land

•	 Reduced probate costs and estate taxes

•	 Expert asset and investment management

•	 Support of AIER’S work and mission

Reserved Life Income Fund
An RLI fund is a pooled-income fund managed by 

AIER that operates very much like a mutual fund. 

The income distribution varies with the fund’s 

performance. 

Charitable Remainder Trust
CRUs are income funds in which the assets are held 

and invested in individual accounts. You, the donor, 

stipulate a fixed percentage of the value of the fund 

to be distributed annually.

Charitable Gift Annuities
A CGA is a contract (not a trust). In return for an 

irrevocable gift of cash or other assets, AIER agrees 

to pay a fixed amount of money to one or two 

individuals for their lifetime.

Charitable Lead Trust
A charitable lead trust can be used to transfer assets 

to children or others at a significantly reduced tax 

liability. The trust makes a fixed payment to AIER for a 

specified term.

We are happy to answer any other questions you 

may have about planned giving. Other ways to give 

include bequests or mentioning AIER as a beneficiary 

or contingent beneficiary on your life insurance. 

For more information call us at (413) 528-1216,  

pgo@aier.org, or visit www.aier.org.
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Annual Increase in the Everyday Price Index and Its Components 
(2010 to 2011)

Everyday Price Index ......................................................................................................................  8.02%
Food and beverages .......................................................................................................................  3.56%
Household fuel, utilities, and supplies .....................................................................................  2.74%
Motor fuel and transportation ....................................................................................................  21.06%
Recreation (incl. cable TV) ............................................................................................................  0.92%
Communication (incl. telephone and internet services) ...................................................  -0.66%
Prescription drugs ...........................................................................................................................  4.21%
Child care and nursery school fees ...........................................................................................  2.76%
Tobacco and smoking products.................................................................................................  3.40%
Personal care products and services ........................................................................................  0.23%

From January 1987 to December 
2011, the CPI roughly doubled: it 
increased from 100 to 202.9. During 
the same time, the EPI increased 
substantially more—from 100 to 
234.5. This translates into an infla-
tion rate of about 2.9 per year on 
average for the CPI and 3.6 per year 
on average for the EPI. 

There are several possible 
reasons for the divergence of the 
two indices that came about in the 
early 2000s. Rapid technological 
change restrained prices of products, 
especially those related to informa-
tion technology. Quality-adjusted 
prices for mobile phones, personal 
computers, and televisions fell or 
increased much more slowly than 
prices of other consumer goods 
and services. The same was true 
for household appliances and even 
cars. At the same time, increasing 
globalization and reduction in trade 
restrictions drove down prices of ap-
parel and other imported goods. 

These prices, which are included 
in the CPI, helped restrain growth 
in the overall cost of living. But the 
prices are for products AIER delib-
erately excludes from the EPI. The 
price-reducing force of technologi-
cal improvements and globalization 
does not restrain prices of everyday 
purchases quite as much as it does 
for less frequently purchased items. 
Toothpaste ain’t so high-tech. 

Chart 2, middle right, shows an 
increase in the volatility of everyday 
prices as compared with the CPI 
beginning in the year 2000. Increased 
volatility means increased uncer-
tainty, making it more difficult for 
people to plan for their everyday 
expenditures.

Since 2000, rapid growth in many 
of the developing economies signifi-
cantly boosted the demand for, and 
prices of, oil and other fuels. Prices of 
energy commodities rose rapidly and 
became much more volatile. (Market 
changes have made it easier to specu-
late in the energy futures and spot 
markets, which may have contribut-
ed to this.) Because the EPI takes into 
account only a subset of all consumer 

expenditures, fuel and energy costs 
account for a larger portion of the 
EPI than they do for the CPI. Rising 
and volatile fuel and energy prices 
made the CPI more volatile in recent 
years as well, but they had a much 
stronger effect on the EPI. 

This is the “sticker shock” that 
motivated AIER to develop an in-

dex of inflation that tracks the price 
changes ordinary people see in their 
everyday experience.

The table above lists the major 
categories of goods and services in 
the EPI and the 2011 inflation rate 
for each. Most of the last year’s 8 
percent EPI increase (as measured 
with dynamic weights), for ex-
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ample, comes from increases in the 
cost of fuel (both motor fuel and 
household fuel) and from the cost 
of food and beverages. 

Chart 3, at right, takes a longer-
term look at price changes in the 
key components of the EPI. It also 
shows where the price pressures 
were greatest for everyday pur-
chases since 1987. 

During this period, the EPI in-
creased by 135 percent. But increases 
in the prices of individual compo-
nents affected the EPI differently. 
Food and beverage expenditures, 
for example, constitute a major part 
of everyday spending—between 38 
and 47 percent over the years. Even 
small changes in the price of food 
affect the EPI significantly. 

On the other hand, even large 
increases in prices of goods that 
account for only a small portion of 
everyday spending will not move 
the EPI by much. One significant 
example is prescription drugs. 
Prices of prescription drugs rose 
faster than the overall EPI, more 
than tripling since 1987. But during 
this period, the share of prescrip-
tion drugs in everyday spending 
fluctuated between a mere 3.3 and 
1.9 percent.

Among the categories that make 
up the EPI, the largest increase 
occurred in prices for tobacco prod-
ucts. These rose more than six-fold, 
likely the result of rising tobacco 
taxes. But because tobacco products 
account for only a small portion of 
everyday expenditures—between 
4.5 and 1.9 percent over the years—
this huge increase in their prices did 
not contribute all that much to the 
overall rise in EPI. 

The second-largest increase, of 
more than three-and-a-half times, 
occurred in the prices of motor fuel 
and transportation. This category 
accounts for a much larger share 
of everyday expenditures—be-
tween 14 and 20 percent over the 
years. Fluctuations in fuel prices 
not only translated into significant 
fluctuations in the overall EPI, they 
contributed to its rapid rise.

At the other end of the spec-
trum, prices for personal care 
products and services increased 
much more slowly than the overall 
EPI. Since 1987, they rose by only 
65 percent, less than half as much 
as the overall index. 

In essence, we each have our own 
Everyday Price Index. People who 
spend more of their money on prod-
ucts with rapid price increases have 
seen their cost of living rise even 
more dramatically than the EPI 
suggests. This includes people who 
spend more on fuel and transporta-
tion, prescription drugs, tobacco, 
cable TV (part of the recreation 
category), and child care.

 On the other hand, people who 
are very healthy or who do not 
smoke are not at all affected by 
rapid price increases in prescrip-
tion drugs and tobacco. People who 
spend more on products that are 
experiencing falling prices—such 

as personal care products and ser-
vices, household supplies, food and 
beverages, and phone and Internet 
service—saw their everyday cost of 
living rise more slowly than the EPI 
suggests. But the everyday cost of 
living is likely to have risen faster 
that the official CPI would imply 
for everyone.

Prior to 2002, CPI inflation may 
have been a reasonable approxima-
tion for the price increases people 
faced in their everyday purchases. 
But this is no longer the case. 

This means that indexing various 
payments—Social Security benefits, 
for example—to the increase in the 
overall CPI no longer adequately 
compensates recipients for rising 
everyday costs. This has the stron-
gest impact on individuals who rely 
on fixed incomes from savings or 
Social Security. These people need 
to plan for essentially uncontrollable 
changes in everyday costs.
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Price Changes in 2011 12-Month Percent Change in the CPI

The Consumer Price Index (CPI-U) rose 3.1 percent in 2011, 
up from 1.5 percent in 2010. Your own cost of living may 
have increased more or less than this average, depending on 
the mix of goods and services that you usually buy.

Percent Change in Selected Consumer Price Indices
December 2010 – December 2011

   Expenditure Category Percent Change

All Items .........................................................  3.1
Food and Beverages  
  (15% of expenditures) ..........................  4.5

Food .............................................................  4.7
Food at home ........................................  6.0

Bread ....................................................  6.7
Cookies ................................................  3.2
Meats ....................................................  9.4

Beef and veal .................................  11.5
Pork ...................................................  8.1

Bacon, breakfast sausage,  
and related products ..........  8.2

Pork chops ..................................  8.6
Poultry .................................................  4.8
Fish and Seafood ..............................  6.8
Eggs ......................................................  6.4
Milk .......................................................  9.2
Cheese and related products ......  7.8
Ice cream and related products ..  9.0
Fresh fruits and vegetables ..........  0.9

Apples ..............................................  7.1
Bananas ...........................................  3.6
Citrus fruits .....................................  -3.8
Potatoes...........................................  7.4
Lettuce .............................................  0.0
Tomatoes ........................................  1.3

Canned fruits and vegetables .....  5.7
Frozen vegetables ...........................  9.1
Candy and chewing gum ..............  3.1
Butter....................................................  1.9
Salad dressing ...................................  7.9
Peanut butter ....................................  27.2
Nonalcoholic beverages ................  5.8
Juices and nonalcoholic drinks ...  4.3

Coffee ...............................................  19.3
Soups ....................................................  2.5

Food away from home .......................  2.9
Full service meals and snacks ......  2.9
Limited service meals and snacks .. 3.1

Alcoholic beverages at home ..........  0.3
Beer and ale .......................................  1.4
Wine ......................................................  -1.2
Distilled spirits ..................................  4.0

Housing (42% of expenditures) .........  1.9
Shelter .........................................................  1.9

Rent of primary residence ................  2.5
Owners’ equivalent rent of primary 

residence .............................................  1.8
Hotels and motels ...............................  1.5

Fuels and utilities .....................................  2.4
Fuel oil .....................................................  18.0
Electricity ................................................  2.2
Utility (piped) gas service .................  -3.7
Propane, kerosene, and firewood ..  6.8

Water and sewerage maintenance ..  5.3
Garbage and trash collection ..........  2.8

Household furnishings and  
  operations ............................................  1.0
Floor coverings .....................................  1.3
Window coverings ...............................  0.8
Bedroom furniture ..............................  2.2
Living room, kitchen, and  

dining room furniture ....................  1.9
Major appliances ..................................  3.2
Clocks, lamps, and decorator items ... -6.7
Dishes and flatware ............................  -6.6
Tools, hardware, and supplies .........  0.7
Outdoor equipment and supplies ..  0.0
Housekeeping supplies .....................  3.2
Household operations .......................  1.4

Domestic services ............................  0.1
Apparel (4% of expenditures) .............  4.6

Men’s apparel ............................................  5.6
Suits, coats, and jackets .....................  0.0
Shirts and sweaters .............................  7.5
Pants and shorts ...................................  5.9

Boys’ apparel .............................................  6.4
Women’s apparel .....................................  4.0

Outerwear ..............................................  4.2
Dresses ....................................................  3.9
Suits and separates .............................  1.6

Girls’ apparel ..............................................  9.3
Infants’ and toddlers’ apparel ..............  4.9
Watches .......................................................  1.3
Jewelry ........................................................  7.8
Footwear .....................................................  1.3

Transportation (17% of expenditures) ... 5.2
New cars......................................................  4.0
New trucks .................................................  2.3
Used cars and trucks ...............................  -2.9
Car and truck rental ................................  -0.5
Gasoline ......................................................  9.9
Motor vehicle maintenance  

 and repair ..............................................  2.2
Tires ..............................................................  6.5
Motor vehicle insurance........................  3.4
Motor vehicle fees ...................................  1.9
Public transportation .............................  3.8

Airline fare ..............................................  4.5
Ship fare ..................................................  1.1
Public transportation within city ...  4.3

Medical care (7% of expenditures) ...  3.5
Medical care commodities ...................  3.2

Prescription drugs ...............................  4.1
Nonprescription drugs ......................  0.1
Medical equipment and supplies ..  -0.4

Medical care services .............................  3.6
Physicians’ services ..............................  2.7

Dental services .....................................  2.2
Eyeglasses and eye care ....................  0.7
Inpatient hospital services ...............  6.2
Outpatient hospital services............  5.0
Nursing homes and adult day care .  2.9

Recreation (6% of expenditures).......  1.0
Video and audio .......................................  1.1

Televisions ..........................................  -17.1
Cable and satellite TV/radio service  3.8
Video discs and other media .......  7.1
Rental of video or audio discs .....  15.0
Audio equipment ............................  -6.2

Pet food .......................................................  -0.1
Veterinarian services ..............................  4.6
Sporting goods ........................................  0.0
Photographic equipment and 

  supplies .................................................  0.0
Toys ...............................................................  -4.7
Sewing machines, fabric and  

  supplies .................................................  4.1
Music instruments and accessories ..  -1.2
Recreation services .................................  0.7

Member dues and fees for sports  
  and exercise .....................................  1.8

Admissions .............................................  -0.3
Fees for lessons or instructions .......  0.5

Newspapers and magazines................  2.9
Recreational books .................................  -2.5

Education and communication  
  (6% of expenditures) .............................  1.7

Education ...................................................  4.6
Educational books and supplies ....  5.2
College tuition and fees ....................  4.6
Elementary and high school tuition  

and fees ...............................................  3.7
Child care and nursery school .........  2.2

Communication .......................................  -1.1
Postage and delivery services .........  4.3
Telephone services ..............................  -0.3
Wireless telephone services .............  -2.3
Personal computers and  

  peripheral equipment ..................  -12.5
Computer software and  

  accessories .......................................  -1.4
Other goods and services  
  (3% of expenditures) .............................  1.7

Tobacco and smoking products .........  2.3
Personal care .............................................  1.5

Cosmetics and related products ....  1.8
Haircuts and other personal care  

services ................................................  0.9
Legal services ............................................  2.7
Financial services, incl. tax returns ....  7.1
Funeral expenses .....................................  2.3

   Expenditure Category Percent Change    Expenditure Category Percent Change
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The table above provides a 
simple way to convert values 
from the past into their equiva-
lent value today (or vice versa). 
To convert a value from a par-
ticular year to its 2011 equivalent, 
simply multiply the original price 
by the conversion factor Multi-
plier A shown in the table for the 
appropriate year.

For instance, say you want to 
know if the value of your house has 

  ———— To Convert: ————
 Past Dollars 2011 Dollars
 to 2011 Dollars to Past Dollars
 Use Use

Year Multiplier A Multiplier B

Purchasing Power Conversion Factors

  ———— To Convert: ————
 Past Dollars 2011 Dollars
 to 2011 Dollars to Past Dollars
 Use Use

Year Multiplier A Multiplier B

  ———— To Convert: ————
 Past Dollars 2011 Dollars
 to 2011 Dollars to Past Dollars
 Use Use

Year Multiplier A Multiplier B

 1920 11.2437 0.0889

 1921 12.5627 0.0796

 1922 13.3853 0.0747

 1923 13.1505 0.076

 1924 13.1505 0.076

 1925 12.8499 0.0778

 1926 12.7047 0.0787

 1927 12.9237 0.0774

 1928 13.1505 0.076

 1929 13.1505 0.076

 1930 13.4654 0.0743

 1931 14.7943 0.0676

 1932 16.4141 0.0609

 1933 17.2979 0.0578

 1934 16.7816 0.0596

 1935 16.4141 0.0609

 1936 16.1779 0.0618

 1937 15.6162 0.064

 1938 15.9484 0.0627

 1939 16.1779 0.0618

 1940 16.0624 0.0623

 1941 15.2975 0.0654

 1942 13.7959 0.0725

 1943 12.9984 0.0769

 1944 12.7769 0.0783

 1945 12.4929 0.08

 1946 11.5319 0.0867

 1947 10.084 0.0992

 1948 9.3308 0.1072

 1949 9.4484 0.1058

 1950 9.3308 0.1072

 1951 8.649 0.1156

 1952 8.4858 0.1178

 1953 8.4222 0.1187

 1954 8.3596 0.1196

 1955 8.3908 0.1192

 1956 8.2674 0.121

 1957 8.0026 0.125

 1958 7.7811 0.1285

 1959 7.7276 0.1294

 1960 7.5971 0.1316

 1961 7.5208 0.133

 1962 7.4461 0.1343

 1963 7.3488 0.1361

 1964 7.254 0.1379

 1965 7.1388 0.1401

 1966 6.9405 0.1441

 1967 6.7327 0.1485

 1968 6.4619 0.1548

 1969 6.1273 0.1632

 1970 5.7957 0.1725

 1971 5.5524 0.1801

 1972 5.3797 0.1859

 1973 5.0647 0.1974

 1974 4.5613 0.2192

 1975 4.1798 0.2392

 1976 3.9521 0.253

 1977 3.7108 0.2695

 1978 3.449 0.2899

 1979 3.0974 0.3228

 1980 2.729 0.3664

 1981 2.4739 0.4042

 1982 2.3303 0.4291

 1983 2.2578 0.4429

 1984 2.1643 0.462

 1985 2.0899 0.4785

 1986 2.0518 0.4874

 1987 1.9795 0.5052

 1988 1.9009 0.5261

 1989 1.8135 0.5514

 1990 1.7205 0.5812

 1991 1.651 0.6057

 1992 1.6028 0.6239

 1993 1.5562 0.6426

 1994 1.5174 0.659

 1995 1.4755 0.6777

 1996 1.4332 0.6977

 1997 1.4011 0.7137

 1998 1.3796 0.7249

 1999 1.3498 0.7409

 2000 1.3059 0.7658

 2001 1.2698 0.7876

 2002 1.25 0.8

 2003 1.2221 0.8182

 2004 1.1904 0.84

 2005 1.1514 0.8685

 2006 1.1154 0.8965

 2007 1.0846 0.922

 2008 1.0444 0.9574

 2009 1.0482 0.954

 2010 1.0313 0.9697

 2011 1 1

“kept pace with inflation.” Multiply 
the original price of the house by 
the Multiplier A factor shown for 
the year you purchased it.

Example: A house was pur-
chased in 1965 for $25,000. Adjust-
ing for price inflation, this price in 
terms of 2011 dollars is $25,000 x 
7.1388 = $178,470. This is approxi-
mately how much the house would 
have to sell for today just to keep 
up with price inflation.

To convert 2011 dollars into past 
dollars, simply multiply today’s dol-
lar amount by the conversion factor 
Multiplier B shown in the table for 
the appropriate year.

Example: If the price of a movie 
ticket is about $10 today, what was 
the constant-dollar equivalent in, 
say, 1974? Today’s $10 purchase 
price in terms of 1974 dollars is $10 
x 0.2192 = $2.19.

          Use the AIER Cost-of-Living Calculator at our website: www.aier.org

How to Convert Past and Present Values


