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Meaning of Index Numbers

e An Index Number is a statistical measure designed to show the relative change in the
level of a variable or a group of related variables over a period of time, place, or other
circumstances.

e In simple words, an index number indicates how much a particular phenomenon has
changed compared with a base period.

e For example, if the Consumer Price Index (CPI) is 125 in the current year with the base
year equal to 100, it means that the general level of prices has increased by 25%
compared with the base year.
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Definition of Index Numbers

Some important definitions are:

According to Croxton and Cowden:

“Index numbers are devices for measuring differences in the magnitude of a group of related

variables.”

This definition emphasizes that index numbers measure changes in a group of related variables.

According to Spiegel:

“An index number is a statistical measure designed to show changes in a variable or a group of
related variables with respect to time, geographical location or other characteristics.”
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Characteristics of Index Numbers — JdH[®

G@rafl o fAyydig

1. Special Type of Average — Agd &1 fau ¥ 1

Index numbers are a special type of statistical average. They summarize the changes in
several related items into a single figure.
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2. Measure Relative Changes — qruer gRad= &1 /1Y
Index numbers generally measure relative changes, rather than absolute changes.
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3. Base Year is Required — 3{[¥YIR gy 3TIRI® g

Index numbers are generally constructed by selecting a base year, whose value is usually
taken as 100.
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4. Expressed in Percentage — Ufdwd # fy=fag
Index numbers are usually expressed with the base value equal to 100.
For example:

e Index = 100 — No change

e Index = 120 — 20% increase

e Index = 80 — 20% decrease

{j\dobid? JrATIT: YR Y = 100 AADHR T %E Srd %I

e JABIH = 100 — PIg IR 8l
o JAHIH = 120 — 20% IfS
o YIPBiPh = 80 — 20% HHI



5. Composite Measure — dgad HIY

An index number may represent changes in a single variable or several related variables.
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Uses of Index Numbers

Index numbers have wide applications in economics, business, government and social studies.

1. Measurement of Price Changes — HY gRad= &1 ATuA
One of the most important uses of index numbers is to measure changes in prices over time.

For example, the Consumer Price Index (CPI) measures changes in the prices of goods and

services consumed by households.
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2. Measurement of Cost of Living — Siig=-fHalg @d &I AT

Index numbers help to measure changes in the cost of living. They show whether the cost
of maintaining a particular standard of living has increased or decreased.
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3. Measurement of Inflation — G&IEhIfd &1 ATUT
Index numbers are useful for studying inflation and changes in the general price level.
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4. Measurement of Purchasing Power of Money — H«I Dt Y fad BT ATUA
Index numbers help in determining changes in the purchasing power of money.

Generally, when prices rise, the purchasing power of money falls.

gqa®ie I8 g&l & %4 Afad d g7 ard uRadd & Jag- § Jgradl HRl & |
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5. Wage and Salary Adjustment — AGSGRI U9 da- MR

Index numbers are used by governments and organizations while revising wages, salaries and
dearness allowances.

IXPIR Ud RITY Jolg, ddd 94T AGMs U (Dearness Allowance) ¥ IRMYT HId THT YADI® GBS
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6. Business Planning — aaR® e

Businesses use index numbers to study changes in prices, production, sales, costs and market
conditions. This helps in planning future business activities.

FqArdt ®Igdl, IdAred, 9w, aa aur Sr9R & gRfRufaal d g4 ard aRaddl &1 sreggd s9 & g
Ja®i® G@sfl & gaIT HId ¢ 1 399 Hiaw™ & amawii® ASard 9911 # 9grad Had gl

7. Measurement of Production — 3dIgd ol HIY

Production index numbers help to measure changes in the volume of production in industries.
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8. Measurement of Trade — AIYIY [ HIUA

Index numbers can be used to study changes in imports, exports and overall trade.

Jadbid G-I BT IUAT 1ard, Fafa aur gay araR & 819 ard gRad=i & siegg= o fohdr of & g |

9. Government Policy — gIEY Aifa At
Governments use index numbers in economic planning and policy formulation.

For example, price and production indices provide useful information for economic decision-
making.
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10. Deflation of Monetary Data — Im?$ 31\.IJObS.\I' AR IESIECESL

Index numbers can be used to convert money values into real values by removing the
effect of price changes.

orAad ¥ gRada & UHIg &1 gaTh Afed e sl &l adfd® (Real) U H Tad HIH & AT
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Types of Index Numbers — Jd®hidh JTBATSH &
YhIR

1. Price Index Number — HcI JI&H[®
gg axgsfl Ud arst & HiAdl § uRad= &I Aradr g

Examples: Consumer Price Index, Wholesale Price Index &Hﬁl

2. Quantity Index Number — AT JIHI®H
gg aXgsfl B HIAT YAl IdTed &I A1 H gRad= &I Aradi g |
3. Value Index Number — -1 gAhih

g8 $d od H URad+ &I 9rdr g |

Value = Price x Quantity



Construction of Index Numbers — A ®hidh T3]

CORGEEIY )

Index number S99 @1 AT Ulh fAgfaRad %:
Step 1: Objective — Ie¥ Mg &I

I9Y Ugd I8 d9 a1 ol § & qa&i® f&d S5 ¥ 94191 o 361 ¢ |

Example: Price changes, cost of living, production &H%I

Step 2: Selection of Base Year — 3R a¥ &1 I

UH IUYad 9¥ &I MU Y Hagfd axgsll &f HrAdl, A 3nfe ¥ J&frd Tu § g1 o1 g |
YR IY FrHT=Ia: U1 g1 arfe ¢ forad o=y uRfRufaar 7 g

Step 3: Selection of Commodities — Hﬁevﬁ h[ JY-

3T & AFUR gfaH axgst &1 997 far snar g1



Step 4: Collection of Data — 3{[®S! &1 UG
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Step 5: Selection of Weights — HIX &] BRI
gfe AT-3AT IXI 3l HT AgE AT g, d 3= I1dd weights (HR) AT I1d €|

Step 6: Selection of Formula — JA &I dY-
IT 3R IUAH 3HHSI & ATYR I IUYad formula T ST g |

Step 7: Calculation — U]
Tgf4d fafd Td g3 & AR index number I TOAT BT STl & |



Conclusion

Index numbers are important statistical tools for measuring relative changes in prices,
quantities, production, cost of living and other economic variables. They are widely used
by businesses, governments, researchers and economists for comparison, analysis,
planning and decision-making.
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