
Taylor Price Index Worksheet Questions

1. Define the Taylor Price Index and ex-

plain its purpose in economic analy-

sis.

2. Write the formula for the Taylor Price

Index and explain each component.

3. Describe the role of price levels and

weights in calculating the Taylor

Price Index.

4. Explain how different time periods

are incorporated into the Taylor Price

Index calculation.

5. Given the following data, calculate

the Taylor Price Index for Year 2 rel-

ative to Year 1:

• Prices in Year 1: Good A - $10,

Good B - $15, Good C - $20.

• Prices in Year 2: Good A - $12,

Good B - $18, Good C - $25.

• Quantities: Good A - 5 units,

Good B - 3 units, Good C - 2

units.

6. What is the significance of assigning

weights to goods/services in the Tay-

lor Price Index?

7. Compare the Taylor Price Index with

the Laspeyres Price Index in terms of

methodology and outcomes.

8. How does the Taylor Price Index ad-

just for changes in consumption pat-

terns compared to the Paasche Index?

9. Interpret the result of a Taylor Price

Index greater than 1. What does it

indicate about price changes?

10. Explain how outliers in price changes

can affect the accuracy of the Taylor

Price Index.

11. Discuss how inflation adjustments

can be incorporated into the Taylor

Price Index.

12. Analyze the potential economic im-

plications of an increasing Taylor

Price Index over several years.
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Taylor Price Index Worksheet Answers

1. The Taylor Price Index is a weighted

price index used to measure the rel-

ative changes in prices over time for

a set of goods or services. It helps in

tracking inflation and understanding

economic trends.

2. The formula is:

TPI =

∑
(Pt ·Qt)∑
(P0 ·Qt)

where Pt is the price in the current

period, P0 is the price in the base pe-

riod, and Qt is the quantity in the

current period.

3. Price levels reflect the monetary cost

of goods, while weights represent

their relative importance in the in-

dex, usually based on consumption

patterns or economic significance.

4. Time periods are incorporated by

comparing prices of goods in the cur-

rent period (Pt) with prices in a

base period (P0), weighted by current

quantities (Qt).

5. Calculation: Prices and quantities

are given:

TPI =
(12 · 5) + (18 · 3) + (25 · 2)

(10 · 5) + (15 · 3) + (20 · 2)

=
60 + 54 + 50

50 + 45 + 40

=
164

135
≈ 1.215

The Taylor Price Index is approxi-

mately 1.215, indicating a 21.5% in-

crease in prices from Year 1 to Year

2.

6. Weights ensure that goods/services

contributing more to consumption

have a higher impact on the index,

reflecting realistic economic trends.

7. The Taylor Price Index uses current

period quantities as weights, while

the Laspeyres Index uses base pe-

riod quantities, making the Taylor In-

dex more responsive to changing con-

sumption patterns.

8. The Taylor Price Index adjusts for

changing consumption patterns by

using current quantities (Qt) as

weights, whereas the Paasche Index

uses current prices with base period

weights.

9. A Taylor Price Index greater than 1

indicates that overall prices have in-

creased compared to the base period.

10. Outliers, such as significant price

changes for a single good, can dispro-
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portionately affect the index if that

good has a high weight, potentially

distorting the overall analysis.

11. Inflation adjustments can be incor-

porated by deflating nominal values

using a general price level indicator,

such as the Consumer Price Index.

12. An increasing Taylor Price Index

over several years suggests sustained

price increases, indicating inflation-

ary pressures or rising demand for

specific goods/services.
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