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CLASSIFICATION OF INDEX NUMBERS  

There are three principal types of indices: price indices, quantity indices, and value 
indices.  

Price Indices: This type of indices is the most frequently used. Price indices consider 
prices of a commodity or a group of commodities and compare changes of prices from 
one period to another period and also compare the difference in price from one place 
to another. For example, the familiar Consumer Price Index measuring overall price 
changes of consumer commodities and services is used to define the cost of living. 

 Quantity Indices: The major focus of consideration and comparison in these 
indices are the quantities either of a single commodity or a group of commodities. For 
example, the focus may be to understand the changes in the quantity of paddy 
production in India over different time periods. For this purpose, a single commodity’s 
quantity index will have to be constructed. Alternatively, the focus may be to 
understand the changes in food grain production in India, in this case all commodities 
which are categorized under food grains will be considered while constructing the 
quantity index.  

Value Indices: Value indices actually measure the combined effects of price and 
quantity changes. For many situations either a price index or quantity index may not 
be enough for the purpose of a comparison. For example, an index may be needed to 
compare cost of living for a specific group of persons in a city or a region. Here 
comparsion of expenditure of a typical family of the group is more relevant. Since this 
involves comparing expenditure, it is the value index which will have to be constructed. 
These indices are useful in production decisions, because it avoids the effects of 
inflation. 

The formula, therefore is:  
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Selection of Method: 

The selection of a suitable method for the construction of index numbers is the 
final step. 

There are two methods of computing the index numbers: 

(a) Simple index number and 

(b) Weighted index number. 

Simple index number again can be constructed either by – (i) Simple aggregate 
method, or by (ii) simple average of price relative’s method. Similarly, weighted 
index number can be constructed either by (i) weighted aggregative method, or by 
(ii) weighted average of price relative’s method. The choice of method depends 
upon the availability of data, degree of accuracy required and the purpose of the 
study. 

Construction of Price Index Numbers (Formula and Examples): 
Construction of price index numbers through various methods can be 
understood with the help of the following examples: 

1. Simple Aggregative Method: 

In this method, the index number is equal to the sum of prices for the year for 
which index number is to be found divided by the sum of actual prices for the base 
year. 

The formula for finding the index number through this method is as 
follows: 
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2. Simple Average of Price Relatives Method: 

In this method, the index number is equal to the sum of price relatives 
divided by the number of items and is calculated by using the following 
formula: 

 

 

3. Weighted Aggregative Method: 
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In this method, different weights are assigned to the items according to their 
relative importance. Weights used are the quantity weights. Many formulae have 
been developed to estimate index numbers on the basis of quantity weights. 

Some of them are explained below: 
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4. Weighted Average of Relatives Method: 

In this method also different weights are used for the items according to their 
relative importance. 

The price index number is found out with the help of the following 
formula: 

 

 

 



6 | P a g e  
 

***** 


