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What is inflation? 

In terms of economics, inflation is the average increase in prices of goods and 
services purchased by consumers. Inflation leads  to currency devaluation, which 
means that fewer goods or services can be purchased with the same amount of 
money. 

How is inflation measured? 

In the Netherlands, as in most countries,  the consumer price index (CPI) is used to 
calculate official inflation. The CPI reflects changes in prices of an established 
average package of consumer goods and services. Inflation in a certain month is 
calculated as the percentage change of the CPI for that month compared to CPI for 
the same month in the previous year. For example:  in April 2012 the CPI was 2.4 
percent higher than in April 2011, therefore inflation calculated for April 2012 was 
also 2.4 percent. 
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Can prices rise while inflation falls?  

If the inflation of a certain month is lower than that of the previous month, this does 
not automatically mean that prices in general have decreased. For example: in April 
2012 inflation was 0.1 of a percent point lower than in March 2012. But prices in 
April were higher than in March: the CPI in April was 0.4 percent higher. The 
inflation is measured as the year-on-year change, and the CPI increase in April 2012 
from April 2011 was smaller than the increase in March 2012 from March 2011. So 
prices can indeed go up while inflation goes down. 
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Development of CPI and inflation 

The graph below illustrates developments in inflation compared to CPI. The yellow 
and blue lines show the development of the CPI in 2011 and 2012. The red line 
shows the level of inflation in 2012: the percentage difference between the  CPI in 
2012 and the same month in 2011. If the distance between the 2012 and 2011 CPI 
lines narrows, the inflation rate decreases. If the difference widens, inflation goes 
up. The distance between the CPI lines in the graph grows in December and, 
correspondingly, inflation rises from 2.8 to 2.9 percent.  

Consumer price index (CPI) 2011 and 2012 and inflation in 2012 
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More information: 

- Consumer price index

http://www.cbs.nl/en-GB/menu/themas/prijzen/methoden/begrippen/default.htm?Languageswitch=on&ConceptID=200

