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Natural Rate of unemployment

Some of frictional and structural unemployment is natural

The natural unemployment rate =  (structurally unemployed + Frictionally unemployed) / (Labor force)

*when unemployment equals the natural unemployment rate we say the economy is at full employment
Real GDP = Potential GDP (where we want to be)
Potential GDP has all factors of production are full employment [still unemployment]


The Consumer Price Index

Base year has to be the quantities from the survey

By definition the CPI in the BASE YEAR is ALWAYS 100

CPI in current year = (cost of the CPI basket in the current year) / (Cost of the CPI Basket in the base year) x 100 

There are some biases in the CPI
Out by about 1.6%
New goods Bias: new goods come into play every year after the base year
Quality change bias: 
Quality Substitution Bias: when buying plans change
Outlet Substitution Bias: CPI is based on us going to the normal stores (CPI is higher because we like to bargain shop)

COLA Cost Of Living Allowance 
Seniors get an increase due to the inflation rate (if its wrong !)

Other measures of the price level
Core Inflation rate (excludes FOOD & ENERGY)
GDP Deflator (nominal GDP/ real GDP x 100)
Neva gonna see! Chained Price Index

The Inflation Rate 

The % change in the price level
(CPI in current year) - (CPI in Last Year) / (CPI Last Year) x 100
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