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INFLATION and CPI
What is inflation?

It is generally agreed that economic inflation may be defined as a persistent increase in the level of consumer prices (usually measured by looking at the price of a set of products) or a persistent decline in the purchasing power of money, caused by either an increase in the money supply or a decrease in the quantity of goods (cf. http://inflationdata.com/Inflation/Articles/Definitions.asp).

What is the CPI?

The Consumer Price Index (CPI-U) is just “a number used to measure change. It is” compiled by the Bureau of Labor Statistics and is based upon a 1984 Base of 100 (actually the average of years 1982-1984). 
Every month the Bureau of Labor Statistics (BLS) surveys prices around the country for a basket of products and publishes the results as a number. Let us assume for the sake of simplicity that the basket consists of one item and that one item cost $1.00 in 1984. Then the BLS published the index in 1984 at 100. If today that same item costs $1.85 the index would stand at 185.0 of course a group of items would work the same way. If you have 100 items each would account for 1% of the total index.

A Consumer Price Index of 158 indicates 58% inflation since 1984. The commonly quoted inflation rate of say 3% is actually the change in the Consumer Price Index from a year earlier. By looking at the change in the Consumer Price Index we can see that what cost an average of 9.9 cents in 1913 would cost us about $1.82 in 2003 and $2.02 in 2007.

Resource: http://www.inflationdata.com/Inflation/Consumer_Price_Index/CurrentCPI.asp

Consumer Price Index Levels (1950-2003)
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1913 - 1923
	YEAR
	JAN
	FEB
	MAR
	APR
	MAY
	JUN
	JUL
	AUG
	SEP
	OCT
	NOV
	DEC
	ANN

	1923 
	  16.8 
	  16.8 
	  16.8 
	  16.9 
	  16.9 
	  17 
	  17.2 
	  17.1 
	  17.2 
	  17.3 
	  17.3 
	  17.3 
	  17.10 

	1922 
	  16.9 
	  16.9 
	  16.7 
	  16.7 
	  16.7 
	  16.7 
	  16.8 
	  16.6 
	  16.6 
	  16.7 
	  16.8 
	  16.9 
	  16.80 

	1921 
	  19 
	  18.4 
	  18.3 
	  18.1 
	  17.7 
	  17.6 
	  17.7 
	  17.7 
	  17.5 
	  17.5 
	  17.4 
	  17.3 
	  17.90 

	1920 
	  19.3 
	  19.5 
	  19.7 
	  20.3 
	  20.6 
	  20.9 
	  20.8 
	  20.3 
	  20 
	  19.9 
	  19.8 
	  19.4 
	  20.00 

	1919 
	  16.5 
	  16.2 
	  16.4 
	  16.7 
	  16.9 
	  16.9 
	  17.4 
	  17.7 
	  17.8 
	  18.1 
	  18.5 
	  18.9 
	  17.30 

	1918 
	  14 
	  14.1 
	  14 
	  14.2 
	  14.5 
	  14.7 
	  15.1 
	  15.4 
	  15.7 
	  16 
	  16.3 
	  16.5 
	  15.10 

	1917 
	  11.7 
	  12 
	  12 
	  12.6 
	  12.8 
	  13 
	  12.8 
	  13 
	  13.3 
	  13.5 
	  13.5 
	  13.7 
	  12.80 

	1916 
	  10.4 
	  10.4 
	  10.5 
	  10.6 
	  10.7 
	  10.8 
	  10.8 
	  10.9 
	  11.1 
	  11.3 
	  11.5 
	  11.6 
	  10.90 

	1915 
	  10.1 
	  10 
	  9.9 
	  10 
	  10.1 
	  10.1 
	  10.1 
	  10.1 
	  10.1 
	  10.2 
	  10.3 
	  10.3 
	  10.10 

	1914 
	  10 
	  9.9 
	  9.9 
	  9.8 
	  9.9 
	  9.9 
	  10 
	  10.2 
	  10.2 
	  10.1 
	  10.2 
	  10.1 
	  10.00 

	1913 
	  9.8 
	  9.8 
	  9.8 
	  9.8 
	  9.7 
	  9.8 
	  9.9 
	  9.9 
	  10 
	  10 
	  10.1 
	  10 
	  9.90 


1972-1983
	YEAR
	JAN
	FEB
	MAR
	APR
	MAY
	JUN
	JUL
	AUG
	SEP
	OCT
	NOV
	DEC
	ANN

	1983 
	  97.8 
	  97.9 
	  97.9 
	  98.6 
	  99.2 
	  99.5 
	  99.9 
	  100.2 
	  100.7 
	  101 
	  101.2 
	  101.3 
	  99.60 

	1982 
	  94.3 
	  94.6 
	  94.5 
	  94.9 
	  95.8 
	  97 
	  97.5 
	  97.7 
	  97.9 
	  98.2 
	  98 
	  97.6 
	  96.50 

	1981 
	  87 
	  87.9 
	  88.5 
	  89.1 
	  89.8 
	  90.6 
	  91.6 
	  92.3 
	  93.2 
	  93.4 
	  93.7 
	  94 
	  90.90 

	1980 
	  77.8 
	  78.9 
	  80.1 
	  81 
	  81.8 
	  82.7 
	  82.7 
	  83.3 
	  84 
	  84.8 
	  85.5 
	  86.3 
	  82.40 

	1979 
	  68.3 
	  69.1 
	  69.8 
	  70.6 
	  71.5 
	  72.3 
	  73.1 
	  73.8 
	  74.6 
	  75.2 
	  75.9 
	  76.7 
	  72.60 

	1978 
	  62.5 
	  62.9 
	  63.4 
	  63.9 
	  64.5 
	  65.2 
	  65.7 
	  66 
	  66.5 
	  67.1 
	  67.4 
	  67.7 
	  65.20 

	1977 
	  58.5 
	  59.1 
	  59.5 
	  60 
	  60.3 
	  60.7 
	  61 
	  61.2 
	  61.4 
	  61.6 
	  61.9 
	  62.1 
	  60.60 

	1976 
	  55.6 
	  55.8 
	  55.9 
	  56.1 
	  56.5 
	  56.8 
	  57.1 
	  57.4 
	  57.6 
	  57.9 
	  58 
	  58.2 
	  56.90 

	1975 
	  52.1 
	  52.5 
	  52.7 
	  52.9 
	  53.2 
	  53.6 
	  54.2 
	  54.3 
	  54.6 
	  54.9 
	  55.3 
	  55.5 
	  53.80 

	1974 
	  46.6 
	  47.2 
	  47.8 
	  48 
	  48.6 
	  49 
	  49.4 
	  50 
	  50.6 
	  51.1 
	  51.5 
	  51.9 
	  49.30 

	1973 
	  42.6 
	  42.9 
	  43.3 
	  43.6 
	  43.9 
	  44.2 
	  44.3 
	  45.1 
	  45.2 
	  45.6 
	  45.9 
	  46.2 
	  44.40 

	1972 
	  41.1 
	  41.3 
	  41.4 
	  41.5 
	  41.6 
	  41.7 
	  41.9 
	  42 
	  42.1 
	  42.3 
	  42.4 
	  42.5 
	  41.80 


1996 - 2007
	YEAR
	JAN
	FEB
	MAR
	APR
	MAY
	JUN
	JUL
	AUG
	SEP
	OCT
	NOV
	DEC
	ANN

	2007 
	  202.416 
	  203.499 
	  205.352 
	  206.686 
	  207.949 
	  208.352 
	  208.299 
	  207.917 
	  
	  
	  
	  
	  

	2006 
	  198.3 
	  198.7 
	  199.8 
	  201.5 
	  202.5 
	  202.9 
	  203.5 
	  203.9 
	  202.9 
	  201.8 
	  201.5 
	  201.8 
	  201.60 

	2005 
	  190.7 
	  191.8 
	  193.3 
	  194.6 
	  194.4 
	  194.5 
	  195.4 
	  196.4 
	  198.8 
	  199.2 
	  197.6 
	  196.8 
	  195.30 

	2004 
	  185.2 
	  186.2 
	  187.4 
	  188 
	  189.1 
	  189.7 
	  189.4 
	  189.5 
	  189.9 
	  190.9 
	  191 
	  190.3 
	  188.90 

	2003 
	  181.7 
	  183.1 
	  184.2 
	  183.8 
	  183.5 
	  183.7 
	  183.9 
	  184.6 
	  185.2 
	  185 
	  184.5 
	  184.3 
	  183.96 

	2002 
	  177.1 
	  177.8 
	  178.8 
	  179.8 
	  179.8 
	  179.9 
	  180.1 
	  180.7 
	  181 
	  181.3 
	  181.3 
	  180.9 
	  179.88 

	2001 
	  175.1 
	  175.8 
	  176.2 
	  176.9 
	  177.7 
	  178 
	  177.5 
	  177.5 
	  178.3 
	  177.7 
	  177.4 
	  176.7 
	  177.10 

	2000 
	  168.8 
	  169.8 
	  171.2 
	  171.3 
	  171.5 
	  172.4 
	  172.8 
	  172.8 
	  173.7 
	  174 
	  174.1 
	  174 
	  172.20 

	1999 
	  164.3 
	  164.5 
	  165 
	  166.2 
	  166.2 
	  166.2 
	  166.7 
	  167.1 
	  167.9 
	  168.2 
	  168.3 
	  168.3 
	  166.60 

	1998 
	  161.6 
	  161.9 
	  162.2 
	  162.5 
	  162.8 
	  163 
	  163.2 
	  163.4 
	  163.6 
	  164 
	  164 
	  163.9 
	  163.00 

	1997 
	  159.1 
	  159.6 
	  160 
	  160.2 
	  160.1 
	  160.3 
	  160.5 
	  160.8 
	  161.2 
	  161.6 
	  161.5 
	  161.3 
	  160.50 

	1996 
	  154.4 
	  154.9 
	  155.7 
	  156.3 
	  156.6 
	  156.7 
	  157 
	  157.3 
	  157.8 
	  158.3 
	  158.6 
	  158.6 
	  156.90 


Inflation as it relates to Geographical Cost of Living

Another way to look at inflation is by considering geography.  Using a localized CPI, let’s say you make $100,000 in Dallas. In order to maintain the same level of buying power in Manhattan (NY), New York, you would need to make $221,564.69 or $121,564.69 more.  Now, on the other end, perhaps not quite so large a difference, in order to maintain the same level of buying power in Muskogee, Oklahoma, you would need to make $78,067.89 ($21,932.11 less). That said, next to Oklahoma, as a state, Texas is the 2nd cheapest place to live in America.

Just as an FYI, where the world is concerned, Moscow is the most expensive city in the world to live; then London, then Seoul, then Tokyo. In fact, NY comes in 15th on the world scene though it is the most expensive city to live in America.
Resource: http://www.inflationdata.com/Inflation/Cost_of_Living/Cost_of_Living_Calculator.asp
State Rankings: http://ded.mo.gov/researchandplanning/indicators/cost_of_living/index.stm
World Rankings: http://www.citymayors.com/features/cost_survey.html

 

TAXES

The Four "R"s
Taxation has four main purposes or effects: Revenue, Redistribution, Repricing, and Representation.

The main purpose is revenue: taxes raise money to spend on roads, schools and hospitals, and on more indirect government functions like good regulation or justice systems. This is the most widely known function.

A second is redistribution. Normally, this means transferring wealth from the richer sections of society to poorer sections, and this function is widely accepted in most democracies, although the extent to which this should happen is always controversial.

A third purpose of taxation is repricing. Taxes are levied to address externalities: tobacco is taxed, for example, to discourage smoking, and many people advocate policies such as implementing a carbon tax as a way of tackling global warming.

A fourth, consequential effect of taxation in its historical setting has been representation. The American revolutionary slogan "no taxation without representation" implied this: rulers tax citizens, and citizens demand accountability from their rulers as the other part of this bargain. Several studies have shown that direct taxation (such as income taxes) generates the greatest degree of accountability and better governance, while indirect taxation tends to have smaller effects. 

Taxes in the U.S. compared to other countries
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Calculate your tax bracket: http://www.moneychimp.com/features/tax_brackets.htm

Capital Gains Taxes

In the United States, individuals and corporations pay income tax on the net total of all their capital gains just as they do on other sorts of income, but the tax rate for individuals is lower on "long-term capital gains," which are gains on assets that had been held for over one year before being sold. The tax rate on long-term gains was reduced in 2003 to 15%, or to 5% for individuals in the lowest two income tax brackets. In 2011 these reduced tax rates will "sunset," or revert to the rates in effect before 2003, which were generally 20%. Short-term capital gains are taxed at a higher rate: the ordinary income tax rate.

The reduced 15% tax rate on eligible dividends and capital gains, previously scheduled to expire in 2008, has been extended through 2010 as a result of the Tax Reconciliation Act signed into law by President Bush on May 17, 2006. As a result:

In 2008, 2009, and 2010, the tax rate on eligible dividends and capital gains is 0% for those in the 10% and 15% income tax brackets. After 2010, dividends will be taxed at the taxpayer's ordinary income tax rate, regardless of his or her tax bracket. After 2010, the long-term capital gains tax rate will be 20% (10% for taxpayers in the 15% tax bracket). After 2010, the qualified five-year 18% capital gains rate (8% for taxpayers in the 15% tax bracket) will be reinstated.

Technically, a "cost basis" is used, rather than the simple purchase price, to determine the taxable amount of the gain. The cost basis is the original purchase price, adjusted for various things including additional improvements or investments, taxes paid on dividends, certain fees, and depreciation.

Exemptions from capital gains taxes (CGT) in the United States include:

· An individual can exclude up to $250,000 ($500,000 for a married couple filing jointly) of capital gains on the sale of real property if the owner used it as primary residence for two of the five years before the date of sale. The two years of residency do not have to be continuous. You can meet the ownership and use tests during different 2-year periods. However, you must meet both tests during the 5-year period ending on the date of the sale. There are allowances and exceptions for military service, disability, partial residence and other reasons. See IRS Publication 523.
 

· If an individual or corporation realizes both capital gains and capital losses in the same year, the losses cancel out the gains in the calculation of taxable gains. For this reason, toward the end of each calendar year, there is a tendency for many investors to sell their investments that have lost value. For individuals, if losses exceed gains in a year, the losses can be claimed as a tax deduction against ordinary income, up to $3,000 per year. Any additional net capital loss can be "carried over" into the next year and again "netted out" against gains for that year. Corporations are permitted to "carry back" capital losses to off-set capital gains from prior years, thus earning a kind of retroactive refund of capital gains taxes. 


· The IRS allows for individuals to defer capital gains taxes with tax planning strategies such as the Structured sale (Ensured Installment Sale), charitable trust (CRT), installment sale, private annuity trust, and a 1031 exchange.

The United States is unlike other countries in that its citizens are subject to U.S. tax on their worldwide income no matter where in the world they reside. U.S. citizens therefore find it difficult to take advantage of personal tax havens. Although there are some offshore bank accounts that advertise as tax havens, U.S. law requires reporting of income from those accounts and failure to do so constitutes tax evasion.

Tax Deductions
	You deduct itemized deductions by listing on Form 1040, Schedule A all tax deductible amounts you paid during the tax year for certain items such as medical and dental expenses, state income tax, local income tax, real estate tax, state personal property tax, local personal property tax,  home mortgage interest, and gifts to charity. These are called itemized deductions. 

The standard deduction is a fixed dollar amount that reduces the amount of taxable income on which you pay tax. The amount of the basic standard deduction depends upon your filing status on your tax return. However, if you can be claimed as a dependent on someone else’s tax return, your standard deduction amount may be different. In some cases, the standard deduction can consist of two parts, the basic standard deduction, and an additional standard deduction amount for age, blindness, or both. 

If a person is born or dies before the end of his or her tax year, the tax year is considered to cover a 12-month period 

When you complete Form 1040, Schedule A you total the tax deductible amount spent on itemized deductions and compare the total with your standard deduction. The larger of the two tax deductions, standard deduction or itemized deduction, will be the tax deduction to choose on your tax return, since it will lower the amount of federal income tax you will owe or increase the amount of tax refund you will receive. 

	How much is my standard tax deduction?
If your filing status is:
Your standard tax deduction is:
If 65 or over AND/OR blind add for EACH
Single
$5,150
$1,250
Married filing a joint tax return or Qualifying widow(er) with dependent child
$10,300
$1,000
Married filing a separate tax return
$5,150
$1,000
Head of Household
$7,550
$1,250
Dependent Children
The greater of $850 OR the amount of earned income, plus $300. Not to exceed $5,150 unless the dependent is blind. If blind add $1,250.



	Itemized Deductions - Types of itemized deductions
· Casualty and Theft losses
Usually you can only deduct on your tax return a casualty loss - one with a sudden, unexpected or unusual cause - in the tax year it occurs. And you're allowed to claim only the amount of the loss that exceeds 10% of your AGI after subtracting $100 for each casualty on your tax return. 


· Charitable Contributions
Normally, you can claim your full charitable contribution on Form 1040, Schedule A. If you got something back in exchange for your charitable contribution, however, you can deduct only the excess value of your gift on your tax return. If you gave a charity appreciated stock last tax year, you get a double tax break. Not only do you avoid owing tax on the capital gain, you can generally deduct the current market value of the shares on your tax return. A reminder: If you made a non cash charitable contribution last tax year of more than $5,000 - say, you donated a painting - you'll need a written appraisal of its fair market value, and the appraiser must sign the Form 8283 that you attach to your Form 1040. You may be able to write off the appraiser's fee as a miscellaneous itemized deduction on your tax return. 


· Interest
Interest is an amount you pay for the use of borrowed money. To deduct interest you paid on a debt on your tax return you must be legally liable for the debt and you must be able to use itemized deductions. 


· Medical and Dental Expense Expenses
The basic rule: You can deduct health costs on your tax return for yourself, your spouse and your dependents only when the unreimbursed expenses exceed 7.5% of your AGI. Among the items that the IRS permits: birth-control pills, Lamaze classes for the mother-to-be, and lead paint removal. For an unusual health write off on your tax return, get a note from your doctor stating that the expense was medically necessary. One caveat: If you claim a home improvement for medical reasons, you can deduct expenses on your tax return only to the extent that they exceed any increase in the value of your property caused by the renovations. 


· Tax
Although you can deduct state personal property tax and local personal property tax, you can't claim fees or charges for personal property. The difference? Personal property tax is levied purely on the value of an item. So if your state charges you a flat fee or a size or weight based amount to register your car, that's not tax deductible on your tax return . But if you pay an amount based on your vehicle's value, it is tax deductible on your tax return. 

	Miscellaneous Itemized Tax Deductions


	Certain employee expenses, expenses of producing income, and a variety of other expenses are tax deductible as miscellaneous itemized tax deductions on Schedule A of Form 1040. Most miscellaneous itemized tax deductions are subject to the 2% limit, which means you can deduct the amount left after you subtract 2% of your adjusted gross income (AGI) from the total. 

Some of the miscellaneous expenses which may be tax deductible on your tax return and are subject to the 2% floor are: 
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Professional and business association dues;
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Employment-related educational expenses;
[image: image5.png]



Costs of looking for a new job;
[image: image6.png]



Job agency fees;
[image: image7.png]



Professional books and magazines;
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Union dues;
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Unreimbursed employee travel, meal, and entertainment expenses usually claimed on Form 2106 or Form 2106EZ;
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Appraisal fees related to casualty losses and charitable property donations;
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Work clothes and uniforms;
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Employee home office expenses;
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Legal fees to collect taxable income, such as alimony;
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Investment expenses, such as IRA custodial fees and fees paid to investment counselors;
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Fees for renting a safe deposit box to store investment-related material; and
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Tax advice and tax preparation fees.

Some of the miscellaneous expenses which may be tax deductible on your tax return and are not subject to the 2% floor are: 
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Moving expenses to a new job location;
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Impairment related work expenses for handicapped employees;
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Gambling losses to the extent of gambling winnings;
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Estate tax attributable to income in respect of a decedent;
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The tax deduction for repayment of amounts held under a claim of right;
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Amortizable bond premium on bonds bought before October 23, 1986;
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Unrecovered investments in a pension on a deceased retiree's final tax return;
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Jury duty fees turned over to your employer.


	

	Gambling Losses
Gambling losses are tax deductible on your tax return in the tax year incurred, but the gambling losses you deduct cannot be more than the gambling winnings you report as income on your tax return. This tax deduction is not subject to the 2% limitation. 

Meal and entertainment expenses

The tax deduction for meal and entertainment expenses on your tax return generally is limited to 50% of the amount paid. If your employer provides reimbursement for these expenses, the reimbursement is not taxable. 50% of meal and entertainment expenses not reimbursed by your employer are tax deductible on your tax return to the extent the total of your miscellaneous itemized tax deductions exceeds 2% of your AGI. Generally, club dues are not tax deductible on your tax return. 

Employee education expenses
You may be able to deduct work-related educational expenses on your tax return as an itemized tax deduction on Form 1040, Schedule A. To be tax deductible on your tax return, your expenses must be for education that: 
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Maintains or improves skills required in your present job, or
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Serves a business purpose and is required by your employer, or by law or regulations, to keep your salary, status, or job.
However, the costs of an education that satisfies the minimum requirements of a job are not tax deductible on your tax return, nor are the costs of a program of study that enables you to qualify for a new trade or business.
Travel away from home overnight to pursue educational studies may provide a tax deduction on your tax return for the costs of your travel, lodging, and 50% of meals. If your employer provides reimbursement for any education expenses, your tax deduction on your tax return must be reduced by the amount of the reimbursement. 

Employee education expenses are tax deductible on your tax return only as a part of total miscellaneous itemized tax deductions that exceed 2% of AGI. However, if an employer pays or provides reimbursement for expenses that can be substantiated, and the expenses would otherwise be tax deductible on your tax return, the employer can exclude this amount from your Form W-2. It is a tax benefit to have your company pay these expenses. Your employer can provide up to $5,250 of tax-free educational assistance for undergraduate course work. These studies do not have to be job related.  

Personal legal expenses, expenses of commuting to work, commissions for the purchase of investment property, fines, penalties, burial or funeral expenses, losses from the sale of your home or personal automobile, and expenses of producing tax-exempt income are not tax deductible on your tax return. If flexibility exists to time purchases of tax deductible items or the payment of related bills, defer or accelerate them so these expenses are included in a tax year in which the aggregate amount exceeds 2% of your AGI on your tax return.
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