Inflation Measurement and Adjustment
Topic 1: Price indices
Difficulty LEVEL 1
1. What does the consumer price index (CPI) measure?
(A) The prices of net exports.
(B) The prices of all goods and services produced in the economy.
(C) The prices of a specific sample of goods and services purchased by consumers.
(D) The value of gross domestic product in real dollars.
(E) The prices of a sample of raw materials purchased by firms.
Difficulty LEVEL 2
2. Suppose that a typical consumer buys the following quantities of three products in 1999 and 2000.
	Product
	Quantity
	1999 Price per unit
	2000 Price per unit

	Clothing
	4 units
	$10.00
	$11.00

	Shelter
	2 units
	$15.00
	$15.00

	Food
	6 units
	$5.00
	$6.00



Which of the following can be concluded about the consumer price index (CPI) from 1999 to 2000?
(A) It decreased by 15%.
(B) It decreased by 10%.
(C) It increased by 10%.
(D) It increased by 15%.
(E) It remained unchanged.
3. The cost of a market basket of goods and services is $200 in Year 1 and $220 in Year 2. If Year 1 is the base year, what is the price index for Year 1?
(A) 100
(B) 110
(C) 115
(D) 120
(E) 125
4. The cost of a market basket of goods and services is $200 in Year 1 and $220 in Year 2. If Year 1 is the base year, what is the price index for Year 2?
(A) 100
(B) 110
(C) 115
(D) 120
(E) 125
5. The cost of a market basket of goods and services is $180 in Year 1 and $240 in Year 2. If Year 2 is the base year, the price index for Year 1 is
(A) 75
(B) 90
(C) 100
(D) 125
(E) 133
Use the following table to answer the following questions.
	The Consumer Price Index

	Year
	CPI

	1
2
3
4
5
	75
100
110
125
150


6. The rate of inflation from Year 2 to Year 3 is
(A) 10 percent
(B) 25 percent
(C) 30 percent
(D) 50 percent
(E) 110 percent
7. The rate of inflation from Year 4 to Year 5 is
(A) 10 percent
(B) 20 percent
(C) 50 percent
(D) 110 percent
(E) 125 percent
8. If the consumer price index rises from 100 to 200, then which of the following is true?
(A) all prices of production inputs have doubled
(B) each person’s real income has been cut in half
(C) all prices in the economy have doubled
(D) the prices in an average consumer’s market basket have doubled
(E) consumer incomes have doubled
9. If a market basket of goods and services costs $90 in the base year and $135 in the current year, what is the value of the GDP deflator?
(A) 90
(B) 100
(C) 125
(D) 135
(E) 150
10. In a particular year, the nominal GDP in Econoland was $100 billion while the real GDP was $80 billion. According to this data, what was the GDP deflator that year?
(A) 80
(B) 100
(C) 125
(D) 133
(E) 150
Topic 2: Nominal and real values
DIFFICULTY LEVEL 2
11. A borrower signed a long-term loan agreement with a fixed nominal interest rate of 4 percent. When the agreement was signed, the inflation rate was expected to be 2 percent. If the actual inflation rate were lower than expected, which of the following would be true?
(A) The real interest rate would be lower than expected.
(B) The nominal interest rate would be higher than expected.
(C) The nominal interest rate would decrease.
(D) The borrower would benefit.
(E) The lender would benefit.
12. In the country of Econoland, banks charge 8 percent interest on all loans. If the economy’s price level has been increasing at a rate of 3 percent per year, what is the real interest rate in Econoland?
(A) 11%
(B) 8%
(C) 5%
(D) 3%
(E) 2%
13. If the actual rate of inflation were less than the expected rate of inflation, which of the following would be true?
(A) The real interest rate would remain unchanged.
(B) People who borrowed funds at the nominal interest rate during this time period would lose.
(C) Banks that provided fixed rate loans at the nominal interest rate during this time period would lose.
(D) Unemployment would decrease due to increased investment and spending.
(E) Inflation had been underpredicted.
14. A bank is currently issuing auto loans at an interest rate of 7%. If expected inflation is 3%, then which of the following is true?
(A) The real interest rate is 7% and the nominal interest rate is 3%.
(B) The bank will benefit if the inflation rate unexpectedly rises to 5%.
(C) The real interest rate would increase if the bank decided to issue the loan at 6%.
(D) The real interest rate is 4% and the nominal interest rate is 7%.
(E) The real interest rate is 7% and the nominal interest rate is 4%.
15. If an economy has experienced unanticipated inflation, which of the following groups has most likely benefitted?
(A) Retired workers who have fixed incomes.
(B) Banks that have issued loans at a fixed interest rate.
(C) Homeowners who have fixed-rate mortgages.
(D) Business owners who earn high incomes.
(E) Borrowers who have variable-rate loans.
Difficulty LEVEL 3
16. Rafael plans to take out a 3-year loan to purchase furniture. The annual inflation rate is expected to be 6 percent over the next 3 years. If Rafael decides not to take out the loan if the real interest rate exceeds 4 percent, the highest nominal interest rate he is willing to pay is
(A) 4 percent
(B) 5 percent
(C) 10 percent
(D) 15 percent
(E) 25 percent
Topic 3: Costs of inflation
Difficulty LEVEL 2
17. Due to inflation, Shirley must visit he bank frequently to reduce her cash holdings. Emily is experiencing a
(A) menu cost
(B) shoe-leather cost
(C) unit of account cost
(D) store of value cost
(E) search cost
18. As improving technology has made it easier to manage one’s money and assets, which of the following inflation costs has been reduced?
(A) shoe-leather costs
(B) menu costs
(C) unit of account costs
(D) search costs
(E) money supply costs
19. Which of the following examples represents the menu costs of rising prices?
(A) Sean must seek out lower prices when purchasing groceries.
(B) Robert hires additional staff to update prices at his hardware store.
(C) Mariel struggles to decide whether $100 is a fair price for a new television.
(D) Lisa’s phone bill now accounts for a larger percentage of her monthly expenses.
(E) Jean purchases a new car immediately before he expects prices to rise.
20. What are the unit-of-account costs that result from inflation?
(A) Costs due to the decrease in the purchasing power of money.
(B) The increased time and effort in using money to make purchases.
(C) The increased difficulty of using a bank account.
(D) The loss of reliability in using money to measure the value of goods and services.
(E) The increase in interest rates resulting from the rising inflation rate.
21. Tonya earned a 5% raise in her wage during the past year. Prices in the economy have increased by 3% during the past year. Given this information, Tonya’s real wage has
(A) increased by 5%.
(B) increased by 2%.
(C) remained constant.
(D) decreased by 2%.
(E) decreased by 5%.[bookmark: _GoBack]1
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