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Module

Solutions appear at the ack ofthe book.

Check Your Understanding

1. The widespread use of technology has revolutionized the
banking industry, making it much casier for customers to
access and manage their assts. Does this mean tht the
shoeleather costs of inflation e higher or ower than they
used to be? Explain

) APReview

2. Most people in the United States have grown accustomed to
‘modest inflation rate of around 2-3% Who would gain and who
would lose if inflation came to a complete stop for several

yeas? xplain.

Tackle the Test: Multiple-Choice Questions

1. Which of the following i true regarding prices in an cconomy?

L Anincresse i the priceLevel is called inflation.
IL The level of prices doesm't matter.
L The rate of change n prices matters.

a Tonly

b Tonly

< Monly

. Iand Monly

e LiLand1l

2. Ifyour nominal wage doubles at the same time s prices double,
yourseal wage il
b decrease
<. not change.

& double.
e beimpossible to determine.

3. Ifinflation causes peopl to frequently convere thei dollars
inco other assets,the cconomy experiences what type of cost?
5 pricelevel
b shoeleather

& unitof account
e monctary
4. Because dollars are wsed as the basisfor contraces,inflation
leadsto which type of cost?
3 pricelevel
b. shoeleather
& unitof account
e monctary
5. Changing the lised price when inflation leads to a price
increase is an example of which type of cost?
5 pricelevel
b. shoeleather
& unitof account
e monctary

Tackle the Test: Free-Response Questions
1. In he following exampls, i inflation creating winners and.

Losers at o nee cost to the cconomy or s it imposing a e cost
on the conomy? Explain. Ifinflation is imposing a net cost on
the cconomy, which type of cost s involved?

3. When inflation is expected to be high, workers get paid more
frequently and make more trips o the bank.

b. Lanweiis reimbursed by her company for her work-related.
cravel expenses. Sometimes, however, the company takes
long time to reimburse her. So when inflation is high,she is
Less willing to travel for herjob.

€. Hector Homeowner has a moregage loan chat he took out
fiveyears ago with a fixed 6% nominal interest rate. Over the
years, the inflation rate has crept up unexpectedly toits
present level of 7%.

. In response to unexpectedly high inflacion, the manager of
Cozy Cottages of Cape Cod must reprint and resend.
expensive color brochures correcting the price of rentals this
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2. You borrow $1,000 for one year at % interest to buy a couch.
‘Although you did not anticipate any inflation, hereis
unexpected inflacion of $% over the lfe of your loan.

. Wha was the real interest rate on your loan?
b. Explain how you gained from the inflation.
€. Wholost as  result of the situation described? Explain.




