Overstating and Understating Inflation
1. The CPI calculates the cost of a fixed basket of goods and services over time. How might this cause the CPI to overstate inflation?
A. The CPI doesn’t account for changes in consumer preferences for cheaper substitutes.
B. The CPI includes adjustments for new technology products.
C. The CPI updates the basket to reflect real-time consumption.
D. The CPI always reflects changes in consumer tastes.
2. How might the CPI understate inflation due to quality changes?
A. The CPI perfectly adjusts for every quality improvement.
B. Quality improvements in products may increase prices, but these are sometimes undervalued in the CPI.
C. The CPI overestimates improvements, causing inflation to appear lower.
D. Quality changes don’t impact the CPI.
3. When new products like smartphones are introduced, how might the CPI overstate inflation?
A. The CPI immediately adds new products to the basket.
B. New products are only added if prices rise quickly.
C. The CPI may not include new technology right away, so it misses price drops as new products become more affordable.
D. The CPI adjusts for all new product prices, reducing inflation estimates.
4. Why might changes in consumer preferences for cheaper goods lead to an overstated CPI inflation rate?
A. The CPI continuously adjusts to reflect lower-cost substitutes.
B. The CPI does not fully recognize when consumers switch to cheaper alternatives, so it can reflect higher inflation than experienced.
C. The CPI accounts for every substitution, so inflation is always accurate.
D. Changes in spending habits do not affect the CPI at all.
5. How does the CPI account for changes in consumer spending patterns on electronics like TVs and laptops?
A. The CPI continuously reflects real-time spending patterns.
B. The CPI uses a fixed basket of goods, which may not capture the increased quantity people buy as electronics become cheaper.
C. The CPI underestimates inflation by including more electronics as they drop in price.
D. The CPI doesn’t track electronics because their prices fluctuate too much.
6. If consumers start buying more second-hand goods, how might this affect the CPI’s accuracy in measuring inflation?
A. The CPI fully accounts for the shift to second-hand goods, lowering inflation.
B. Second-hand goods are usually excluded from the CPI, which could cause an overstatement of inflation as it reflects only new products.
C. Second-hand goods have no impact on inflation measurements in the CPI.
D. The CPI understates inflation by including cheaper second-hand goods.
7. In what way does not accounting for seasonal discounts in the CPI potentially overstate inflation?
A. Seasonal discounts are always included in the CPI.
B. By ignoring temporary price reductions, the CPI may not capture the true cost consumers pay throughout the year, potentially overstating inflation.
C. Seasonal changes in prices have no effect on inflation measurements in the CPI.
D. Seasonal discounts reduce inflation calculations in the CPI.
8. How might improvements in technology that increase product durability affect the CPI’s inflation measure?
A. The CPI accounts for durability improvements, showing a reduced inflation rate.
B. The CPI may not fully adjust for increased durability, which could overstate inflation if people buy replacements less frequently.
C. Durable products increase inflation in the CPI due to higher demand.
D. The CPI understates inflation when durable products become available.
9. What effect might a delay in including new consumer goods have on the CPI’s measurement of inflation?
A. The CPI overstates inflation because it may not capture initial price drops of new products.
B. The CPI immediately adjusts for all new products in the market.
C. The delay in adding new goods causes the CPI to understate inflation, as prices tend to rise after they’re introduced.
D. The CPI does not measure inflation in relation to new goods.
10. If consumer tastes shift away from certain products included in the CPI basket, what is the potential impact on inflation measurement?
A. The CPI will understate inflation as it drops the products people stop buying.
B. The CPI may overstate inflation if it does not adjust the basket to reflect the reduced demand for outdated products.
C. The CPI immediately adjusts to changing tastes, accurately capturing inflation.
D. Changes in taste are not considered in CPI calculations.
11. Why might the CPI overstate inflation for goods that experience rapid technological improvements?
A. The CPI assumes prices remain constant despite tech improvements.
B. The CPI adjusts for every technological improvement, reducing inflation estimates.
C. Technological improvements often lead to higher prices initially, which the CPI does not account for.
D. The CPI may miss how quickly prices fall for improved tech products, causing it to overstate inflation.
12. How might the CPI fail to account for changes in household spending habits on streaming services vs. cable TV?
A. The CPI does not account for digital products, causing an understatement of inflation.
B. The CPI overstates inflation by not fully recognizing the shift from cable TV to typically cheaper streaming services.
C. The CPI reflects the immediate shift to digital services, so inflation remains accurate.
D. Shifts in household spending habits do not affect CPI measurements.
13. If a product’s quality improves but its price remains the same, how does this impact the CPI’s inflation estimate?
A. The CPI adjusts for every quality change, so inflation remains accurate.
B. Quality improvements are sometimes undervalued, potentially overstating inflation by not recognizing increased value.
C. Quality improvements lead to lower inflation readings in the CPI.
D. The CPI does not consider quality improvements in inflation measurements.
14. If consumers increasingly buy store-brand products instead of name-brand items, how might this affect the CPI’s accuracy in measuring inflation?
A. The CPI does not adjust for store-brand substitutions, potentially overstating inflation.
B. The CPI includes store-brand products, lowering inflation accurately.
C. The CPI immediately switches to store-brand products to reflect lower costs.
D. Store-brand products do not impact the CPI.
15. How does the CPI handle changes in household energy consumption due to energy-efficient appliances, and what effect does this have on inflation?
A. The CPI adjusts for increased efficiency, which reduces inflation.
B. Energy-efficient products may cause the CPI to overstate inflation if reduced energy costs are not reflected.
C. The CPI assumes constant energy usage, so inflation is accurately measured.
D. Energy efficiency has no impact on CPI inflation measurement.
16. When the prices of imported goods increase, how does this affect the CPI’s inflation measure for domestic goods?
A. Imported goods do not affect the CPI, so inflation remains the same.
B. Higher import prices can lead the CPI to overstate inflation if consumers switch to more affordable domestic products that aren't immediately reflected.
C. Imported goods always lower inflation, according to the CPI.
D. Import prices reduce CPI inflation.
17. Why might the CPI overstate inflation during a period when consumers increasingly rely on online shopping for discounts?
A. The CPI does not fully account for the shift to online discounts, possibly overstating inflation.
B. Online shopping has no effect on inflation measurement in the CPI.
C. The CPI immediately adjusts for all online discounts.
D. The CPI lowers inflation due to online shopping trends.
18. If there is an improvement in medical technology that reduces the frequency of doctor visits, how might this impact CPI inflation measurements?
A. The CPI fully adjusts for fewer doctor visits, reducing inflation.
B. Fewer doctor visits could cause the CPI to overstate inflation if it doesn’t adjust for the decreased cost of healthcare.
C. Medical technology improvements increase CPI inflation.
D. The CPI doesn’t include medical costs, so inflation is not impacted.[bookmark: _GoBack]1
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