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Use the following information to answer the next four questions.

In the country of Shem, the CPI is calculated using a market basket consisting of 5 apples, 4 loaves of bread, 3 robes and 2 gallons of gasoline. The per-unit prices of these goods have been as follows:

	Year
	Apples
	Bread
	Robes
	Gasoline

	1999
	$1.00
	$2.00
	$10.00
	$1.00

	2000
	$1.00
	$1.50
	$9.00
	$1.50

	2001
	$2.00
	$2.00
	$11.00
	$2.00

	2002
	$3.00
	$3.00
	$15.00
	$2.50


1.
What was the inflation rate, as measured by the CPI, between 1999 and 2000?


a.
–8.89 percent


b.
–7.14 percent


c.
3.75 percent


d.
It is impossible to determine without knowing the base year.

2.
What was the inflation rate, as measured by the CPI, between 2000 and 2001?


a.
28.5 percent


b.
34.2 percent


c.
47 percent


d.
It is impossible to determine without knowing the base year.

3.
What was the inflation rate, as measured by the CPI, between 2001 and 2002?


a.
40 percent


b.
40.25 percent


c.
46.46 percent


d.
It is impossible to determine without knowing the base year.
4.
The price index in the first year is 125, in the second year is 150, and in the third year is 200. What is the inflation rate between the first and second year and between the second and third year?


a.
20 percent between the first and second year, 33 percent between the second and third year


b.
25 percent between the first and second year, 75 percent between the second and third year


c.
25 percent between the first and second year, 50 percent between the second and third year


d.
50 percent between the first and second year, 100 percent between the second and third year

5.
Which change in the price index shows the greatest rate of inflation: 100 to 110, 150 to 165, or 180 to 198?


a.
100 to 110


b.
150 to 165


c.
180 to 198


d.
All changes show the same rate of inflation.

6.
Which change in the price index shows the greatest rate of inflation: 80 to 100, 100 to 120, or 150 to 170?


a.
80 to 100


b.
100 to 120


c.
150 to 170


d.
All changes show the same rate of inflation.

7.
From October 2001 to October 2002 the CPI in Canada rose from 116.5 to 119.8. In Mexico it rose from 97.2 to 102.3. What were the inflation rates for Canada and Mexico?


a.
3.3 percent and 6.7 percent


b.
3.3 percent and 5.1 percent


c.
2.8 percent and 6.7 percent


d.
2.8 percent and 5.2 percent

8.
The price index in 2001 is 120, and in 2002 the price index is 127.2. What is the inflation rate?


a.
5 percent


b.
6 percent


c.
8 percent


d.
The inflation rate is impossible to determine without knowing the base year.

9.
The price index is 320 in one year and 360 in the next. What was the inflation rate?


a.
6.7 percent


b.
8 percent


c.
11.1 percent


d.
12.5 percent

10.
The price index is 270 in one year and 300 in the next. What was the inflation rate?


a.
9.3 percent


b.
10 percent


c.
11.1 percent


d.
None of the above are correct.
11.
The price index is 180 in one year and 210 in the next. What was the inflation rate?


a.
16.7 percent


b.
14.3 percent


c.
11.1 percent


d.
None of the above are correct.

12.
An inflation rate calculated using the CPI shows the rate of change of


a.
all prices.


b.
the prices of all final goods and services.


c.
the prices of all consumer goods.


d.
the prices of some consumer goods.

13.
From 2000 to 2001 the CPI for medical care rose from 260.8 to 272.8. What was the inflation rate for medical care?


a.
12 percent


b.
11.1 percent


c.
4.9 percent


d.
4.6 percent

For the next two questions consider the table below.

	
	2000
	2001

	Food and Beverages
	168.4
	173.6

	Housing
	169.6
	176.2

	Transportation
	153.3
	154.3


14.
Among these categories, what was the highest rate of inflation?


a.
6.6 percent


b.
5.2 percent


c.
3.9 percent


d.
3.1 percent

15.
Of those categories, which one had the highest increase and which one had the lowest rate of inflation?


a.
Food and Beverages, Housing


b.
Food and Beverages, Transportation


c.
Housing, Food and Beverages


d.
Housing, Transportation

16.
By far the largest category of goods and services in the CPI basket is


a.
housing.


b.
recreation.


c.
transportation.


d.
food and beverages.

17.
Categories of U.S. consumer spending, ranked from largest to smallest are:


a.
food and beverages, housing, transportation, and medical care.


b.
medical care, housing, food and beverages, and transportation.


c.
housing, food and beverages, transportation, and medical care.


d.
housing, transportation, food and beverages, and medical care.

The next three questions are based on the following information:

Grant Smith was a doctor in 1944 and made about $12,000 a year. His daughter Lisa Smith also is a doctor and last year she made about $175,000 in 2001. The price index in 1950 was 17.6 and the price index was 177 in 2001.
18.
What is Grant’s income in 2001 dollars?


a.
$19,128


b.
$21,240


c.
$120,682


d.
$173,600

19.
What is Lisa’s income in 1945 dollars?


a.
$15,667


b.
$17,401


c.
$19,322


d.
None of the above are correct.

20.
What was the ratio of Grant’s real income to Lisa’s real income?


a.
2:15


b.
3:5


c.
7:10


d.
1:1

21.
Ingrid takes a university teaching job as an assistant professor in 1974 at a salary of $10,000. By 2003, she has been promoted to full professor, with a salary of $50,000. If the price index in 1974 is 50, and the price index in 2003 is 180, what is Ingrid’s 2003 salary in 1974 dollars?


a.
$13,889


b.
$18,000


c.
$26,000


d.
$36,000

22.
In 1970 Professor Fellswoop made $12,000, in 1980 he earned $24,000, and in 1990 he earned $36,000. If the CPI was 40 in 1970, 60 in 1980, and 100 in 1990, then in terms of today’s dollars, Professor Fellswoop’s salary was highest in


a.
1970, and lowest in 1980.


b.
1990, and lowest in 1980.


c.
1980, and lowest in 1970.


d.
1990, and lowest in 1970.

23.
Which of the following is the most accurate statement about the relationship between the nominal interest rate and the real interest rate?


a.
The real interest rate is the nominal interest rate times the rate of inflation.


b.
The real interest rate is the nominal interest rate minus the rate of inflation.


c.
The real interest rate is the nominal interest rate plus the rate of inflation.


d.
The real interest rate is the nominal interest rate divided by the rate of inflation.

24.
If the nominal interest rate is 8 percent and rate of inflation is 3 percent, the real interest rate is


a.
11 percent.


b.
24 percent.


c.
5 percent.


d.
3.75 percent.

25.
If the nominal interest rate is 5 percent and the rate of inflation is 10 percent, the real interest rate is


a.
2 percent.


b.
5 percent.


c.
–2 percent.


d.
–5 percent.

26.
If the nominal interest rate is 8 percent and rate of inflation is 2 percent, the real interest rate is


a.
16 percent.


b.
10 percent.


c.
6 percent.


d.
4 percent.

27.
The nominal interest rate tells you


a.
how fast the number of dollars in your bank account rises over time.


b.
how fast the purchasing power of your bank account rises over time.


c.
the number of dollars in your bank account.


d.
the purchasing power in your bank account.

28.
The real interest rate tells you


a.
how fast the number of dollars in your bank account rises over time.


b.
how fast the purchasing power of your bank account rises over time.


c.
the number of dollars in your bank account.


d.
the purchasing power of your bank account.

29.
Which of the following is the most accurate statement about nominal and real interest rates?


a.
Nominal and real interest rates always move together.


b.
Nominal and real interest rates never move together.


c.
Nominal and real interest rates often do not move together.


d.
Nominal and real interest rates are identical.

30.
Which of the following is the most accurate statement about real and nominal interest rates?


a.
Real interest rates can be either positive or negative, but nominal interest rates must be positive.


b.
Real interest rates and nominal interest rates must be positive.


c.
Real interest rates must be positive, but nominal interest rates can be either positive or negative.


d.
Real interest rates and nominal interest rates can be either positive or negative.

31.
If the real interest rate is 6 percent and the expected inflation rate is 4 percent then after a year a person expects to have


a.
10 percent more dollars which will purchase 6 percent more goods.


b.
10 percent more dollars which will purchase 4 percent more goods.


c.
6 percent more dollars which will purchase 4 percent more goods.


d.
6 percent more dollars which will purchase 2 percent more goods.

32.
Suppose that the real interest rate was 3 percent and the inflation rate was 1 percent.


a.
The dollar value of savings increased at 2 percent, and the value of savings measured in goods increased at 3 percent.


b.
The dollar value of savings increased at 1 percent, and the value of savings measured in goods increased at 2 percent.


c.
The dollar value of savings increased at 3 percent, and the value of savings measured in goods increased at 1 percent.


d.
The dollar value of savings increased at 4 percent, and the value of savings measured in goods increased at 3 percent.

33.
Andrew is offered a job in Des Moines where the CPI is 80 and a job in New York where the CPI is 125. Andrew’s job offer in Des Moines is for $42,000. How much does the New York job need to pay in order to make the two salaries have almost the same purchasing power?


a.
$74,667


b.
$65,625


c.
$60,900


d.
$52,500

34.
Leslie is offered a job in Seattle that pays $50,000. She is also offered a job in Boston that pays $60,000. Which set of CPI’s below would make the two salaries have almost the same purchasing power?


a.
83.3 in Seattle and 100 in Boston


b.
89.3 in Seattle and 100 in Boston


c.
100 in Seattle and 124.5 in Boston


d.
100 in Seattle and 140 in Boston

35.
Tiffany is offered a Job in Minneapolis that pays $80,000. She is offered a similar job in Memphis for $64,000. Which set of CPI’s would make the two salaries have almost the same purchasing power?


a.
90 in Minneapolis and 80 in Memphis


b.
90 in Minneapolis and 72 in Memphis


c.
90 in Minneapolis and 66 in Memphis


d.
None of the above are correct.
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