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The following table shows the price and the quantities consumed. The base year

is 1999. This is the year the typical consumption basket was determined so the quantities

consumed during 1999 are the only quantities needed to calculate the CPI in every year.
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1. ($1100/$1100)x100=100

2. ($1600/$1100)x100=145.5

3. ($2750/$1100)x100=250

4. [(145.5-100)/100]x100=45.5%

5. [(250-145.5)/145.5]x100=71.8%

6. Substitution bias. The price of pens increased, the quantity declined significantly. However,

the basket is fixed and therefore doesn’t take this into consideration.

7. $1.25x(130.7/31.5)=$5.19

8. It went down because $5.19 > $3.80.

9. $3.80x(31.5/130.7)=$0.92

10. Yes, because $0.92<$1.25. Minimum wage workers are better off in 1965 either way we

measure it.

11. $3.35x(124.0/90.9)=$4.57

Further, ($3.35-$4.57)/$4.57= - 27%

You can also deflate the minimum wage from 1989 to 1981 and get the same result.

12.

a. $9

b. 9%-5%=4%

c. 9%-8%=1%

d. Your roommate (the borrower) gained, you lost, because the borrower repaid the loan with

dollars that were worth less than the one they borrowed.

e. 9%-11%= -2%

13. d

14. b

15. d

16. b

17. d

18. a
