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Causes and Consequences of Inflation
Warm Up #28
	Question
	Answer/  Explanation

	A person who puts $1000 in a certificate of deposit that earns 5% per year.  After 10 years, the CD is worth over $1,600.  Has that person gained money in terms of purchasing power?  Can the person buy more with the $1600 ten years later than could be bought with the $1000 ten years before? 
	


I.   5 Key Economic Indicators
A.  Gross Domestic Product (GDP)
B.  The Business Cycle

C.  The Unemployment Rate
D.  _______________________________
E.  _______________________________________
II.  What is Inflation and How is it Measured?
A.  KEY CONCEPTS
1.  _____________________________- defined two ways


i.  Sustained _____________ in the level of ____________________ generally

ii.  Sustained _____________ in the ______________________________   ______________________ of money

B.  Consumer Price Index
1.  Measures changes in prices of goods & services commonly purchased by ______________________________!


i.   U.S. government surveys people to learn what they buy regularly


ii.  Creates a _____________________________ of about 400 typical products


iii. each month researches _______________________    _____________________  of these items


iv.  compares prices to reference __________________,  _____________________ 1982 to 1984

      2.  This is when ________________________________ experience its own _________________________.  

i.  Producer Price Index (PPI)



a.  Measures changes in __________________________________ prices



b.  Reflects prices producers got for _________________________



c.  PPI tends to lead CPI as ___________________________ of inflation

III.  How is the Inflation Rate measured?
A.  CPI=    Cost of today’s market basket    X   100 base

                   Cost of market basket in base year

B.  Inflation Rate=   CPI Year B-  CPI Year A    X    100

                                       CPI Year A

IV.  Types of Inflation

A.   Moderate rate of _______________________________

      1.  between 1 and 3 percent per year

B.  Creeping inflation-

     2.  __________________________ inflation over a period of time

C.  ____________________________ inflation 

      3.  rapid increase

D.  Hyperinflation

      4.  over 50 % per ________________________

E.  ___________________________

       5.  decrease in general price level; happens rarely

V.  Calculate CPI and the Inflation Rate 

A.  

2008 market basket = $800
2007 market basket=  $650
What is the CPI?__________
What is the inflation rate? ______
B.  

2007 market basket= $650
2001 market basket= $550
What is the CPI?__________
What is the inflation rate? ____

C.  

2009 market basket= $1000
2008 market basket= $900
What is the CPI?__________
What is the inflation rate? _____

VI.  What Causes Inflation?

A.  KEY CONCEPTS

      1.  _____________________________________________- total demand rises faster than production

      2.  _____________________________________________- increases in production costs push up prices

B.  Demand-Pull inflation
      1.  If total _________________________ rises faster than _________________________________, it creates _________________________


i.  producers need time to recognize demand, gear up for higher production


ii. during lag period, demand pushes up prices for available products

      2.  Too much money _______________________ during lag period will drive prices up

C.  Cost-Push Inflation

      1.  When production cost _____________________, producers make ___________________ profit

    
i.  if demand is strong, may raise prices to maintain profits

      2.  Cost-push inflation may be due to _________________________ price of materials, energy

      3.  Wages can be large part of production costs; _______________________________:

     
ii.  higher wages lead to higher costs, which lead to higher prices, which lead to higher wages

VII.  What is the Impact of Inflation?

A.  KEY CONCEPTS
      1.  Since 1960’s, ___________________________ has had significant impact on U.S. economy


i.  limited __________________________   _________________________ growth, increased agricultural __________________________

      2.  For individuals and economy as a whole

 
i.  reduced _____________________________ power of the dollar


ii.  raised interest rates

B.  Effect 1: Decreasing Value of the Dollar
      1.  Rising consumer price index represents __________________________ value of the dollar

      2.  People on a fixed income are especially __________________________


i.  Each dollar they have buys less every year

      3.  Inflation ________________ people who borrow at a ____________________________ of interest


ii.  pay debts with dollars that are worth less, so repayments are smaller

C.  Effect 2: Increasing interest rates

      1.  Lenders raise interest rates to _______________________ profit on ________________________

      2.  Businesses avoid borrowing to expand or make ______________________________  __________________________________

      3.  Consumers less likely to ______________________________ high-priced items

      4.  Monthly credit card payments go up as _______________________________

D.  Effect 3: Decreasing Real Returns on Savings

      1.  Interest on ______________________________ tends to increase during __________________________________ times

      2.  Inflation worries people about drop in standard of living, ________________________________

