AP Macroeconomics: Inflation
Who Is Hurt and Who Is Helped by Unanticipated Inflation?

1. Banks extend many fixed-rate loans.
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Explain:

2. A farmer buys machinery with a fixed-rate loan to be repaid over a 10-year period. 


( 

(
 :/
Explain:

3. Your family buys a new home with an adjustable-rate mortgage. 
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Explain:
4. Your savings from your summer job are in a savings account paying a fixed rate of interest. 
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Explain:
5. A widow lives entirely on income from fixed-rate corporate bonds. 
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Explain:


6. A retired couple lives entirely on income from a pension the woman receives from her former employer. 
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Explain:


7. A retired man lives entirely on income from Social Security. 
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Explain:

8. A retired bank official lives entirely on income from stock dividends. 
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Explain:

9. The federal government has a $5,000,000,000 debt. 
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Explain:

10. A firm signs a contract to provide maintenance services at a fixed rate for the next five years. 
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Explain:

11. A state government receives revenue mainly from a progressive income tax. 
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Explain:

12. A local government receives revenue mainly from fixed-rate license fees charged to businesses. 
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Explain:

13. Your friend rents and apartment with a three-year lease. 
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Explain:

14. A bank has loaned millions of dollars for home mortgages at a fixed rate of interest. 
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Explain:

15. Parents are putting savings for their child’s college education in a bank savings account. 

( 

(
 :/
Explain:
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Graph Activity 

Annotate me!  Locate inflation, deflation, and disinflation.

Interpret the recent inflation situation (write about it below).

Costs of inflation 

	Situation
	Shoe leather costs
	Menu costs
	Unit of account costs

	A. Your favorite local restaurant raises its prices and has to print new ads.
	
	
	

	B. Workers in Germany in 1922 are paid and shop three times a day due to hyperinflation.
	
	
	

	C. You have to change your automatic bill payment in your online banking account because the rent for your apartment went up.
	
	
	

	D. You remember when the price of gas was $2.00 per gallon.
	
	
	

	E. You work at your local grocery store and place new higher price stickers on the store’s shelves.
	
	
	

	F. Your weekly grocery bill increases, but the amount of groceries you purchase does not.
	
	
	


Video questions (YouTube: The Drawing Board, up to 4:12)

Why does the Bureau of Labor Statistics weight different items included in the measure of the consumer price index? What type of good gets a greater weight than others?

What are some of the purposes the CPI figure serves? Why do we care about changes in the price level in an economy?

What is one shortcoming of the traditional method used to measure the inflation rate using CPI?
Why did the BLS decide exclude oil and food prices from its “core CPI” figure?
