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1) Suppose the information in the following table is information on the basket of goods used to calculate the consumer price index.
	 
	
	 2009
	 2014
	 2015

	Product
	Quantity
	Price
	Price
	Price

	Shoes
	90
	50
	60
	65

	Hamburgers
	75
	2
	2
	2.25

	Shirts
	50
	30
	25
	25


 
A) Use the information in the table to calculate the CPI for 2014 and 2015, assuming that the base year is 2009.
First calculate the cost of basket each year:	
2009 = 90(50)+75(2)+50(30) = $6150
2014 = 90(60)+75(2)+50(25) = $6800
2015 = 90(65)+75(2.25)+50(25) = $7268.75
Then calculate CPI:
2014 = (6800)/(6150) x 100 = 110.57
2015 = (7268.75)/(6150) x 100 = 118.19
B) What is the inflation rate from 2014 to 2015?
	(118.19 - 110.57)/(110.57) x 100 = 6.8916%


2) Describe one way (for each group) that high inflation can hurt the following groups:
A) Lenders
	High inflation lowers the real interest rate. This means that lenders’ real return on loans is decreased with high inflation.
B) Firms
	Firms may have to change prices frequently. This can result in menu costs: the costs firms incur from changing their prices (e.g. printing new menus)
C) Workers
	If workers have a wage contract then high inflation will lower their real wage (purchasing power of wage). 
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