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1. What is a “price level”? If the “price level” is higher in one country than another, what does 

that tell us, if anything, about the standard of living in that country? 

As defined in this chapter, the price level is the average price of goods and services in a country, 

measured in comparison with the average price in a “base year” in that same country.  So the 

“price level” in a given year only tells us how prices have changed in comparison with a base 

year.   It can’t be used to make comparisons across countries. It would be like comparing Celsius 

with Fahrenheit temperatures. 

 

2.  What are some forces that could cause shocks to v, the velocity of money? 

This chapter’s examples: 

A banking panic can slow down the velocity of money as people hold on to their cash. 

A hyperinflation speeds up the velocity of money as people try to spend before prices rise. 

Over time changes in payment methods such as ATMs, direct deposit, or checking cards can 

change v (velocity). 

 

 

3.  When is the inflation rate more likely to have a big change either up or down: when inflation 

is high or when it is low? 

When inflation is high. High inflation tends to be more volatile. 

 

 

4.  Who gets helped by a surprise inflation: people who owe money or people who lend money? 

People who owe money benefit from a surprise inflation.   If prices and wages suddenly rise after 

you borrow $10,000, then it’s much easier to make your monthly payments. 

 

 

5. Who is more likely to lobby the government for fast money growth: people who have 

mortgages or people who own banks that lent money for those mortgages? 

People who have mortgages are more likely to want fast money growth.  This is a version of the 

previous question: Surprise inflation helps people who owe money.  A person with a mortgage 

owes money to the bank. 

 

6.  Calculate inflation in the following cases: 

 

 

Price Level 

Last Year 

Price Level 

This Year 

Inflation Rate 

 

100 110  

250 300  

4,000 4,040  

 



 

Price Level 

Last Year 

Price Level 

This Year 

Inflation Rate 

 

100 110  110     100  100   0.1   10  

250 300   00       0    0   0.     0  

4,000 4,040   ,0 0      ,000   ,000   0.01   1  

 


