
MACROECONOMICS – INFLATION & PRICE INDEXES  

SSEMA1 Illustrate the means by which economic activity is measured. 

Gross Domestic Product (GDP), Consumer Price Index (CPI), Inflation, Unemployment, Business Cycle 

What are the effects of ____________ ___________? How do economists use __________  _____________? 

How is the ______________ rate calculated? What are the causes and effects of _______________? 

Who _____________ and ___________ from unanticipated _________________? 

The Effects of Rising Prices 

__________________ is a ______________ _______________ in prices.  

__________________ ________________, the ability to __________________ goods and services, is 

_______________ by ____________ prices. 

_____________ _____________ is the relative __________ of goods and services in the ____________ 

economy at a given _______________ _____ _____________. 

Price Indexes 

A _____________ _______________ is a measurement that shows how the _____________ price of a 

_________________ ______________ (_________________) of goods _______________ over time. 

The __________________ ______________ ________________ (______) is computed each month by the 

Bureau of Labor Statistics. The ________ is determined by measuring the price of a standard group of goods 

meant to represent the typical “_____________ ______________” of an average consumer. Changes in the 

CPI from month to month help economists measure the economy’s _______________ _________. The 

______________ ___________ is the percentage change in ___________ level over _________. 

Calculating Inflation 

CPI for Year A __________ (__) CPI for Year B ___________ ____ (___) CPI for Year B _______________ ____ 

(___) 100.   ((CPI Yr A – CPI Yr B) / CPI Yr B) x 100 

You Try: Calculate the Inflation Rate for 2006: Year A (2006) =_______, Year B (2005) =_______. 



Causes of Inflation 

The _____________ Theory: The _______________ theory of inflation states that ______ ___________ 

money in the economy leads to _______________. Adherents to this theory maintain that inflation can be 

_________________ by _______________ the money supply at the ___________ ________ that the economy 

is _______________. 

The ________-________ Theory: According to the ________-________ theory, inflation occurs when 

_________________ __________ prices in order to meet ________________ _________. __________-

_______ inflation can lead to a _________-_________ _________ — the process by which rising __________ 

cause ___________ prices, and ____________ prices cause ___________ wages. 

The ______________-_________ Theory: The _____________-___________theory states that inflation occurs 

when ______________ for goods and services ________________ existing supplies. 

Effects of Inflation 

High inflation is a ___________ _________________ _______________, especially when inflation rates 

change _____________ from year to year. 

___________________ _________________: In an inflationary economy, a dollar ____________ value.  It 

_________ ________buy the same amount of goods that it did in years past. 

________________ ____________: When a bank's interest rate _____________ the inflation rate, savers 

______________ ___________.  When a bank's interest rate is ____________ than the inflation rate, savers 

___________ money.   

_______________: If ___________ increases ____________ the inflation rate, a worker's real income stays 

_______ _____________.  If income is ___________ income, or income that ________ _____ _____________ 

even when prices go ______, the economic effects of inflation can be ______________. 


