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Finance 304
Problem Set I

Due:  December 9, 2008 

15 points

Show all of your work.

2006 IS THE BASE YEAR


In 2006 you spent $3.95 on twelve-packs of soft drinks and bought an 12-pack each week (52 weeks).  The trip to the submarine sandwich shop (SUBWAY) cost you $7.75 each of the ten times you paid.  You spent $3 on movies for each of the 50 movies you rented.  Finally, each FAC (Friday Afternoon Club) cost you $3.50 for the pitcher that you bought each of the 35 Fridays you went.


In 2007, soft drinks were $4.05 per twelve-pack and you will only purchase 40 this year.  Sub sandwiches cost $8 each and you will go 25 times.  The movies cost only $2.75 so you will rent 75 films.  But now your trip to the bar cost you $4.00 for the pitcher that you bought each of those 35 Fridays.


a)
Calculate the CPI index for 2007.  ( 5 pts.)


b)
Calculate the inflation rate for 2007.  (You must have tenths of %.) (3 pts.)


c)
Calculate the implicit price (GDP) deflator for 2007.  (5 pts.)


d)
What is the adjusted-for-inflation product level for 2007?  (i.e., Real GDP)  (1 pt.)


e)
What is nominal GDP (aggregate output) for 2007?  (1 pt.)

