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Who Is Hurt and Who Is Helped by Unanticipated Inflation?

In questions 1 through 9, decide which people or groups are hurt by unanticipated inflation lasting 10 years and which benefit from unanticipated inflation.  Circle the correct response, and explain why you answered as you did.


H means the person or group is hurt by unanticipated inflation.


G means the person or group gains from unanticipated inflation.


U means it is uncertain if the person or group is affected by unanticipated inflation or if the effects are unclear.

1. Banks extend many fixed-rate loans.


H

G

U
Explain:

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


H

G

U
Explain:

3. Your family buys a new home with an adjustable-rate mortgage, interest rates could remain low or increase by a considerable amount in the future.

H

G

U 
Explain:

4. Your savings from your summer job are in a savings account paying a fixed rate of interest. 


H

G

U 
Explain:

5. A retired couple lives entirely on income from a pension (without a COLA) the woman receives from her former employee. 


H

G

U 
Explain:

6. A retired man lives entirely on income from Social Security which is not always adjusted for inflation. 


H

G

U 
Explain:

7. The federal government has a $16,800,000,000 debt to pay back during times of inflation.

H

G

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

    H

G

U 
Explain:

9.  Your friend rents an apartment with a three-year lease. 


H

G

U 
Explain:
Test Your Understanding of Macroeconomic Indicators

10. The unemployment rate and employment both go up. Ellen says that it is not possible for both to rise at the same time. Is Ellen correct or incorrect? Why?

11. True or false, and explain why? If the economy is at full employment, the unemployment rate is zero.

12. True or false, and explain why? Frictional and structural unemployment are two words for the same thing.

13. True or false, and explain why? Gross domestic product measures the amount of wealth in the economy.

14. True or false, and explain why? A decrease in gross domestic product must reduce a person’s standard of living.

15.  Why does unanticipated inflation help borrowers and hurt lenders?

