
Chapter 15


Index Numbers

	Exercise 15.1

	Check your answers against those in the ANSWER section.

The federal minimum hourly wage has not changed since 1997.  The federal minimum hourly wage rates for selected years between 1975 and 1997 are shown.  Using 1975 as the base period, develop an index that shows the changes in hourly wages.


	Year
	Hourly Wage

	
	1975
	$2.10

	
	1980
	3.10

	
	1985
	3.35

	
	1990
	3.80

	
	1995
	4.25

	
	1996
	4.75

	
	1997
	5.15


	Exercise 15.2

	Check your answers against those in the ANSWER section.

The manager of a small marine discount store believes that prices of marine products have risen dramatically since 1991. Others disagree. To investigate, he selected a few items and recorded the prices and quantities sold the first week of April, 1991 and the first week of April, 2006.

a.
Compute a simple aggregate price index.

b.
Determine the weighted price index using the Laspeyres method.

c.
Determine the weighted price index using the Paasche method
	
	1991
	
	2006
	

	
	
	Price
	Quantity
	
	Price
	Quantity
	

	
	Item
	po
	qo
	poqo
	pt
	qt
	ptqt

	
	Battery
	$25
	32
	
	$90
	30
	

	
	Cable
	22
	8
	
	40
	8
	

	
	Bimini top
	325
	2
	
	600
	2
	

	
	Depth finder
	300
	2
	
	500
	2
	

	
	Total
	$672
	
	
	$1,230
	
	


	Exercise 15.3

Check your answers against those in the ANSWER section.

Carl Eger had an annual income in the base period of $40,000 and by 2006 his income had increased to $65,000. During the same period the consumer price index rose from 100 to 202.5

a.
What was Carl's real income in 2006?

b.
Did his income keep pace with inflation?

c.
Compare the value of $1.00 in the base period with that of the year 2006.
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