Investment and Finance 12 Assignment 
CPI-Inflation-Interest Rates.
The following questions can be answered by linking to the following web site:

http://www.bankofcanada.ca/en/backgrounders/bg-i4.htm    
http://www.bankofcanada.ca/wp-content/uploads/2010/11/consumer_price_index.pdf
1. Define the Consumer Price Index (CPI).

2. What are the typical things that make up the CPI?

3. What does the term “weight” means in relationship to the basket of goodies in the CPI?

4. What is the current base year?

5. Using the inflation calculator at http://www.bankofcanada.ca/rates/related/inflation-calculator/, answer what each item would be worth today:

a. A $100 item in 1950

b. A $500 item in 1984

c. A $2000 item in 1990

6. Describe 3 “measurement biases” that prevent the CPI from being totally accurate.

7. Why does the Bank of Canada monitor changes in the CPI?

8. What is the current inflation-control target and when will it expire?

9. What can the bank do with short-term interest rates to bring inflation under control when it is either over or below the target?

10. Explain the importance in having monetary policy tied to the inflation-control targets.

Information for question 8
The inflation-control target was adopted by the Bank and the Government of Canada in 1991 and has been renewed five times since then, most recently in November 2011 for the five years to the end of 2016. The target aims to keep total CPI inflation at the 2 per cent midpoint of a target range of 1 to 3 per cent over the medium term. The Bank raises or lowers its policy interest rate, as appropriate, in order to achieve the target typically within a horizon of six to eight quarters—the time that it usually takes for policy actions to work their way through the economy and have their full effect on inflation.
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