Solutions to SELECTED End of Chapter Exercises
22.1
FV = 100,000

r = 2%


PV = 
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22.3
P98 = 1.90


rN = nominal interest rate


P99 = 2.05


rr = 4%
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Assuming expected inflation, is equal to actual inflation, then
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and


rN = rr + 
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 = 4% + 7.9% = 11.9%


This relationship is the Fisher equation, indicating that lenders add the expected inflation premium to the real interest rate in order to compute the nominal interest rate charged.
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= 500 + 
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= $1100

      
b.
Since C1* = $916.67 < 
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 = $1000, she is more of a net saver than when r = 10%.

22.7


[image: image10.png](vayn)

(siyr)




Figure 22.2


The slope of this savings curve indicates that, if the interest rate increases, the corresponding level of savings decrease.  More generally, for a net saver, when the income effect exceeds the substitution effect, there is an inverse relationship between savings and the interest rate.
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