
Questions & Answers


Question (1-4) Table below shows the price (in thousands of pounds) of an average house in a certain town during a 5-year period. The price quoted is the value of the house at the end of each year. The annual rates of inflation are also given.
	Year
	1990
	1991
	1992
	1993
	1994

	Average house price (£000)
	72
	89
	93
	100
	106

	Annual rate of inflation
	–
	10.7%
	7.1%
	3.5%
	2.3%



Question 1
Using the inflation rates given, adjust the 1992 house price to 1991 prices.
Give your answer in thousands of pounds (to two decimal places).

Answer 1
To convert 1992 prices into 1991 prices, remove 1992 inflation:

Answer: £86.84 thousand

Question 2
Calculate the real house prices at 1991 prices for 1993 and 1994.
Which year shows the higher real house price?

Answer 2
First, deflate prices back to 1991 prices.
1993 → 1991 prices

1994 → 1991 prices

Answer:
· 1993 real price ≈ £89.95k
· 1994 real price ≈ £92.25k
1994 has the higher real house price

Question 3
Calculate the percentage increase in nominal house prices between 1990 and 1994.

Answer 3
Nominal price increase (1990–1994):

Answer: Nominal house prices rose by approximately 47.2%

Question 4
Using your real price calculations, compare the nominal and real increases in house prices over the period 1990–1994.
Explain briefly why the two measures differ.
Answer 4
· Nominal increase: ≈ 47.2%
· Real increase (1991 prices):
· 1990 real price ≈ 
· 1994 real price ≈ 92.25

Explanation:
Nominal house prices overstate the true increase in value because they do not account for inflation. Real prices adjust for changes in the purchasing power of money, providing a more accurate measure of the rise in house values.

Question 5-8 Table below shows the price (in thousands of pounds) of an average house in a certain town during a 5-year period. The price quoted is the value of the house at the end of each year. Use the annual rates of inflation given in table below to adjust the prices to those prevailing at the end of 1991. Compare the rise in both the nominal and real values of house prices during this period.


	Year
	1990
	1991
	1992
	1993
	1994

	Average house price (£000)
	78
	92
	97
	101
	109

	Annual rate of inflation
	–
	9.8%
	6.4%
	4.0%
	2.6%




Question 5
Adjust the 1992 house price to 1991 prices. (Answer to 2 d.p.)
Question 6
Calculate the real house prices at 1991 prices for 1993 and 1994. Which year is higher?
Question 7
Calculate the percentage increase in nominal house prices between 1990 and 1994.
Question 8
Compare the rise in nominal and real house prices over 1990–1994 (real values at 1991 prices). Give a brief reason for any difference.
Answers (5-8)
Answer 5
Deflate 1992 back to 1991 prices:

£91.17k
Answer 6
1993 to 1991 prices:

£91.28k
1994 to 1991 prices:

£96.01k
1994 is higher (real).

Answer 7 (Nominal % rise 1990–1994)

≈ 39.74%
Answer 8  (Nominal vs Real % rise 1990–1994)
First put 1990 into 1991 prices (inflate 1990 by 1991 inflation):

1994 real (from Answer 2) = 96.01
Real % rise:

Nominal rise ≈ 39.74% vs Real rise ≈ 12.11%
Reason (brief): Nominal prices include general inflation; real prices remove inflation and reflect the change in purchasing power.

Question 9-12  House Prices and Inflation 
Table below shows the price (in thousands of pounds) of an average house in a certain town during a 5-year period. The price quoted is the value of the house at the end of each year. Use the annual rates of inflation given in table below to adjust the prices to those prevailing at the end of 1991. Compare the rise in both the nominal and real values of house prices during this period.

	Year
	1990
	1991
	1992
	1993
	1994

	Average house price (£000)
	65
	74
	76
	82
	85

	Annual rate of inflation
	–
	8.5%
	5.2%
	3.8%
	2.1%



Question 9
Adjust the 1992 house price to 1991 prices. (Answer to 2 d.p.)
Question 10
Calculate the real house prices at 1991 prices for 1993 and 1994. Which year is higher?
Question 11
Calculate the percentage increase in nominal house prices between 1990 and 1994.
Question 12
Compare the rise in nominal and real house prices over 1990–1994 (real values at 1991 prices). Give a brief reason for any difference.




Answers 9-12
Answer 9

£72.24k
Answer 10
1993 to 1991 prices:

£75.09k
1994 to 1991 prices:

£76.24k
1994 is higher (real).
Answer 11 (Nominal % rise 1990–1994)

≈ 30.77%
Answer 12 (Nominal vs Real % rise 1990–1994)
1990 at 1991 prices:

1994 real = 76.24
Real % rise:

Nominal rise ≈ 30.77% vs Real rise ≈ 8.10%
Reason (brief): The nominal increase is partly due to inflation; the real increase shows the underlying change in house values after removing inflation.





Question 13
Table below shows the values of household spending (in billions of pounds) during a 5-year period. Calculate the index numbers when 2000 is taken as the base year and give a brief interpretation.
	Year
	1999
	2000
	2001
	2002
	2003

	Household spending
	712.4
	725.0
	748.6
	760.2
	782.1



Answer
Base year (2000) = 100
	Year
	Index

	1999
	

	2000
	100

	2001
	103.25

	2002
	104.86

	2003
	107.87


Interpretation:
Household spending shows a steady upward trend after 2000, indicating growth in consumer expenditure relative to the base year.

Question 14
Table below shows the values of household spending (in billions of pounds) during a 5-year period.
Calculate the index numbers when 2000 is taken as the base year and comment on the pattern observed.
	Year
	1999
	2000
	2001
	2002
	2003

	Household spending
	645.8
	660.0
	655.4
	670.2
	689.6



Answer
	Year
	Index

	1999
	97.85

	2000
	100

	2001
	99.30

	2002
	101.55

	2003
	104.48


Interpretation:
After a slight fall in spending in 2001, household expenditure recovers and exceeds the base-year level by 2003.

Question 15
Table below shows the values of household spending (in billions of pounds) during a 5-year period. Calculate the index numbers when 2000 is taken as the base year and briefly explain the economic implication.
	Year
	1999
	2000
	2001
	2002
	2003

	Household spending
	810.5
	800.0
	792.6
	785.4
	790.1



Answer
	Year
	Index

	1999
	101.31

	2000
	100

	2001
	99.08

	2002
	98.18

	2003
	98.76


Interpretation:
Household spending declines after the base year, suggesting a contraction in consumer demand over the period.

Question 16
Table below shows the values of household spending (in billions of pounds) during a 5-year period. Calculate the index numbers when 2000 is taken as the base year and compare pre- and post-2000 spending.
	Year
	1999
	2000
	2001
	2002
	2003

	Household spending
	530.6
	545.0
	572.4
	598.9
	615.3



Answer
	Year
	Index

	1999
	97.36

	2000
	100

	2001
	105.03

	2002
	109.89

	2003
	112.90


Interpretation:
Household spending rises significantly after 2000, indicating strong growth relative to the base year.

