Concept - Inflation

Inflation is

Purchasing power is

Inflation is always occurring, however governments and banks work together to make sure
it is not too high. Some mistakes have been made and this can lead to hyperinflation.

In Zimbabwe inflation got the the point where prices of goods were doubling every day!

How To - Calculate inflation over short periods

Over one year finding inflation can be a matter of simply calculating the percentage of an
amount and adding it to the original.

r
new cost = old cost + old cost x —

100

Eg: The current inflation rate in Australia is 2.1%. Using this rate what will the price of an
avocado, which costs $2.00 this year, be in 3 years?

How To - Calculate inflation over longer periods

This can be a very long process for longer periods of time. It can be easier to use the
equation below (the same one we have used previously for compound interest) when the
timesale gets bigger.

A=Pp Ty
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Eg: The current inflation rate in Australia is 2.1%. Using this rate what will the price of an
avocado, which costs $2.00 this year, be in 10 years?




How To - Calculate purchasing power
When calculating future purchasing power remember to substitute the value you currently

have for in the same equation as above.

Eg: If you have $85 and you hide it under your bed today, what will be the purchasing
power of this money be in 15 years?

Worked Example




