
 

 

Lecture 17: Exchange Rate Theories: Purchasing Power 
Parity 
 
Short Questions:  
 
1) Why there are 4 CPIs while only one WPI ? 

2) Why testing the relative purchasing power parity is a better way of testing the 

LOOP over the absolute purchasing power parity ? 

3) Is it necessary to have a base year for calculation of WPI or CPI? Why or why not?  

 


