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d. We use the buying power formula (Formula 4.13) with i= 42%:

Percent decrease in buying power = 100 i
100 + i

= 100 × 42
100 + 42

or about 29.6%. The buying power of the Iranian rial decreased by 29.6%.

e. We want to find the inflation rate for Ethiopia. We know that the reduction
in buying power was 23%, so we use the inflation formula (Formula 4.14) with
B= 23%:

Percent rate of inflation = 100B
100 − B

= 100 × 23
100 − 23

or about 29.9%. Therefore, the rate of inflation in Ethiopia in 2012 was about
29.9%.

SUMMARY 4.9
Inflation and
Reduction of

Currency Buying
Power

If the inflation rate is i (expressed as a percent), the change in the buying
power of currency can be calculated using

Percent decrease in buying power = 100 i
100 + i

A companion formula gives the inflation rate in terms of the decrease B
(expressed as a percent) in buying power:

Percent rate of inflation = 100B
100 − B

Income taxes
Consider the following tax tables for the year 2016 from the Internal Revenue 
Service. Table 4.5 shows tax rates for single people, and Table 4.6 shows tax rates 
for married couples filing jointly. Note that the tax rates are applied to taxable 
income. The percentages in the tables are called marginal rates, and they apply only 
to earnings in excess of a certain amount. With a marginal tax rate of 15%, for 
example, the tax owed increases by $0.15 for every $1 increase in taxable income. 
This makes the tax owed a linear function of the taxable income within a given 
range of incomes. The slope is the marginal tax rate (as a decimal).

2016 Tax Table for Singles

If Taxable Income The Tax is

Is over But not over This amount Plus this % Of the excess over

Schedule X—Use if your filing status is Single

$0 $9275 —- 10% $0
9276 37,650 $927.50 15% 9275

37,651 91,150 5183.75 25% 37,650
91,151 190,150 18,558.75 28% 91,150

190,151 413,350 46,278.75 33% 190,150
413,351 415,050 119,934.75 35% 413,350
415,051 —– 120,529.75 39.6% 415,050




