Did post-Katrina gas prices set a new record in terms of constant dollars (Year-2002 dollars, say, since those are the units used on page 188)?

Let’s take the record price to be $3 a gallon (in Year-2005 dollars), for simplicity.  That is: the price was 3 $2005 / gallon.

What’s the value of 3 Year-2005-dollars as measured in Year-2002-dollars?

According to http://www.bls.gov/cpi/ , the CPI (measured in 1982-1984 dollars) was 181.2 for 2002, and 194.3 for 2005.

(3 $2005)(($82-84 / 194.3 $2005)((181.2 $2002 / $82-84)

= (3(181.2/194.3) $2002 = 2.80 $2002

= 280 Year-2002-cents.

So the post-Katrina gas prices, translated into 2002 terms, were 280 cents per gallon.

Alternative method: Use formula on p. 188.  The price in $Y equals


   (price in $X) ( CPIY / CPIX

= (3) ( 181.2 / 194.3

Either way, we get 280 cents per gallon.

Looking at Figure 3.3, we see that post-Katrina prices were indeed “off the charts”!

Suppose we’re taking an exam, and we’re not sure whether the correct formula for price in $Y is

(price in $X) ( CPIX / CPIY

or

(price in $X) ( CPIY / CPIX 
How might we rule out one of these two formulas intuitively?

