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Nominal Versus Constant or Real Dollars

The dollars subject to inflation (i.e., those in the actual world used for actual purchases)  
are sometimes called nominal dollars, which means that they are perceived to reflect the value 
of a dollar on the date that they are used. Comparing amounts of money available (revenue or 
appropriations) or spent in the form of these dollars at dif ferent times is confusing. That’s 
because we cannot distinguish between the effects of inflation and the effects of other changes 
on the expenditure side and the revenue side. These might include, for example, dif ferences  
in demand or efficiency on the expenditure side or dif ferences in population or tax rates on  
the revenue side. To correct this, we make calculations using constant dollars, also sometimes 
called real dollars. Constant dollars start with nominal dollars and are then adjusted using  
an index.

Figure 7.1 shows a comparison between nominal dollars and constant dollars. The series is 
sales and gross receipts “tax” for Alabama as reported by the US Census Bureau.2 The central 
solid line that rises from $2.5 million to a little more than $4.5 million is nominal dollars. The flat-
ter dotted lines above and below the solid line both show constant dollars and, in fact, are roughly 

2. Data are from http://www.census.gov/govs/statetax/, accessed July 16, 2013. There is a separate report 
for each year.

Figure 7.1 

Alabama Revenues in Constant Dollars and Nominal Dollars (1993–2012)
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Sources: US Census Bureau, 2013, http://www.census.gov/govs/statetax/.


