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Figure 7.2 

Comparing the Indexes
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(the data should also be adjusted to reflect per-capita or per-household information), analyses 
using the price deflator reflect the ability of the government to purchase goods and services with 
the money it has acquired. When selecting a deflator or index, the analyst should be careful to 
select the one that is most appropriate for the intended purpose.

Summary

Inflation is the declining purchasing power of money over time. The dollars subject to inflation, 
meaning those in the actual world used for actual purchases, are sometimes called nominal dollars, 
while real dollars are those adjusted for inflation using an index. The most commonly used index is 
the CPI, or Consumer Price Index. An index used by government is the US Bureau of Economic 
Analysis’s index, which computes a consumption expenditures price deflator for governments that 
reflects government spending power based on what government bodies typically purchase.

Assignments

1.	 Define the following:

a.	 Nominal dollars
b.	 Constant dollars


