
Inflation

49

Calculation of Constant Dollars

The calculation of constant dollars is straightforward. The formula is as follows:
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This formula says that constant dollars 
in a time period, Ct, are found by multi-
plying the nominal dollars for that time 
period, Nt, by the fraction in which the 
numerator is the base year index value, 
IB, and the denominator is the periodic 
index number, It. 

This calculation is shown in Table 7.1. 
In the spreadsheet labeled Tables, 
Data,Worksheets-M07.xlsx, represented by 
Table 7.1, “Sales and Gross Receipts” is in 
column B, CPI is column C, row 4 contains 
1993 data, and row 23 contains 2012 data. 
We used rounding to eliminate the unnec-
essary and sometimes confusing long deci-
mal results generated, but often not 
revealed, by spreadsheet formats.

The Excel formula used for the 
Constant 2012 Dollars column for 1993 
is as follows:

=ROUND($B4*C$23/C4,0)

This formula can be used to select any 
base year by changing the row number 
after the $ sign in the numerator of the 
fraction.

Deflators and Indexes

This demonstration uses CPI because it is the most common price index that users know. 
However, governments are not typical urban consumers. The US Bureau of Economic Analysis 
computes a consumption expenditures price deflator for urban governments. The series label is 
A829RD3A086NBEA, and it can be downloaded from the Federal Reserve Bank of St. Louis at 
http://research.stlouisfed.org/fred2/series/A829RD3A086NBEA/.

Figure 7.2 shows the data series shown in Figure 7.1 with nominal dollars, constant dollars 
calculated using CPI, and constant dollars calculated using the state and local implicit price 
deflator. This deflator more specifically shows how inflation af fects governmental spending 
power based on what governments purchase. Based on this calculation of constant dollars, any 
limited gains in revenue have been entirely eroded away in recent years. While analyses using 
CPI may be important for communicating how taxes affect the burden experienced by taxpayers 

Year
Sales and Gross 

Receipts ($) CPI
Constant 2012 

Dollars ($)

1993 2,514,799 144.475 3,996,594
1994 2,559,992 148.225 3,965,488
1995 2,645,405 152.383 3,985,980
1996 2,773,974 156.858 4,060,459
1997 2,866,477 160.525 4,100,013
1998 2,993,580 163.008 4,216,590
1999 3,129,368 166.583 4,313,258
2000 3,228,445 172.192 4,304,868
2001 3,297,746 177.042 4,276,814
2002 3,383,068 179.867 4,318,557
2003 3,350,223 184.000 4,180,568
2004 3,675,562 188.908 4,467,380
2005 3,962,816 195.267 4,659,663
2006 4,233,895 201.558 4,823,025
2007 4,390,386 207.344 4,861,728
2008 4,433,108 215.254 4,728,643
2009 4,203,283 214.567 4,497,852
2010 4,445,480 218.085 4,680,285
2011 4,575,127 224.935 4,670,093
2012 4,626,357 229.604 4,626,357

Sources: US Census Bureau, 2013, http://www.census.gov/govs/statetax/; Federal Reserve 
Bank of St. Louis, http://research.stlouisfed.org/fred2/.

Table 7.1

Alabama Revenue in Nominal Dollars (CPI) and 
Constant Dollars, With CPI (1993–2012)


