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GDP deflator= measures the price level using the prices of ALL goods and services produced

Consumer price index (CPI) = measure of the price level using the prices of goods and services


bought by the TYPICAL CONSUMER  (in a fixed basket)

Other:  Producer price index, Wholesale price index

The measure of the price level you choose to use will depend on which group is your focus. For example, if you want to study the effects of the price level on the average American, you would look at the CPI.  If you were interested in how the price level affected the average firm, you would use the producer price index. 

Inflation = the percent change in the price level from one year to the next

Formulas:

GDP deflator for 2001 =   Nominal GDP in 2001      x    100




         RGDP in 2001

CPI for 2001 =   basket price in 2001                x       100



   basket price in a base year

inflation =     (can be calculated using any of the measures of the price level) 

         =   GDP deflator in 2001 – GDP deflator in 2000      x    100


                               GDP deflator in 2000


Or 


         =  CPI in 2001 – CPI in 2000      x     100

                                     CPI in 2000

To convert a dollar figure in year B to its equivalent in year A:



Dollar value in year A =  dollar value in year B   x   price level in year A









price level in year B

(For example:  If in 1950 your grandpa made $150 a month, and you know the price level in 1950 and in 2003, you could find out how much his salary would be in the year 2003.)


