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Question 

GDP deflator is a ratio between? 

Answer 

GDP deflator is a ratio between nominal GDP and real GDP: 

𝐺𝐷𝑃𝑑𝑒𝑓𝑙 =
𝐺𝐷𝑃𝑛𝑜𝑚𝑖𝑛𝑎𝑙

𝐺𝐷𝑃𝑟𝑒𝑎𝑙
  =

𝑃𝑡∗𝑌𝑡

𝑃0∗𝑌𝑡
, 

where Pt – current year price, 

 Yt – current quantity of produced goods and services, 

 P0 – base year price; 

So, 𝐺𝐷𝑃𝑑𝑒𝑓𝑙 =
𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑌𝑒𝑎𝑟 𝑂𝑢𝑡𝑝𝑢𝑡 𝑎𝑡 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑃𝑟𝑖𝑐𝑒𝑠

𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑌𝑒𝑎𝑟 𝑂𝑢𝑡𝑝𝑢𝑡 𝑎𝑡 𝐵𝑎𝑠𝑒 𝑌𝑒𝑎𝑟 𝑃𝑟𝑖𝑐𝑒𝑠
 

GDP deflator measures inflation or deflation in estimated economy. 
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