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Source: Bradford DeLong, http://www.j-bradford-delong.net/Econ_Articles/woodstock/woodstock4.html 
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Producer Price Index -- All Manufacturing (1992-2002)


2/18/04 Nuclear Energy Economics and 
Policy Analysis 

7 



Price trends in turbines and turbine generator sets


Source: US Bureau of Labor Statistics 
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Producer price index for computers and work stations


Source: BLS 
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Treatment of inflation in investment analysis


• Two alternatives:

– Estimate cash flows in actual (‘nominal’ or 

‘current’) dollars, and use ‘market’ (‘nominal’) 
interest rates 

– Estimate cash flows in terms of the purchasing 
power of the dollars of some base year (i.e., in 
‘constant dollars’) and use real interest rates 
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† 

Relationship between future worth of construction project at time of 
completion and ‘overnight cost’ in dollars of construction start year: 

1) Uniform rate of expenditure (in constant dollars) 
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2. Sine - wave construction expenditure profile (constant dollars) : 
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Effect of construction lead time on future worth of plant, F 
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y=0.02,x=0.06 

y=0.02,x=0.06(approx) 

y=0.04;x=0.08; 

y=0.04;x=0.08 (approx) 

y=0.1;x=0.14 

y=0.1;x=0.14 (approx) 

Uniform rate of expenditure assumed (in constant dollars)


y= escalation rate


x= interest rate
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Interpretation of alternative capital cost measures


Ion: 	The ‘overnight cost’ of the project, expressed in dollars of the year of

construction start. This is what the plant would cost if there were no

inflation and no interest charges on capital, i.e., if the plant were built

‘overnight’. It consists of the direct costs of labor, materials,

equipment, engineering and design, etc.


F: The future worth of the project at the construction completion date.  	This

is the amount of money that, if paid to the constructor at the completion

of the project, would be just sufficient to cover all costs incurred during

construction, i.e., both the direct costs and the interest accruing on

funds borrowed (or equity invested) during construction.  In the days

when power plants were constructed by regulated electric utilities, this

was also often referred to as the ratebase cost.


F-Ion: The ‘time-related’ costs of the project. 
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Costs in 1982 
constant dollars 
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Overnight costs given 
in dollars of year of 
construction start. 
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Predicted construction costs for future nuclear power plants


Source: MIT Nuclear Study 
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Predicted construction costs for future nuclear power plants

(contd.)
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