
Inflation and Prices 

September Price Statistics 

Annualized percent 
change, last: 1994 

I rno. 9 rno. 5 yr. average 

Consumer Prices 

All items 1.6 2.8 2.9 2.6 

Less food 
and energy 3.0 3.3 3.4 2.7 

Mediana 4.4 3.6 3.3 2.8 

Producer Prices 

Finished goods 3.8 1.7 1.2 1.8 

Less food 
and energy 2.6 2.6 1.9 1.6 

Commodity futures 
pricesb 32.6 5.7 0.4 3.5 

12-month percent change 
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FOMC central tendency as of July 1995" - - - - - - - - - - -  

Percent change, annual rate 
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MEDIAN CPI BREAKPOINTSC I 

12-month percent change 

I HOUSEHOLD INFLATlON EXPECTATIONSe 

a. Calculated by the Federal Reserve Bank of Cleveland. 
b. As measured by the KR-CRB composite futures index, all commodities. Data reprinted with permission of the Commodity Research Bureau, a Knight-Ridder 
Business Information Service. 
c. Horizontal lines represent trends. 
d. Upper and lower bounds for CPI inflation path as implied by the central tendency growth ranges issued by the FOMC and nonvoting Reserve Bank presidents. 
As of July, the stated range (fourth-quarter to fourth-quarter percent change) is 3.125 to 3.375 for 1995 and 2.875 to 3.250 for 1996. 
e. Mean expected 12-month change in consumer prices as measured by the University of Mich~gan's Survey of Consumers. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; the Federal Reserve Bank of Cleveland; Board of Governors of the Federal Reserve System; the 
Commodity Research Bureau; and the University of M~chigan. 

+ < I he inf1:ttiori indicators were misecl 
in Sci1~temhcr. The C o n s ~ ~ ~ i i e r  I'rice 
Index (CI'I) contin~leci to rise at Ail- 
gust's meager 1.606 ::Innu;:Ilizecl sate, 
contributing to its 17est five-!;e;u. per- 
formance siiice the 1:ite 1960s. Other 
inflxtion me ;~s~~res  were not cli~ite as 
encouraging. ho\vever. 'I'lic I'ro- 

::~gccl over tile last three years. 
7'ile 12- non nth rate for the meclia~i 

CI'I rem;iins within this year's CI'1 
centsill tenclency range projecteel 1))- 
the I:eclel.;~l Open iVfarliet Conlrnittee 
(I:OkfC) last July, .v\;hile the 12- 
month change in the standarc1 CI'I is 
~vell l~elon. the FOMC's projections, 

rnore than 1% al?ovc the Cl'I's ::~vcr- 
age since 1990 (2.9%)). 

Commoclity prices, 21s measurecl 
17); the Comtnoclit); Research 1 3 ~ 1 -  
reau's composite futures incles. in- 
creased :it 2111 :lnn~~alized rate of 
32.6°4i in September. spilrred 11); 
n k a t ,  corn, ancl soylxan prices. 

cluces I'sice Incles rose at :tn 2inntlal I-Iouseholcls arc o ~ i  the more pcs- Still. the yens's c~lrn~~lati \ .e  g:iin of 
rate o f  3.8'1.i) clilring tile niontl~, ancl sirnistic eucl of the spectrum. 11c- 5.7%) is ku less omino~is. 1)uring tile 
the tneclian CPI-a 1ne:tsul.c 01' col-e cor-cling to survey cl:ita, the avesige 1970s. increases in commoclity priccs 
inflation-climlxci .l..ii!4i, so~ncn-list ti.S. ho~~scholcl espects infl;trion to tenclecl t o  be followeel 1,). higher 
ilig11e1- th:111 the 3'1.i) l e d  it 11~s a\-er- rise 4% o\-cr the nest 12 ~nonths. (coiztir?rrccl or1 rlevtprigc2) 
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Inflation and Prices (cont.) 
Percent share o i  CPI market basket 

35  DISTRIBUTION OF PERCENT CHANGE IN CPI, 1995:lllQa 1 
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4'5 ~ C P I  COMMODITY AND SERVICE PRICES I 

12-month oercent chanoe 

a. Weighted distr~bution of percent change across goods, using the same 36 CPI components and respective CPI weights employed in the Federal Reserve 
Bank of Cleveland's median CPI computation. 
SOURCE: U.S. Department of Labor, Bureau of Labor Statistics. 

consumer prices. Recent statistical 
tests, horvever.  show^ little eviclcnce 
of this relationship after 1985. 

Much of the clo~\~nward pressure 
on the CI'I czume &om the motor fuel 
and  energy services components. 
Motor fuel prices cleclinecl at an an- 
n ~ i a l  late of nearly 2;0(%) in Septem- 
ber, while energy se r~~ ices  prices 
clroppecl 17%. This csplains much of - the clisparity hetween the CI'I ancl - 

j the mecli:ln CI'I. 'l'he ~neclian me:rs- 
uses core inflxtion 17y foc~~s ing  on 

2 thc center of the weighteel clistribu- 
tion of price changes. linliltc :I - 

- - weighteel average, s~lch  as the stan- - - - 

clarcl CI'I, the meclian is not influ- 
encecl by large changes at either encl 
of the clistribution. On the other 
hand, the median [nay fail to ac- 
count for the tangible i~npact of such 
a11 increase or decrease on con- 
sumers' budgets and on the cost of 
living. 

Subst:~~ltial differences in price 
changes are observecl not just be- 
t.v\.een incli\riclual CPI components. 
but :11so het\veen component groups. 
For esample: there is a wick ancl per- 
sistent difference in the gro\\~th rate 
of goocls anel services prices - :I clis- 
pxity that remains an important 

point of contention among econo- 
mists attempting to define price 
stal3ility. r\iIany believe that the price 
differential simply reflects the mis- 
measurement of services. For esam- 
ple, neither the cluality of a service 
nor the prod~~ctivity of the service 
sector is easily measurecl, ancl to the 
estent thrrt either is ~~nderesti~twtcd,  
we will necessarily overestimate its 
sate of price increase. But it may be 
that the ,.rnat~~ring" [J.S. econotny 
sinlply clem:~ncls more se~vices than it 
does goocls, ancl that the steeper rise 
in services prices merely reflects tllis 
relative change. 
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