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Inflation and Prices 

October Price Statistics 

Annualized percent 
change, last: 1994 

I rno. 10 rno. 5 yr. average 

Consumer Prices 

All items 4.0 2.9 2.9 2.6 

Less food 
and energy 3.8 3.3 3.4 2.7 

Mediana 3.3 ' 3.5 3.2 2.8 

Producer Prices 

Finished goods -0.9 1.4 1.0 1.8 

Less food 
and energy 0.0 2.4 1.9 1.6 

Commodity futures 
p r i c e s b  -3.0 4.8 0.6 3.5 

12-monih perceni change 
3 75 

TRENDS IN THE CPI 

FOMC central tendency as of July 199SC - - - - - - - - - - -  

Perceni of iorecasis 
50 I DISTRIBUTION OF ECONOMISTS' 1996 CPI FORECASTS~ 1 

Percent 01 ioial 
95 I PURCHASING MANAGERS REPORTING HIGHER PRICES 

< 2.5 2.5-2.9 3.0-3 4 3 5-3 9 4.0-4 5 > 4 5 
Annual perceni change 

a. Calculated by the Federal Reserve Bank of Cleveland. 
b. As measured by the KR-CRB composite futures index, all commodities. Data reprinted with perm~ssion of the Commodity Research Bureau, a Knight-Ridder 
Business Information Serv~ce. 
c. 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 3.25 for 1996. 
d. Blue Chip panel of economists. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; Board of Governors of the Federal Reserve System; the Federal Reserve Bank of Cleveland; the 
Commodity Research Bureau; National Association of Purchasing Management; and Blue Chip Economic Indicators, January 10 and November 10, 1995. 

The latest inflation inclictttors are 
showing s~lrprising \.olatilit).. Af'ter a 
four-month gain of only I.So/il, the 
Cons~tmer I'rice Inclcs (CI'I) accel- 
eratecl to a -1.0% annualized Ute in 
Octolxt-. kl~lch of' the upturn \\.as 
centel-eel in tlie index's ho~tsing anel 
energy components. The rise in C1'1 
inflation stancls in starii contmst to 
the decline in the I-'roclucer I'rice 
Incles, which s\vitchecl fl.o111 ;t 3.8%1 
aclvance in Septeml~er to a 0.9% 
contraction in October. 

The mecli;ln CI'I - :t rne;tsclre of 

core inflation - slowed to 3.3(!4). 
ho\-cring I,et\vee~~ its year-to-date 
;uncl five-year rates. 

'1':llcing :I lotlger perspective, the 
12-tnoniil ch;tnge in the CI'I ancl the 
meclian CI'I rose to 2.7% and 3.3%. 
res~>ecti\.ely. Both are higher than 
1994 sates, but are still ~vithin or 
I,elo\v the central tendency range 
~xojected 1)). the Fecleral Open &l;tr- 
liet Committee last July. 

l 'he I3lue Chip forecast paints a 
f'itr 111or-e fr-~vorable picture of es-  
pecwcl inflation. The Novcmber 10 

~xojection shows sigt1ific;tnt im- 
proirement over brecasts m:tcle at 
the beginning of the year. In Janu- 
:~ry, over 57'X of' economists were 
predicting that inflation \vo~~lcl reach 
3.i(H, or niore. In November, that 
s1~i1.e fell to less tl1a11 5%. 

1)~lrch:tsing managers at manufac- 
turing firms provide aclclitional en- 
coumging ne\xTs. The Nation;tl Asso- 
ciation o f  I'ilrchasing i\f;tnagement's 
price inclcx has droppecl clramati- 
c:tlly since the encl of last year. 

(cot?iilzrted olz 11extpage) 
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Percent change irom corresponding quarter o i  previous year 

1986 1988 1990 1992 1994 

Percent change from corresponding quarter oi previous year Percent increase in product~v~ty 
14 

IMPACT ON PRODUCTIVITY OF A 10% INCREASE 
IN EDUCATION, LABOR HOURS, OR CAPITAL STOCK 

Education Labor hours Capital stock 

a. Nonfarm business. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; and EQW National Employer Survey, National Center on the Educational Quality of the 
Workforce, University of Pennsylvania (administered by the U.S. Census Bureau). 

I-Ioi1r.1). compens:iiion in the LT.S. 
grew ahoi~t  3%(% over the I73St l o i~ r  
cparters. esceecling the rise in CI'I- 
measi~recl inllation. This slioulcl 
come ;is 110 si~sj~rise. since, in theor). 
at least. \vosliers ;ire compensateel 
for espectecl inllation plus any in1- 
provcment in proclucti\.ity. Holv- 
ever, the growth in I;il~os procluctiv- 
ity has rise11 m:~rlicclly in the p;ist 
several years. l'his implies that tlie 
economy's uncierl).ing i11flation:iry 
thrust (me:isilrecl 17y unit l:ibor costs. 
or compens;ition g ro \~ th  less 171.0- 
tlucti\.ity h;~s heen essentially zero 

over the 1:ist year-a seemingly im- 
pl:ii~sihle conclusion. 

Ilusiness analysts are puzzlecl hy 
this recent lack of conformity be- 
t\veen procluctivitp growth ancl real 
(inf1:ition-;~clj~~sted) wage gro\\~th. 
Some Imve cotlcluclecl that o ~ l r  cur- 
rent inclicators of output, which sc~f- 
fcr from a host of measurement 
prol>lems, overstate the economy's 
;ictilal growth sate and thereby over- 
estimate the growth in labor produc- 
ti\.ity. Others believe that the infla- 
tion measures usecl to clcterl~li~le 
real w g e s  are calculated incorrectly 
anel thus cause us to unc1erestim;ite 

the gro\vtli of  real nxges. 
A third consiclesation is a se- 

lmrtecl rise in n-orker t~ l in ing ,  
~vhich may be a significant impetus 
to productivity gron.th, I I L I ~  is not 
necess:irily computed in a wo1.1ier's 
Ilour-1)- cost. Certziinly, t~ i in ing  ancl 
ecliication I7enefits h:we the poten- 
tial to affect ~vorker ~~rocl~ictivity 
cl~um:itically. Recent research sho~vs  
that incre;isecl n-orlier ecli~cation h:~s 
21 greater in1p;'ct o11 prociiicti\.ity 
gro\vth th;in clo proportionate in- 
cre:ises in either n.orli effor[ or tllc 
c:ipii;il stocI<. 
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