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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 Serv~ce. 
c. Hor~zontal 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 3.25 for 1996. 
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 National Associat~on of Purchasing Management. 

The Cons~imcs I'sice Inclex (CI'I) ch:lnges in the Proclucer Price Incles clo\c;n from 16% in November. . . showecl n o  clxinge i r ~  November. (1'I'I) :~ncl tlle PPI less foocl arlcl en- [ he recent 12-month trend in the 
contsihuting to the me:~suse's locvest ergy n w e  5.8% ancl 5.2%. respec- CPI stood at only 2.6?4, iclentical to 
six-montl~ gro\\.th sate in nearly 10 ti\.cly. klotor vehicles acco~lntecl for the relatively lo\v inflation recorcled 
years. 'l'he core inflation intleses, three-fourths of this increase. Still, i t 1  1994. I-lo\~e~.es, as measureel by 
which incluclc the CI'I less foocl and clata horn the National Association the riieclian C1'1, inflation reachecl 
energ!. ;inel tlic mcclian C1'1, 1~1 th  o f  I'urchasing Management suggests 3.2% over the 1:1st 1 2  months, 
postecl onl!. slight increases for the that hettes producer price reports prompting the question: "Which is 
month-an ;~nnii:llizecl 0.7% :mcl rimy be c)n the way. The pcirchasing the 'true' inflation sate?" 
2.2%. respccti\.ely. m:itiagers' price index droppecl from h1e:isuring monet;u-y inflatior~ rep- 

As rneasiirccl 1,)- the I,ehac.ior of 4:i.j in Novernl~er to 40.8 in 1)ecern- resents a n  enorinous challenge to 
prodticer prices, the inf1;itiot-i inclic:~- txs-its lo\vest level since J~i ly  econorilists. Some of the ciifficulty 
tors xceic le45 enco~rl~iglng 111 'do- 1001 Or111 10% of those pollecl le- \ten)\ frorrl [he l,ict that transrent 
\.cnil>cr -1 he ,~nn~i~i l~/ec l  one-monrh 1701 tecl f,ic 111g higl~er suppl! pl lees, l c o i ~ ~ ~ t ~ l t c c l  o t l  17extp~igr~c) 

http://clevelandfed.org/research/trends
January 1996

Best available copy



e o e e e  

Inflation and Prices (cont.) 
12-month percent chanqe Percentage points, squared 
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a. Calculated by the Federal Reserve Bank of Cleveland. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; and the Federal Reserve Bank of Cleveland 

events. such 21s a clrought that re- 
cluces the si~ppl\. of crops, can tell~- 
lx)ra~-il;, slien. the p ice  data ;~ncl sub- 
stantiall;. alter :I \\;eighteel-avei';tge 
inclex iilw the CI'I. Sclcli price-incles 
tnovemcnts are genelxlly not consid- 
ered ',inflation:1ry," :I phenomenon 
most economists attribute to mone- 
tary c;iLlses. 

For :i time, then, the price aggre- 
g:ite ma!- k~lsely inclic;~te a c1i;knge in 
inflation as it  reacts to a tl-ansitory 
sllock: t1i;~t is. a majority of price 
movements will Ile markecll\~ a l~ove 
o ~ .  I>elo\\. the ~.:lte recorclecl 1,y the 

CI'I. One methocl of eliminating the 
influence of these transitory events 
is to trim the outlying portions of the 
cross-sectional d is t r i l~~~t ion of tlie 
CI'I's components. What remains is 
the center of the price change clistri- 
lx.~tion, o r  the tlleclian change. In- 
cleecl, rese:~rch at the Fecleral Re- 
sel-\-e I3:lnli o f  Clevelancl inclicates 
that n k e n  the trend in the CPI is 
t)eloxv the trenci in the mec1i:in CI'I 
(3s it tl;ls heen over the past sevel-al 
c~ i r ;u t e r~ .  -1x.e woulcl genesally es- 
pect the CPI to rise rather than the 
mccli:m to fall. 

Slie\vness is one of se\~eral me:ls- 
uses that can help LIS j ~ ~ d g e  n.l~ether 
the CI'I is being influenceel hy any 
c ~ n ~ ~ s u a l  price clisturbances. An- 
other. CI'I \.;~riance, measures the 
clispersion of constimer price 
changes :lncl liirrtosis. which is an  
inclicator of 1101~- "pealieel" the clis- 
tril~~rtion of price ch:inges is. Nei- 
ther of these measures suggests any 
L I I I L I S L I : ~ ~  unclerlying beha\.ior in the 
recent price d;lt:l: CI'I vari;uice is 
slightly rial-ro\ver, ancl clistrihirtion is 
slightly less peakecl, that1 their 
eigllt-year :iver-:iges. 

http://clevelandfed.org/research/trends
January 1996

Best available copy


