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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-Riddet 
Business Information Service. 
c. Handy and Harman base price, NewYork. 
d. Consensus forecast of the Blue Chip panel of economists, January 16, 1996. 
SOURCES: U.S. Department of Labor. Bureau of Labor Statistics; the Federal Reserve Bank of Cleveland; the Commodity Research Bureau; the National Asso- 
ciation of Purchasing Management; Metals Week; and Blue Chip Economic Indicators, January 16, 1996. 

Retail prices increaseel at an annual- 
izecl rate of 2.4% in 1)ecemI~er. just a 
shade under their average increase 
for the whole of 1995. However, in- 
flation signals from the core meas- 
ures were mixed. The C1'1 less foocl 
ancl energy ~noclerated to :t 1.5O/1 :t11- 
nualized sate for the month, while 

contladictory patterns in recent 
months. After inching down in the 
first three quarters of 1995, gold 
["ices began to rise by year's encl 
and, in January, topped the $400 per 
ounce threshold for the first time in 
over five years. However, purchasing 
Iilanagers are increasingly reporting 

aricl next. Most of the panel believes 
th:tt inflation will fall into the 21/29/0 to 
3% nnge this year, with a substanti:tl 
minority (30%) anticipating a 3% to 
3'/r?h rate. For 1997, the proportion 
pegging inflation at or above 3% is 
somewhat larger tha11 the share es-  
pecting a nlilder rise (54% and 46%, 

the rneclian CI'I con t in~~ed  to show niore moderate price increases. In respectively). 
price pressure of arouncl 3%. Still. December, about 10% noted that From the perspective of n ~ o n e ~ a ~ y  
for the  ye:tr overall, both core infla- prices were moving higher. the Ion- policymakers, the CPI's 199 j per- 
tion measures stoocl at allout 396, a est proportion since mid-1991. formance came as somewhat of :t 

small rise fro111 1993 and 1994 levels. According to the Blue Chip panel surprise. At 2.6%. last year's rise was 
? .  Iwo presumecl leacling inclic:itors of economists, the U.S. is likely to '/L percentage point belorn7 the lower 

of inf-lation have shown genclally see slightly higher inflation this year (conti77tred OTI 17ex-tp~ige) 
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Inflation and Prices (cont.) 
12-month percent change 
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a. Calculated by the Federal Reserve Bank of Cleveland. 
b. 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. 
c. Brackets represent upper and lower bounds of the central tendency growth ranges issued each February. Bars represent actual inflation. 
SOURCES: U.S.Department of Labor, Bureau of Labor Statistics: the Federal Reserve Bank of C1eveland;and Board of Governors of the Federal Reserve System. 

encl of the Fecler-al Open Market 
Committee's central tenclency pro- 
jection issueci at mielyear (3.10/0), 
hut nearly on target for the core in- 
flation me:lsures. In hlct. the econ- 
omy appears to 11;lve heen on a 3% 
inflation trencl o\.er much of the 
past five years, \\.ell helow the 5% 
average gro\vtll I-ate posted dilring 
the 1986-90 period. 

'I'here seems to 11e little consensus 
among economists th:~t the CPI is fol- 
lowing a path that \vill 1e:lcl to suc- 
cessively lower inflz~tion. I-Iowever, 
legislation pending in Congress 
woulcl malce price st:~bility the pri- 

1112uy long-term goal of the Fecleral 
lieserve. Presun~ably, such a legal 
manclate would include a timetable 
for achieving that objective. 

To some, such a proposal m-ould 
bind policymalters such that they 
v\ioulcl not have sufficient liberty to 
respond to financial or other eco- 
no~nic  calamities shoulcl they arise. 
In 1990, the Clevelancl Fecleral Re- 
serve Bank proposed a program for 
achieving price stability that would 
have gr:lclually reclilcecl inflation (at 
that time arouncl 5%) by M percent- 
age point per year until a stable price 
environment nlas reached in the year 

2000. That inflation target inclucled :I 

relatively 7%-icle 3-percentage-point 
band on both sicles of the target 
price level to ensure that policy 
\VOLI~CI  not be inhil~itetl from re- 
sponcling to near-term problems. In- 
deed, hacl such a policy been 
;rdoptecI. the nlonetary authorities 
might have found themselves with a 
considerable margin to work with 
today: The do\\;nsliift in the inflation 
treml over the past five years has put 
the price level at the very I~ottom of 
the target ranges that the proposed 
policy envisionecl. 
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