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Inflation and Prices 
Diffusion index, net percent rising 

I February Price Statistics I 
Annualized percent 

change, last: 1995 
I mo. 12 mo. 5 yr. average 

Consumer Prices 

All items 2.4 2.7 2.8 2.6 

Less food 
and energy 3.0 2.9 3.2 3.0 

Mediana 2.2 3.2 3.1 3.2 

Producer Prices 

Finished goods -1.8 2.0 1.3 2.1 

Less food 
and energy 0.9 2.0 1.7 2.5 

Commodity futures 
p r i c e s b  30.3 6.3 3.1 5.4 

12-month percent change 

1 HOUSEHOLD INFLATION EXPECTATIONS~ I 
12-month percent 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 permission of the Commodity Research Bureau, a Knight-Ridder 
Business Information Service. 
c. Mean expected 12-month change in consumer prices as measured by the University of Michigan's Survey of Consumers. 
d. Upper and lower bounds for CPI inflation path as implied by the central tendency growth ranges issued by the FOMC and nonvot~ng Reserve Bank 
pres~dents. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; the Federal Reserve Bank of Cleveland; the Commodity Research Bureau; Board of 
Governors of the Federal Reserve System; the National Association of Purchasing Management; and the University of Michigan. 

'I'aken ~1s ;I ~vhole. the inflation incli- 
caiors n w e  fairly I~enign in Febru- 
ary. Procliicer prices for finishecl 
goods :~ctil:llly fell :kt an annu;llized 
rate of 1.8(X1. Even after htctoring oc~t 
cleclining hocl :inel energy prices, 
the I'ro<liiccr I'rice Incles :~clvancccl 
just O.9'"ir at :in annualizeel rate. 111- 

cleed, silt-\-cy clata from purchasing 
rnanagcrs continue to suggest only 
slight price pressure from inclilstry: 
Just 10% of responclents repo~rtecl 
higher prices in I\/I;~rch. 

At thct retail le\-el. the Consu~ner 

I'rice Incles (CIII) rose 2.4% in Feb- 
ruary. Irs core measures, the CI'I less 
food ancl energy and the meclian 
CPI, incre;lsecl 3.0% and 2.2%. re- 
spectively. l)oth under their fi1.e-ye:lr- 
trend gro~vth rates. 

One negative sign in recent 
~nontlis 2i:ls Iwen a small u p t ~ ~ r n  in 
hoilseholcl inflation expectations. 
Accorcling to the University of-Michi- 
~ ;~n ' sSurvcy  of Consumers, the pub- 
lic's ouiloolc for inflation over the 
nest 12 months is back above 4x1- 
its lligliest reacling in about a year. 

I-Io\\rever. accorcling to the Federal 
Ope11 Marliet Committee (FOMC), 
the chief policymaking arm of the 
Fecleral Reserve. consitrner price in- 
creases arc espectecl to holcl in the 
2XYj to 3% r;tnge. a hit below the in- 
flation rate inclicated by the core 
consumer p ice  measures in 1995. 

Econo~r~ists genesally concur that 
monetary :t~~thorities ultimately cle- 
terrninc the purchasing po\ver of 
their nations' nioney stock-the in- 
flation trcncl. In ;L vety rough sensc, 
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Inflation and Prices (cont.) 
12-month percent change 

Inflation Objectives in Selected Countries 
Country Objectives Exemption 

Australia 2% to Mortgage interest, government 
3% controlled prices, energy prices 

Canada I % to Indirect taxes, food, energy 
3% 

Finland About Housing prices, indirect taxes, 
2% government subsidies 

Israel 8% to 11 % None 

New 0% to Interest and credit charges, 
Zealand 2% commodity prices, govern- 

ment controlled prices 

Sweden 1% to None 
3% 

U.K. 1 % to Mortgage interest 
4% 

12-month percent change 
8 

4-quarter percent change 

a. Objectives are based on CPI-measured inflation with the exception of the United Kingdom, which uses a retail price index. 
b. Bars represent upper and lower bounds of each country's stated inflation objective. 
SOURCES: International Monetary Fund; and J. Ammer and R.T. Freeman, "Inflation Targeting in the 1990s: The Experiences of New Zealand, Canada, and the 
United Kingdom." Journal of Economics and Business, vol. 47, no. 2 (May 1995), pp. 165-92. 

then, tlie FOhlC's a n n ~ ~ a l  inf la t io~~ 
projectio~ls nligllt 1,. consiclered the 
inflation ol?jccti~,c.s of the U.S. ce~ltral 
hank. I-lo\veven lags in the transmis- 
sion bet\\-een Inonetar)- policy anci 
i~lflation are presumecl to be consicl- 
erably longer than the Cornmittee's 
year-alieacl psojectio~ls. Ivloreover, in 
establishing its policies, the Fecleral 
Steser\.e no\\- consiclers m~~l t ip l e  
goals. I-'erh:1ps chief among them is 
tlle state of the economy, :is re- 
vcalccl I)y such indicators as the 
gro\\-tli rate of real GT>I' or the un- 

eriiployment rate. The FOMC's infla- 
tion projections are thus consider- 
ably less th:m a comrnitme~lt by the 
Fecieral Iieselve to achieve a particu- 
lar inflation outcome. 

I<ecently, however, a n~im1,er of 
foreign central banks have I ~ ~ L I I I  to 
estal~lish .peci/ic inflation objectives 
for their ~nonetary authorities. For 
ex~imple, Canada, Finland. New 
Zealanel. S\veclen, and the G.K. have 
all instituted official inflation targets 
in the past five years. In each case, 
tlle central hank has chosen to target 
the trencl gro\\rtl~ in core consumer 

~xices  within a specifiecl range. The 
U.K. has estal~lished one of the least 
ambitious targets, holcling the trenci 
in retail prices less ruortgage interest 
\vithin a fiiirly \vide I% to 4%) banci. 
'The Bank of Canada targets its CS'I 
less foocl, energy, and indirect taxes. 
Currently, the Callaclian inflation tar- 
get is between 1% and 3%, clown 
froru a 2%) to 4% range in the early 
1C)')Os. Perhaps 111ost rigorous is New 
Zealancl's objective, which hopes to 
hold core consumer prices within a 
tight 0% to 2% range. 
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