
Inflation and Prices 

March Price Statistics 
Annualized percent 

change, last: 1995 
I mo. 3 mo. 12 mo. 5 yr. avg. 

Consumer Prices 

All items 4.8 4.0 2.8 2.9 2.6 

Less food 
and energy 3.7 3.5 2.9 3.2 3.0 

Mediana 2.9 3.1 3.2 3.1 3.2 

Producer Prices 

Finished goods 6.7 2.8 2.4 1.5 2.1 

Less food 
and energy 1.0 0.3 1.9 1.7 2.5 

Commodity futures 
pricesb -1.3 6.9 6.2 2.5 5.4 

12-month percent chanqe 

Index 

IUU I PURCHASING MANAGERS' PRICE SURVEY I 

Percent o i  forecasts 

jJ I DISTRIBUTION OF ECONOMISTS' 1 9 9 7  CPI FORECASTS~ 1 

Annual 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. 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. 
d. Consensus forecast of the Blue Chip panel of economists. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; the Federal Reserve Bank of Cleveland; the Commodity Research Bureau; the National 
Association of Purchasing Management; and Blue Chip Economic Indicators, January 16 and April 10. 1996. 

After a string of small increases, 
consumer prices have risen more 
quicltly in the past se\,eral rnonths. 
During the first cliiarter of 1996, the 
C o n s ~ ~ m e r  Price Inclex (CI'I) rose at 
an allnc~alizecl r:ite of /t.O(%, 1.4 per- 
centage points :ilx)vc its 1995 aver- 
age. Such large sv.ings in price clata 
LLSe COI11111011. 1110~f:h. ;111~[ d0 IlOt 
necessarily ~narlt tlle I~eginning of 
greater inl1:itionasy ~ ~ r e s s u x s  In 
fact, tile 111eclian CI'I-:in estimzite 
of t h e  economy's c~ncleslying infla- 
tionary tr-encl-rose a n  ;inncializecl 
2.9% in .\larch :inel 3.1?/0 cl~iring the 

first three ~nonths  of 1996. a pace 
virt~lally indistinguishable from its 
a\.erage of the past five years. 

I'rice increases coming from the 
inclc~strial sector, where procluction 
gains have been meager since last 
scimlner, have been more moderate. 
Exclueling prices for food ancl energ3; 
(the latter comnloclity being par-ticu- 
larly troi11)Icsorue this ycar), proclucer 
prices showeel essentially 110 change 
dclring the first cluarter. Sirr~ilarly, the 
share of pcu-chasing rnallagers report- 
ing increasing price pressures re- 
mainecl at a five-year low. 

The 12-month CI'I trencl, at 2.8%, 
is near the miclpoint of the central- 
tenclency range projected by Federal 
lieserve officials for 1996 (2.75% to 
3Y)). While that view \iappearecl 
sonlewhat optimistic earlier this 
year, an incse:tsing n~lmber of econ- 
omists no\v expect inflation to re- 
n1~1in at, or very near. this range over 
the foresee:ible future. In J:inuary! 
45%) of the Blue Chip panel thought 
that the rate of retail price increases 
\voulcl move :ibove 3% in 1997; 
toclay. less tlxln 300/;, l~olcl that \.iew. 

(cotltitrlrcd otl nevtprigo) 
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Inflation and Prices (cont.) 
Four-quarter percent change 
7 ,  

Four-ouarter rnovlno averaae, oercent increase 

Four-quarter percent change 

1 EMPLOYMENT COST INDEX AND CPI INFLATION 

12-month percent change 
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a. For all employees in nonfarm business. 
b. Includes wages, salaries, and employer costs of employee benefits for all civilian workers. 
c. Wage and benefit cost adjustments for collective bargaining settlements covering 1,000 or more workers. 
d. Mean expected 12-month change in consumer prices as measured by the University of Michigan's Survey of Consumers. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; DRI/McGraw-Hill; and the University of Michigan. 

Moreover. the espectation that infla- 
tion xvill he signific;tntly recluced by 
next year seems to be g:lining sup- 
port. compareel with Janua~y, when 
only 3% of the economists surveyed 
saw 1997 retail inflation moving 
below 2.25'!41, ilpril's results show 
15% expecting this outcome. 

The helinvior of wage groxvth is 
sonletilnes presun~ecl to indicate ~ L I -  
tctre inflationary pressure (although 
the evicience for silch a I~elief is less 
than compelling). The theories link- 
ing wage increases to future inflation 
are  among the Inost p:lssionately cle- 
brttecl 11y economists: Some vie\\- 

wage growth as a cost that ultimately 
"pushes" prices up, while others 
consicier wages to be set by for~x~ard- 
looking xvorkers, whose inflation 
forecasts tend to be fairly accurate. 
Regardless of cause, the recent 
groxvth pattern of wages provicles lit- 
tle season to anticipate substantial 
near-term inflation changes. 

While hourly compensation has 
risen recently (up Illore than 4% 
cluring the past four quarters), com- 
pensation more broadly defined in- 
creased slightly less than 3% during 
that periocl (not much clifferent 
from the recent CPI trend). Lilie- 
wise, ctnion-negotiated wage scttle- 

ments, though marginally higher in 
the past few years, have heen l~olcl- 
ing steacly at a ro~~ncl  2.5% in recent 
quarters, even for life-of-contract in- 
creases extencling over three years. 
Indeed, one  of the few inclications 
of higher near-term inflation cornes 
fro111 householcls, which anticipate 
inflation of over 4% for the next 12 
mo~lths. While this is up a bit from a 
few e months ago, and is substantially 
higher than the current inflation 
trencl, householci survey clata have 
been warning of an (~111realizecI) in- 
flationary c~pticli for most of the past 
four years. 
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