
Inflation and Prices 

May Price Statistics 
Annualized percent 

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

Consumer Prices 

All items 3.9 4.1 2.9 2.9 2.6 

Less food 
and energy 3.0 3.0 2.7 3.2 3.0 

Mediana 2.9 3.0 3.0 3.1 3.2 

Producer Prices 

Finished goods -0.6 2.6 2.3 1.5 2.1 

Less food 
and energy -0.4 0.3 1.5 1.7 2.6 

Commodity futures 
p r i c e s b  0.0 13.8 10.5 3.6 5.4 

Difiusion index, net perceni r~sing 

Percent change annual rate 
9 

[MEDIAN CPI BREAKPOINTS~ 

PPI manuiacturing, annual growth rate, percent 

1 2 3 4 5 6 7 
CPI, annual growth rate, percent 

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. Horizontal lines represent trends. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; Board of Governors of the Federal Reserve System; the Federal Reserve Bank of Cleveland; 
National Association of Purchasing Management; and the Commodity Research Bureau. 

'The Consiinwr ['rice Incles ( CI-'I) 
continueel to accele~lte in May. ris- 
ing at :ln annual rate o f  3.9% ancl 
contributing to ;I year-to-date in- 
crease of 4.1%. l'his represents a 
substa~lti:ll de te r io~~ t ion  tl.0112 the 
2.6% rate ol>ser\.ecl in 1995. I-Io~v- 
ever, ~niich of the ~~pt ic l i  has been 
attributecl not to actu:~l ~~nderl\.ing 
inf'kltion. I>ut to tmnsitor). shocks in 
the typicall\. \.olarile energy ancl 
food cot~~ponents .  Wllcri these 
itenis are excludeel from the incles, 
its annc~alizecl, year-to-ci:ltc. growll~ 

is iclentical to 1995's rate. The me- 
clian CPI through May is actually 
l>clow last year's posting, but shows . 
no clear signs of straying from the 
3.1% path it has followed for the last 
five years. 

I-'roclucer-level prices provide a 
more optimistic picture of current 
inflation. The Producer Price Incles 
(1'1'1) and the purchasing man:lgers' 
price incles both suggest only mocl- 
erate ~ ~ p \ ~ i r c l  pressure. The PI'I :inel 
the PI'I less foocl ancl energy each 
receclecl slightly in May, ancl \vtlen 

footl ancl energy items are excluclecl. 
the inclex has remained essentially 
i~nchangecl this year. In addition, the 
I'PI grobvth rate is more than t\vo 
percentage points below last year's 
r-ate. Similarly, purchasing managers 
have generally reportecl prices to I,e 
Ellling or holding steacly since late 
last ye:m 

Recent ~nodemte  price behavior 
at the inclustrial level prol,al>ly re- 
veals more ahout conclitions specific 

(coi~titztrcd ot? t7(',~.tp~zge) 
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Inflation and Prices (cont.) 
12-month percent cliange 
3 6 

FOMC'S CPI GROWTH PROJECTIONS 

Percent o i  lorecasls 
70 

Index. 1982-84 = 1 
1.59 

1.50 
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FOMC'S IMPLIED CPI PATH 

- 

- 

- 

- 

- 

Percent of iorecasts -- I DISTRIBUTION OF ECONOMISTS' 1997 CPI FORECASTSC I 

15-1 9 2.0-2 4 2 5-2 9 3 0-3 4 3.5-3.9 1.8-2.2 2 3-2 7 2.8-3.2 3.3-3 7 3 8-4 2 
Annuallzed percent change Annualized percent change 

a. 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. 
b. 2.2% annualized growth represents a reference point between current CPI growth and the upper bound of the FOMC central tendency. 
c. Consensus forecast of the Blue Chip panel of economists. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; Board of Governors of the Federal Reserve System; and Blue Chip Economic Indicators, 
January 16 and June 10,1996. 

to manufrict~~rers than aI>out gener;il 
inflationary trencls. Incleed. since 
1990, the correlation I,et\veen m;lnLI- 
f : .  ,ict~lring pricesand retail prices has 

l>cen \veal<. LVhile CI'I gro\\.th has 
hovered :iro~lncl 2 %Yo to 3%). rnanLl- 
factusing prices have fluctc~atecl 
.cviclely, fro111 a lo\v of about - I  '/L% 
in 1991 to nearly 3?0 last year. 

The CI'I continues to cli~nl, t o -  

w r d  the upper bouncl of the centlxl 
tenclency r.;unge projectecl I)y Fecleml 
Reserve officials for 1996. When the 
rangc x a s  announcecl in Pet7r~1al-y. 
:in iipper limit of 3.0'Xr appe:irecl 

much less optimistic than it ciocs 
toclay. An annualizecl gro\vth Itlte of 
n o  more than 2.2% for the remain- 
clcr o f  1996 would be  recluirecl for 
the CPI to end the year within the 
Feel's projected range. 

It appe:arstthat many econo~nists 
have 1,ecome more pessimistic 
:il)out price trends for 1996. In Janu- 
ary. approximately 65% of the H I L I ~  
(:hip panel expected the sate of re- 
t;iil price i~lcreases to remain I>elo\v 
3% this pear. By June, only 59% lleltl 
1l1at view. The percentage anticipai- 
ing that the inflation rate wo~lld stay 

l~elo\v 2.5Vi1 clropped from H.i(?41 to 
less th:an 2%) 01-er the sariie period. . , rhis increased pessimism has 
not, ho\ve\.er, been as clearly re- 
flectecl in the forecasts for 1997. In 
June. more than half o f  the 131~1~  
Chip economists predicted that the 
CI'I \v\iould kill into the 2.8% to 3.2% 
range nest year. co~nparecl \vith 
onl). 36% in J;inuary. The 1-a11l<s of 
those e s~cc t ing  gro~vth above 3\',?4> 
ant1 those w f ~ o  anticipate Iess thzun :i 

2'/,%1 rise ha\re I~oth cl\\~indlecl since 
January. 
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