
Infiation and Prices 
12-monih perceni change 

August Price Statistics 
Annualized percent 

change, last: 1995 
I mo. 8 mo. 12 mo. 5 yr. avg. 

Consumer Prices 

All items 1.5 3.2 2.9 2.9 2.6 

Less food 
and energy 0.7 2.7 2.6 3.0 3.0 

Mediana 1.5 2.9 3.0 3.1 3.2 

Producer Prices 

Finished goods 4.0 2.2 2.8 1.6 2.1 

Less food 
and energy -0.8 0.5 1.4 1.6 2.6 

Commodity futures 
pricesb 12.3 2.4 5.2 3.4 5.4 

12-month percent change 
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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 Service. 
c. Upper and lower bounds for CPI infiation 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 Resetve Bank of Cleveland; the Commodity Research Bureau: and Blue Chip 
Economic Indicators, January 16 and September 10, 1996. 

After accelelxting cluring the first 
five ~uonths of the ye:kr, thc inflxion 
inclic:ktors slon.ccl sul,stantially 
through Ac~gc~st. Inflation for the 
year to date is comparable to its 
I995 pace-3(Wi or so. 

T h e  111ost not:~lde deceleration 
has occclrrecl at ille n;holesale level. 
\Vllile the I'roclucer I'rice Incles 
(PI'I) has risen at an :lnnualized 
2.2% rate since I>ecerni~er (a11 in- 
crease silnilar to last year's anel 
:I!IOLI~ hall' 21 percentage point 
higher than iis fi\-e-!.ex trencl). 1%- 

tually all of the upu~arcl pressure has 
come from foocl and energ); items. 
Escl~lcling these two volatile compo- 
nents. the I'PI's increase was ahout 
two percentage points below last 
year's rate. 

Price increases at the retail level 
contill~ie to outpace cost pressures 
from proclucers. The Consumer 
lJrice 111clex (CPI) has climhecl one 
percentage point faster than the PI'I 
to elate in 1996. Since last December, 
the core retail price indexes-the 
~neclian CI'I ancl the CI'I less foocl 

ancl energy-have outpaced the 
core 1'1'1 by more than two percent- 
age points. 

Overall, the recent slowing in the 
inflation inclicators has helpecl calm 
analysts' fears that, after holding 
arouncl the 3% level since 1991, in- 
fl11tio11 had mtchetecl kip. I11 fact, the 
CI'I is :lctually tracking at, or slightly 
I~elow, the lower encl of the Federal 
Open Mzlrliet Committee's midyear 
projection. Accorcling to that psojec- 
tion. the CPI should remain at. or  

fcoi~titi lued ot7 tzextpagcj 
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Inflation and P r i m  (cont.) 
12-monlh percent change 
6 5 I HOUSEHOLD INFLATION EXPECTATIONS 

12-month percent change 
6 5 I HOUSEHOLD INFLATION EXPECTATIONS 5-10 YEARS I 
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SOURCE: University of Michigan. Survey of Consumers. 
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slightly helo\v,  YO in 1997. Septem- 
1x9s  Blue Chip survey of ccono- 
~llists also suggests that nest ye:lr's 
C:I'I i11fl:ltion will holcl aroclncl 30/0 on 
average. Moreo\.er, the proportion 
of econo~nists who anlicipate a sig- 
nificant increase in inflation (aboc~t 
25%) is only r~larginally gre:lter than 
the share expecting ;I significant 
slowclo\\~n ( a l ~ o ~ ~ t  21(%). 

T~ ac .I.' Ling inflation espect:ltions is 

impor-t:lnt for se\.cl.:~l sexsons. M:uny 
I7clieve that monetary policy affects 
most prices only after. :I long and 
varia1,le lag, implying that policy- 
rnakers need to consicler f ~ ~ t ~ ~ r . e -  

not current-inflation when cleli1,er- 
:King al,out potential policy actions. 
Further, Fecleral Reserve Chairman 
Greenspan has clefinecl "price stabil- 
ity" as an environment vihere infla- 
tion does not enter into the cleci- 
sions of households and firms. 

In acldition to econosl~ists' fore- 
casts, inflation expectations can Ile 
gauged fro111 household sclrveys. 
One of these, the IJni~.ersity of 
Michigan's Survey of Consumers, 
has shown an  uptvarcl trerlcl in thil 
average inflation expected hy 
l~ouseholcls over the next 12 months 
as xvell as five to 10 years into the 

fc~ture. That view seems to reflect 
gro\x.ing ~lncertai~lty over the future 
trencl in prices (as eviclencecl by an 
LIP~LISI I  in the st:lntlard deviation of 
year-aheacl inflation expectations). 
The hreakdon~n of householcls' in- 
flation expect:ltions also reveals 
consiclerable dissipation of the opti- 
mism expressecl earlier this year. In 
Jan~lary, about 50% of all house- 
holcls expected that inflation woulcl 
11e 2% or less over the nest 12- 
month periocl. I3y Septemlxr; fewer 
than 40% held that view. 
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