
Inf2ation and Prices 

November Price Statistics 
Annualized percent 

change, last: 1995 
I mo. 6 mo. 12 mo. 5 yr. avg. 

Consumer Prices 

All items 3.1 2.6 3.2 2.8 2.6 

Less food 
and energy 2.2 2.6 2.6 3.0 3.0 

Mediana 2.8 2.8 2.9 3.0 3.2 

Producer Prices 

Finished goods 4.6 2.8 3.1 1.6 2.1 

Less food 
and energy 1.7 0.8 0.6 1.4 2.6 

Commodity futures 
pricesb -12.1 -12.0 -0.3 2.4 5.4 

Annuallzed percent change from preced~ng quarter 

1 QUARTERLY BLUE CHlP CONSENSUS CPI FORECAST I 

Actual 

December 10,1996 

Percent of forecasts 

12-month percent change 

"1 DISTRIBUTION OF BLUE CHlP 1997 CPI FORECASTS I 

* 
3 6  

Annualized percent change 

TRENDS IN THE CPI 

r 

a. Calcirlated 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. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; the Federal Reserve Bank of Cleveland; the Commodity Research Bureau; and Blue Chip 
Economic Indicators, January 16 and December 10, 1996. 

The Cons~lrner I'rice Incles (CI'I) 
rose 3. L'Xr in Noveml~er, just a bit 
under its mvrage incre:~se of the last 
1 2  months. The nleclian CPI, ~1 

measure of core inflation, aclvancecl 
at a slightly slo\vcr 1 x 1 ~ ~ .  

Neither economists nor policy- 
n~alters foresee the CI'I's gro\vtli rate 
changing m~ich h e ~ ~ v e e n  1996 ancl 
1997. At its July meeting, the Fetieral 
Open blarliet Conllliittee projectetl 
that the indes \vouid rise 1,etwcen 
2?/10/, anci 5% this year, not m~ich ciif- 
f'eretlt from tlie 2.8(!4i t o  3.2%) range 
anticipated I,? more t h n  65% o f  the 

economists responding to Decem- 
ber's 131ue Chip survey. 

l<ecently, 21 fais amount of contro- 
\.essy has surfaced over the CI'I's 
rll,ility to ;~cwrately measure changes 
in the average cost of living. The 
m;ijor ~neas~~rement  problems uncles- 
lying the inclex have been reason- 
:il,ly well ui~tlerstoocl since the first 
"fisecl marltet basltet" intiexes \\-ere 
constructeci. However, because tile 
C1)I is the tx~sis for acljusting roughly 
one-third of all fecleral expentiitures. 
Cl'l "l)ias" has recently pro~~lptecl a 
more Focused discussion of "correct- 
ing" the index in orcler to ease the 

fecleral govel.nn~ent's fisa~l problems. 
A recent report to the Senate Fi- 

nance Committee (procluced by the 
i\tivisory Co~nmission to St~lcly the 
Consumer l'rice Incles) IILICS tlie 
total annnal CI'I bias at 1.1%. The 
components of this bias are be- 
lieyeel to 1,e chnnges in the marliet 
basket clue to relative price changes 
(sul~stitution hias, 0.4%). changes in 
the quality o f  gootls or the intl.ocluc- 
tion of new ones (0.6%). :ullcl 
changes in ~ v l ~ e r e  goocis are pur- 
chased (outlet l~ias, 0.1%). 

(cojltirz~iec/ or1 riextpcigol 
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Inflation and Prices (cont.) 

Estimates of Annual CPI Bias 
(Percentage points) 

Senate Advisory Commission 

Substitution bias 0.4 

New producVquality change 0.6 

Outlet bias 0.1 

Total bias 1 .I 

Range of plausible estimates 0.8 to 
1.6 

Consensus view 
of economists* 0.8 

* Blue Chip panel of economists, July 10, 1995 

Def~cri reduclron billions oi dollars Deb1 reauction billions of dollars 

250 
C] Social Secuiity and retirement progiams 

a. Consensus forecast of the Blue Chip panel of economists, October 10, 1996. 
b. Includes reduction in deficits due to revenues, change in debt service, and other outlays. 
c. Dates in parentheses represent estimation period. 
SOURCES: Toward a More Accurate Measure of the Cost of Living, final report to the Senate Finance Committee from the Advisory Commission to Study the 
Consumer Price Index, Michaei J. Boskin, Chairman; and Blue Chip Economic Indicators, July 10, 1995 and October 10, 1996. 

Index, 1982-84 = 1 0 

While the over:~II t ias  seems 
small, its imp:lct 011 the CIjI could 
be huge if ;tcci~~nulatecl over several 
years. I f  we acljust the Cl'I's pso- 
jectecl gro\vtln rxte clo\vn\\;:lsci 12)~ 

the Colnnlission's bias estim;lte, the 
i~lcles rises al>out one-third less than 
what is currently projectecl by econ- 
omisrs. i\ccoscling to the Congres- 
sional Huclget Office. a potential 
overst:ltenlcnt o f  this m;~gnitucle 
\vo~~l t l  cause the federal govern- 
ment to esceecl its budget by about 
$200 1,illion in the year 2008, cumu- 
1:itivelp aclcling more than S 1 trillion 
to feclel.:tl government debt over the 

* 

1 1-year pcriocI. 
The Commission's report has re- 

ceivecl :t certain amount of criticism 
ancl. : ~ t  the vely least, shoulcl he  
consiclerecl speculative. The poten- 
tially largest bias in the indes comes 
fro111 mismeasurernent of cluality 
clnanges ancl the introduction of 
ne\\. goods, areas that economists 
11a1.e identified as h:lving the poten- 
tial to cause inaccuracies, b ~ ~ t  for 
\\;l~ich very little broad-b;tsecl evi- 
clence has heen collected. In its re- 
post .  the Commission inclicateci 
i\.iclc \:ariation in the amount of 
clu:~lity Iias by component. Nun;- 

EFFECT OF CORRECTING A 1 .l-PERCENTAGE-POINT CPI 
OVERSTATEMENT ON PROJECTED CPI GROWTH 

ever, these estilnates can change 
sharply horn periocl to period and 
may, in certain cases; be negative. 

For tlle mo~nent ,  the Bureau of 
L:il,or St~~fistics (the government 
agency that oversees the construc- 
tion of the CPI) is unliliely to nlake 
;illy s~111st:~ntial changes in the 
incles. Hcsicles its use as a federal 
17~1cIg~t ese:11;1~or. the CI'I is usecl in 
labor :mcl other private contracts 
co\~ering millions o f  tvorlters, Mak- 
ing pernnanent alterations without 
thoroi~ghly i~ntlerst;uncling their im- 
p1ic;ttions co~rld create more prob- 
lems th:ln it solves. 
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