
Inflation and Prices 

January Price Statistics 
Annualized percent 

change, last: Year avg. 
I mo. 6 mo. 5 yr. 1995 1996 

Consumer Prices 

All ~tems 1.5 2.9 2.9 2.5 3.3 

Less food 
and energy 1.4 2.3 2.9 3.0 2.5 

Medlana 3.1 2.5 2.9 3.4 2.7 

Producer Prices 

Finished goods -3.5 2.8 1.7 2.2 2.9 

Less food 
and energy 0.0 0.4 1.4 2.6 0.6 

Commodity futures 
pricesb -4.6 -3.5 2.8 5.4 -0.7 

12-month percent change 
1 TRENDS IN THE CPI 

Percent of forecasts 
( DISTRIBUTION OF FEBRUARY BLUE CHIP CPI FORECASTS~ I 

Annualized percent change 

Diffusion index, net percent rising 

"1 PURCHASING MANAGERS' PRICE SURVEY I 

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. Forecast of the Blue Chip panel of economists. 
d. 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; Federal Reserve Bank of Cleveland; the Commodity Reseatch Bureau; National Association of 
Purchasing Management: and Blue Chip Economic Indicators, February 10, 1997. 

Substanrial clcclines in a hanclf~ll o f  
cxtegories contril~uted to milcl in- 
creases in the m:ijor price incleses in 
J:tnuar>.. fillling fi)ocl prices xncl air- 
line kwes. along ~ \ . i r l i  slon-er energ). 
p i c e  g:kins, I~elpecl liolcl the Con- 
sumer I'rice Incles (CI'I) to a season- 
ally :~cljustccl 21nn~l;ll mte of' l.S(Xi. 
Sharp cleclines in foocl prices also 
helpecl pilsh the I)rocl~~cer I'rice 
Incfes (t'f'l) clo\vn. 

The 1'1'1 l o r  finisliccl goocls 
pc)stecl its first clo\vrlticli since Octo- 
1)cr- 1904, tillling j.i(!/i~ fix rlie nionth. 
~ sc l~~c l ing  tlie 1-olatile hocl ancl eu- 

ergy coml7c)nents, however. the I-'I'I 
\vas unchanged :tncl tlie CI'I rose a 
mere I .,4o.i). \vith 1,oth indeses fol- 
lowing a tnoclerating trencl for more 
than a yeas. i%onetlieless, the me- 
dian CI'I's increase of 3.1?4 suggests 
that. at least at the retail le\.el. un- 
cler-lying price pressures h:lve re- 
mainecl stal)le. 

Jieports from pt~rchasing rnan- 
agers l i i t l t  tIlilt tile CIOWII~LISII in pro- 
ducer prices has also S L I ~  its C O L I S S ~ .  

In Ja11~1;u-y. tlie National Association 
ol' I'~1rc1iasing i\Iatl:~gerrient's indes 
rose to its highest level since JLII). 

1995. Still. more than 80%) of those 
s~lrveyecl reporteel no change or :I 

clecre:lse in supplier prices. 
More that1 75?4 of the economists 

p:~rticipating in the latest 131~1e Chip 
sLls\.ey see CPI-me:~s~~recl inflation 
rising in the 2.8'Xi to 3.2X1 range in 
1997. For 1998. the clistril~ution 
chk~nges onl!. sliglltly. \vith nearly 
6O'H/il of the responclents preclicring 
that the incles n-ill remain within :t 

few tenths o f  a percentage point o f  
its five-year a\.erage (2.9%). 

fcoriti?~~ccx/ o ~ ?  ~?e.vtf~ccgc) 
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Inflation and Prices (cont.) 
12-month oercent chanae Percent 

1 2  month percenl change Percent 

1 COMPENSATION GROWTH AND UNEMPLOYMENT 

SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; and Board of Governors of the Federal Reserve System 

The l3lue Chip consensus forecast 
v:tries little from that of the Fecleral 
Open  hlarliet Com~nittee (170MC). 
In his serni:lnni~al report t o  Congress 
in Fehruar).. Feclelxl Reserve Cliair- 
man Alxn Greenspan notecl that the 
central tenclency of policy~naliers' 
1997 inflation projecrions is 2.75% to 
3.0%. The Cl1airm:ln suggested that 
the unusu:~lly goocl inflation our- 
come in 1996 :uncl the cspcctation of 
contini~ecl restmint in 1997 "...owe in 
large part to some tcmpol.ar).i factors. 
of ~1nceri:lin longe\.ity." Specifically, 
h e  noteel that  o or lie^ con~pensation 
costs 1i;lve Ixen helcl clon.11 1,y sav- 
ings o n  emplo).ee hcncfits res~llting 

frorn consiclerable, hut perhaps tern- 
IX"':LIY recluctions in health care 
prices. Over the last two years. the 
Employment Cost Index (ECI) for 
l~enefits has been tracking one f ~ l l l  

percentage point below the ECI for 
\\.ages ancl salaries, after trending 
s~~t>stantially above the rate of \\-age 
gro\vth for nearly eight years. 

More importa~lt, the Chairnl:~~ ad- 
clressecl the apparent hrealiclo\\.n of 
the link between inflat io~~ :inel re- 
source ~lti~iz;~tiot~-r)artic~1;~1.1~~ the 
use o f  labor. During the 1960s ancl 
1970s, capacity utilization sates of 
more than 80% typicall). corre- 
slx)r~cIecl to 2111 acceleration in the 
CI1l. Similarly, when the c~nemploy- 

ment sate fell helow; aboilt 6%. Ixlge 
and price gr*)\vth tenclecl t o  pick up.  

In light of this historical relation- 
ship. o ~ ~ r  current s~~hcl~lecl  inflation 
in the k'nce of high capacity utiliza- 
tion ancl Ion. unemployment lllay 
seem surprising. Greenspan suggests 
that the " ... atypial restraint on com- 
pensation incre:~ses ... appe2trs to he  
mainly tlie consecluence of greater 
\~or l ier  inseci~rity." But he warns 
that this is a "...tempora~y r:lther than 
a lasting phenomenon, hecause 
there is a linlit to the \.slue of addi- 
tional job sec~lrity people ;Ire ~\'.illing 
to exc1i:lnge for lesser increases in 
living stanclarcts." 
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