
Inflation and Prices 

February Price Statistics 

Annualized percent 
change, last: Year avg.: 

I mo. 6 mo. 5 yr. 1995 1996 

Consumer Prices 

All ~tems 3.1 3.1 2.9 2.5 3.3 

Less food 
and energy 2.9 2.5 2.9 3.0 2.6 

Mediana 3.4 2.8 2.9 3.4 2.7 

Producer Prices 

F~nished goods -4.4 1.4 1.6 2.2 2.9 

Less food 
and energy -1.7 0.0 1.3 2.6 0.6 

Cornmod~ty futures 
pr lcesb -8.8 -6.7 2.6 5.4 -0.7 

12-monlli percent change 

3 8  ITRENDS IN THE CPI 1 

Percent of forecasts 
70 

DISTRIBUTION OF BLUE CHIP CPI FORECASTS FOR 1998' 

60 t 0 January 10,1997 1 March 10,1997 

1.8-2.2 2.3-2.7 2.8-3.2 33-3.7 3.8-4.2 
Annualized percent change 

Oilfusion index, net percent rising 

JPURCHASING 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 Commod~ty Research Bureau, a Knight-Ridder 
Business lnformat~on 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; Board of Governors of the Federal Reserve System; the Federal Reserve Bank of Cleveland; the 
Commodity Research Bureau; National Association of Purchasing Management; and Blue Chip Economic Indicators, January 10 and March 10, 1997. 

O n  hlarch 25, the Iedelxl Open 
PIarket Committee (FObIC) took a 
s~na l l  :inel perhaps cautious step 
toward monetasy restmint by raising 
the fecler~ll funcls target by per- 
centage point, its first o\.ert policy 
action since January 1996. 111 21 psess 
release, the Committee clescribecl the 
sate hike :IS a psuclent step aimecl 11t 
prolonging the l ~ ~ ~ s i n c s s  espansion 
by maintaining the existing low in- 
f1:ltion r;lte throi~gli the encl of this 
vear ancl nest. 

At the molnent: the inflation incli- 
cators are showing no  cle:tr sign of 
mo~.ing alvay from the 3% trencl 
they have ti)llowecl over the course 
of the current expansion. In Fehr~i- 
2117, the Consun~er Price Illclex (C1'1) 
rose :~t  :t 3.1% a11nu:ll rate. just a 
shacle ;tbove its average since 1991 
(2.9'X)). 7 ' 1 ~  meclian CI'I, n-hich meas- 
ures ilnclerlying inflation, aclvancecl 
at a 3.4Wi pace, btit was still not his 
horn its five-).ear trencl. 

The consensus :tmong econo- 
mists. ho\ve\:er, is th:tt it can take 
tn.o years or Inore for inflation to re- 

s l x ) ~ ~ d  to :L monetary policy action. 
ancl that this lag forces po1icym:ll;ers 
to be for~v-;isel-looliing in their fight 
to keep prices st:tl>le. Incleed, the 
co1nment:lry accompanying  he rate 
hilie suggests that the FOMC's mo\-e 
\IGIS i~ltendecl to hc:lcl off a growing 
[)ote~?lkrl for higher inflation, rather 
than to stem an irnmecliate uptick in 
the price clatx. 

The POMC's central tendency 
~xojection sho\vs CPI gro\vth Iiold- 
ing :I[ just tlncler 3'% this year-:t 

(coi!ti~l~ied 011 I I L J . X ~ ~ L W C )  
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InfZation and Prices (cont.) 
lndex, 1991=1 

20  GOLD PRICES AND THE CPI 

Index, 1991=1 

(FARM REAL ESTATE VALUES AND THE CPI I 

lndex 1991=1 

HOUSING PRICES AND THE CPI 
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2.2 ISTOCK PRICES AND THE CPI I 

a. Handy and Harman base price, New York. 
b. Med~an sales price, existing single-family homes. 
c. Nominal value of land and buildings, per acre. 
d. Standard &Poor's stock price index, composite. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; U.S. Department Of Agriculture, Economic Research Service, Natural Resources and 
Environment Division; National Association of Realtors; Standard & Poor's Corporation; and Metals Week, various issues. 

few tenths of a percentage point 
I,eloxv last yezir's rise. The latest Blue 
Chip sur\.cy o f  economists preclicts 
the inflation trencl \\.ill ren1:iin stead)- 
at arouncl S%I in 1998 as \\-ell. 

The leacling inclic:itors of inflxtion 
continue to he inconclusive ancl es-  
tremely rnixecl. Survey clata from 
purchasing rn:tnagers indicate that 
the net clo~vn\\.;~rcl presscire on costs 
tliay hx\-e clissipatecl, I x i t  as of' yet, 
there has Ixen no significzint ziccel- 
eration in inelustrial prices. 

Economists often cite the price 
movements of' "inflation-lledged" as- 
sets as el-iclence of a growing itlfla- 
tionziry psychology among investors. 
I3ut of these, there appears to be an 
incliczltor fat. eve177 conceival~le point 
of view. Golcl prices, a highly toutecl 
infl;ltiot~ preclictor, 11:tve killen in 
real terms since 1991. ancl sharply so 
since earl). last year. By contmst, me- 
dian home s:lle prices have clim1,ecl 
at ~ipprositn~ite~y the same rate as 
the CI'I since 1993, ancl the price of 

farm 1:lnd has risen t~vice as fast. 
But perh:kps the most tro~~bling incli- 
cator of potential inflation has been 
the dr;lmatic rise it1 equity prices. 
Although higher ecluity v a l ~ ~ e s  (or 
any asset price rise, for that mzitter) 
may reflect "real" clevelopments lilie 
greater economic potential, some 
part of this increase may be zissoci- 
atetl n.ith investor anticipation of 
higher t z o t ~ ~ i t ~ a l  earnings clue to f ~ i -  
ture inflation. 
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