
Inflation and Prices 

April Price Statistics 
Annualized percent 

change, last: 1996 
I mo. 4 mo. 12 mo. 5 yr. avg. 

Consumer Prices 

All l t e m s  0.8 1.5 2.5 2.8 3.3 

Less food 
and energy 3.6 2.7 2.6 2.9 2.6 

Mediana 3.6 3.0 2.7 2.9 2.7 

Producer Prices 

Finished goods -7.0 -4.0 0.8 1.4 2.9 

Less food 
and energy -1.7 0.2 0.6 1.3 0.6 

Commodity futures 
pricesb -4.1 2.3 -5.2 3.4 -0.7 
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1 PURCHASING MANAGERS' PRICE SURVEY I 

12-month perceni change 

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 inflation path as impiied 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; National Association of Purchasing Management: 
and the Commodity Research Bureau. 
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Retail prires incllecl i ~ p  i l l  ilpril ;it LIII 

annu;ilizecl 0.S'Ki. nflile \\-holesale 
prices actiialiy cleclinecl 7.0'!41. In- 
cleecl. tile April niimI>ers estc~icl the 
gener;~ll)- mocle~ite gro\vth rate of 
prices seen since the heginning of 
the yelir. li.:ir to elate, thc Consumer 
f'rice Incles (C1'1) is 1117 ;u1 ;i~xiu;~I- 
izecl 1.5(H1-less th~in h:~lf its 1906 
a\.erage increxse ( ?.?'%I). 

A sul,stantial share of this ).ear's 
clown\v:ircl pressure on prices. I>oth 
retail :incl \\.holesale. originateel in 
the highly \.ol:ttilc (i)ocl :mcl energy 
areas. I,oth ol' \\-llich sho\vetl net 

CPI AND CORE INFLATION 

clcclines during the first four months 
o f  1997. ?'his has obviously I ~ e e n  a 
\\.elcome trend for U.S. hoiiseholcls 
ancl I>~isinesses. Still, the clrops in 
Coocl ;~ncl energy costs. \\-hich \\-ill 
not continue inclefinitely. inasli the 
1,ro:iclly 1,xsccl inflation that the Fecl- 
e ~ i l  Reserve hopes to control. 

It is cliit'icult to gauge the 2imount 
o f  unclerl~.ing or "core" i~lflationary 
~ X ~ S X I I - ~  il l  the economy; ho\\.e\.er, 
t \ \ - o  llleasures. the CPI less foocl :mcl 
energ). xncl the meclian CI'I. are ris- 
ing :U ne:irl>. the sarne pace in 1997 
:is the!- a~.er.agecl in 1096 (aro~incl 

2.75'W)). Ii;~rlier this year. the Fecle~ll 
C)pen ,\'I;irl<et Committee, the chief 
p o l i c y m a l i  arm of the Feclelal Ke- 
sert-e S!.stem, projecteel consumer 
price increases hetxveen 2.75%) :ind 
j06 for 1997. 

IIo\v one juclges the economy's 
inflation:il->. trencl clepentls on onc's 
[>:irticu!:~r \-:inrage point-price in- 
crciiscs in the ~n:ln~ikict~~ring sector 
seem signific;intly less than those in 
the nonmanukicturing economy. Re- 
!x)ris froln p i ~ ~ h a s i n g  managers 
11a\,c kiilecl t o  reve:il any net ~~p\varcl 

(cot//itr~iec/ or/ t/e.~t pcigei 
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Inflation and Prices (cont.) 
12-month percent change 12-month percent change 

4 5  1 CPI LESS FOOD AND ENERGY GOODS VS. SERVICES 

Index 1992 = 100 

. Services less iood and energy I 

120 
Percent oi  GDP 

SHARE OF OUTPUT: GOODS VS. SERVICES OUTPUT PER HOUR: GOODS VS. SERVICES 1 
70 t Goods 

Services 

a. Services product~v~ty is output per hour in the nonmanufacturing sector, calculated by Heinemann Economic Research, Great Neck, N.Y. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; U.S. Department of Commerce. Bureau of Econom~c Analysis; and Heinemann Economic 
Research. 

movement in prices for :tl~out t\\.o 
years, ancl that impression is largely 
sitp~x)rtecl by the slight o\-er~tll rise 
in the I'rocluces l'sice Incles less 
food ancl energ). o\.er the espan- 
sion. l.ilie\vise. price incre:tses for 
goocls continue ivell I)clo\v those fix 
services. i\t the retail le\.el (esclucl- 
ing foocl xncl energ).). the rise in 
goocls prices has been running sev- 
eral percentage points l>elon. that 
for ser\.icc prices. 

The large cliscrepancy is some- 
thing of :tn enigma h r  economists- 

:inel :t 17sol>le1n for policymaliers. It  
m;ly be t l l ~ t t  the economic filnclrr- 
mcntals I>ctween these tn-o I,roacl 
cl:tssii'ic;itions are clifferent. so  tlist 
goocls ;KC :tcti~ally I~ecoming less es- 
pensi\.e relati\.e to se~vices. This clif- 
ference may also reflect :i me:tsuse- 
Inen[ pro1,lem: 'The price of a goocl 
1112)- I)e rn~lch easier to me;tsilre th:~n 
the price of an  intzul~gihle ses\,icc. 
F .  I he challenge for policym:tliess is 
th~tt it' \ve are overestimating the 
prices o f  ser\.ices, we llliist IIe un- 
clcrcstililating their procli~ction, 
I\-hich suggests t k ~ t  U.S. inflation is 

lon.er-xncl 1.7,s. gron.th highes- 
than tlte of'f'iciai statistics state. 

I t  is certainly curioi~s that reportecl 
1"-oclucti\-it)- in the goocls sector con- 
tinues to she\\- impressive gains. 
n-ilile psocl~~cti\-it>- gro\x.tl~ in the 
service sector has I:tngi~isliecl. This 
potcnti:tl ni~easurerncnt error ma). 
r c p s e x c ~  :t gro\\.ing inacciiracy in 
gauging I i.S. econornic perlorm- 
ance. 'I'llirt!. years ago. the scr\.ice 
sick of the cconomy accoilntecl for 
less tllan 5006 of n;itional o i~tput ;  
tocl;~).. t11;it sll:lse is alrnost (,O'X.i,. 
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