
Inflation and Prices 

May Price Statistics 

Annualized percent 
change, last: 1996 

I rno. 5 rno. 12 rno. 5 yr. 

Consumer Prices I 
All items 0.8 1.4 2.3 2.7 3.3 

Less food 
and energy 2.1 2.6 2.5 2.9 2.6 

Mediana 3.1 3.0 2.7 2.9 2.7 

Producer Prices 

Finished goods -3.6 -3.9 0.3 1.3 2.9 

Less food 
and energy -3.3 -0.5 0.1 1.1 0.6 

Commodity futures 
micesb 32.5 8.0 -2.9 3.8 -0.7 

D~ i i us~on  Index net percent rislng 

PURCHASING MANAGERS' PRICE SURVEY 
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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. Median expected 12-month change in consumer prices as measured by the University of Michigan's Survey of Consumers. 
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; the Federal Reserve Bank of Cleveland; the Univers~ty of Michigan; and the Commodity 
Research Bureau. 

May marliecl the thircl consecuti\-e 
month that the Consiimcr I'rice 
Incles (CI'I) rose at an annual r.:tte of 
just 0.8%. bringing the ye;tr-to-elate 
average incre;~se to l.fi(H1. Over the 
first five months of the year, the CI'I 
is tracl<ing ;dmost 2 percentage 
points helon. its 1996 average. 
f-lowe\-er. other Ineasures o f  ret:lil 
price movements have lxen ~111,- 

skintially higher. The CI'I less hocl 
arlcl energy goocls is up 7.6%) for 
t h e  !-car. ancl the ~lietlian CI'I has 
increaseel j.0'"i1-:t~,proxi11i~1teIy the 
s:tnIe rates its 1:tst year. 

1'rice behavior at the \vholesale 
le\.el h;ts l ~ e e n  even more sul,di~ecl 
th:ln the CI-'I. The Proclucer Price 
Inclex (1'1'11 declined at a 3.9(H1 an- 
nilal rate during the first five months 
of 1997, following a 2.9% increase in 
1996. Even exclucling foocl ancl en- 
ergy goods, wholesale prices are 
clown 0.5% since knst December. 

Survey clata show the same basic 
patterns. The [Jniversity ol Nlichi- 
grrn's sulvey of households indicates 
that consurners expect retail prices 
i o  j i~mp :tbout 3% over the nest 12 
months, roughly the same increase 

they were projecting at this time 
last yew ant1 not m i ~ c h  clifferent 
from the current trencl in the '*core" 
retail price measures. W11:tt's morc, 
householcls see inf la t io~~ holding 
steacly at this I.;lte over the next five 
to 10 years. 

On the other hiincl, reports from 
~x~sch;lsing managers continile to re- 
veal little i~pward pressure on inclils- 
trial prices. The National Association 
of I'~~rchasing I\IIanagement's price 
inclex h;ts been hovering :troiincl the 
50 mark for most of the past year. 

(cotztincicd 012 ncxtp~fgc)  
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Inflation and Prices (cont.) 
12-month percent change 

ITRENDS I N  THE CPI :  1 2 - M O N T H  P E R C E N T  C H A N G E  
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a. Calculated by the Federal Reserve Bank of Cleveland. 
b. Hor~zontal lines represent trends. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; and the Federal Reserve Bank of Cleveland 

inclicating that ro~~ghl!. the s;ir11e 
percentage of Ixiyers are repot-Ling 
higher prices 21s lo\\.er ones. 

This pear's CI'I performance has 
corne as a bit o f  a s~lrprise to infla- 
tion forecasters. inclueling tlic I'ccl- 
era1 1ieseri.e. The recent 12-nlontli 
trenci increase in tlie inclex. at only 
2.396. is almost i /L percentage point 
helobv the hottom encl o f  the 1007 
range i7rojectecI I>!; the Fecler;il 
O p e n  hI;irket Committee (FONC) in 
I : e I~ r~ ;~ ry .  A lie). question fr~cing tlie 
FC)h,IC is whether this yexr's rlnex- 
pecteclly lo\v CI'I increase is the Ix- 
ginning of' a nm\-, lo\\.er inflatiorl 

trcncl, or  merely a transitory clip in 
the cl21ta that n.ill ultimately turn up -  
\v:trcl again. 

'This is exactly the question that 
tlie ,'core" inflatiotl statistics ;Ire cle- 
signecl to aclclress. For ex;tmple. the 
meclian CI'I is constructeel to follo\v 
the same trencl as the CPI over long 
periods, although at any p;trtiallar 
mornent it should reveal a more 
;~cc~rrate-ant1 rliore stable-re>~cling 
of' the inflation trencl. 

Consicler the most recent 12- 
rnonth perioci. The rise in the medi:un 
CX'I since last year has exceedeel [lie 
clo\\-nu-arc{-moving CI'I 17~' 0.4 pet'- 

centage point. In ktct, the meclinn 
measure appears to h:t\.e heen f'ol- 
lo~ving :I nearly ste:~cly 3%) gro\\.tIi 
trencl since earl!; 1901. In lighr of' 
this clivergence-ancl consiclering 
that over long horizons these two 
incleses tencl to folio\\. tlie s:imc 
p;~th-is i t  more likcl!; tIi:~t the CI'I 
\\.ill acceler-ate o r  t lut  the median 
CI'I \\.ill k~ll? I-Iistorical experience 
k~\.ors the fornier. In 1087. 1992. 1P)011. 
:inel L996-foi1r recent episocles 
\\.hen tlie CI'I fell relati\-e to the 
nieclian CI'I-the CI'I tendecl to ;~c-  
celer:~te 01-er the sul)secl~~ent 12- 
month ixriocl. 
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