
Inflation and Prices 

June Price Statistics 
Annualized percent 

change, last: 1996 

I rno. 6 rno. 12 rno. 5 yr. avg. 

Consumer Prices 

All items 1.5 1.4 2.3 2.7 3.3 

Less food 
and energy 1.4 2.4 2.5 2.9 2.6 

Mediana 2.8 3.0 2.8 2.9 2.7 

Producer Prices 

Finished goods -0.9 -3.4 -0.1 1.2 2.9 

Less food 
and energy 1.7 -0.3 0.1 1.2 0.7 

Commodity futures 
pricesb -27.7 1.0 -2.4 3.0 -0.7 

12-monlh percenl change 
3.6 

Diffusion index, net percent rising 

IPURCHASING MANAGERS' PRICE SURVEY 1 

Percenl of forecasts 

70  DISTRIBUTION OF ECONOMISTS~ 1998 CPI FORECASTS~ I 
February 10,1997 

July 10, 1997 

1993 1994 1995 1996 1997 1998 Below 2.5 2.5-3.0 Above 3.0 
Annual percenl 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 implied by the central tendency growth ranges issued by the FOMC and nonvoting Reserve Bank presidents. 
d. Blue Chip panel of economists. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statist~cs; the Federal Reserve Bank of Cleveland; the Commodity Reseatch Bureau; the National 
Association of Purchasing Management; and Blue Chip Economic Indicators, February 10 and July 10, 1997. 

111 June, the Consu~ner I'rice Index 
(CI'l) rose :kt a mere l.j(b6 :lnnual- 
ized sate, nearly the s:tme pace it has 
f'ollo\vccl since 1:lst I>ecenlher. In- 
cleecl. the six-month 211-ewge rise in 
the CI'I (I..(i(H>/ir) is the lo\vest six- 
month posting in al~nost 11 1.e:lrs. 

Price incre:~ses S~irther clo~vn the 
prodtiction chain ha\.e ;~lso Ixen 

3 very sul~cluecl. O\.er the p;lst year. - 
the I'rocluces I'rice Incles has re- 
rnainecl essentially ~~nchangecl. :~ncl 

- reports f ro~n  ~xisc1i;tsiing 1nan:Lgcrs 

hint that little ~ip\\-arcl pressure \\ ' i l l  - 
u - - - 

I,e coming frorll inclustry in the irn- 
mecliate f ~ ~ t u r e .  

The moclerate rate of price in- 
crease this ye:kr prompteel the Fecl- 
era1 Open Market Co~nmittee 
(I:OhIC) to revise do\v~~\v;~rcl its 
central tenclency forecast Sor the 
1997 CI'I growth rate-from 
L?'c04~-30/(~ last Febr~iary, to 2% ?(I- 

2Y~0/i1 in July. For next year. the 
f:O?vIC sees the rate of CI'I increase 
in the LMx-3% range. 

I:conomists participati~lg in the 
1Sl~1e Chip survey have also recl~~cecl 

their expect;~tions for inflat io~~. Last 
Febl-u~~l-y. al)out 38% of them prc- 
clictecl that the CI'I \vo~ilcl incre;lse 
more than 3%) in 1998. c(111117:1red to 
only 5%) \vho expecteel gro\vtli 
l,elo\v 2';~~Hl. In J~lly. the shzlre of 
economists projecting that 1998's 
CI'I gro\vth Ixte \\.o~llcl exceecl 3% 
11:~cl klllen to 260/(1, \\.bile the propor- 
tion expecting less than a 2'/LiH1 in- 
crease hacl risen to a17o~1t 12iH/i,. 

In his July semiannual report to 
Congress. 17ecle~.;~l Reserve Chairman 

( co11 t i 11 l1cc I  oti IIC.YI ~JLI,:'c) 
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Inflation and Prices (cont.) 
Annualized f~ve-vear arowlh. oercent 

lb INVESTMENT TREND: REAL PRODUCERS' I DURABLE E~ulPMEN-r 

Four-quarler percent change 

O 1 COMPONENTS OF THE EMPLOYMENT COST INDEX I 

Compensation per hour percent changea 

UNEMPLOYMENT AND COMPENSATION 
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Average unemploymenl rate percent 

Percent of labor force Percenl of Iabci force 

1 JOB SEPARATION RATES 
I50 

a. Fourth quarter over fourth quarter. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; and U.S. Department of Commerce. Bureau of Economic Analysis 

Greenspan notecl thiit monetary 1x11- 
icyrn:tliers "ha\.e been pllzzlecl 
ahout ho\\- an  economy. operating 
at high le\-els and cl~.a\\.ing into enl- 
ployment increasingly less esperi- 
encecl \\-orliers. c:tn still 1>rodi1ce 
subcli~ecl . . . inflation nttes." 

Althoi~gh the relationship Ix- 
tween the cincmployment rate ancl 
the rate of compensation gro\vth has 
l x e n  erratic since 1900. the jol)less 
r:ttc for 1996 (just al>o\-e 5(!41) is asso- 
ci:ttecl ~vith one  of the lo\\-est mtes - - - of co~npenxttion grolvth in the pxst 
15 years i;i17o~it 2%',?4:). In 1964. for , 
esample, when i~nemployment ~ v a s  

- ;ilso iiro~~ncl 5'81, compens:ition 
- grocvtli topped .4O/i 111 1970. a similar 
s 
- 

jol>less n t e  coincicled with compen- 
siltion gro\vth of more than 6%:. ancl 
in 197.i. SYE41 unemployment Lvas 
:issoci:ttecl with a comperlsation 
gro\vth rate of ahout 11941,. . . Ihe Chairman notecl t1i:it se\.eGtl 
fiictors 11x1y l ~ e  helping to hold clo\\-n 
\\-age ancl price increases. Firnls ap- 
pear to I>e profiting from uni~sually 
str-ong prc~di~ctivity gains, which [nay 
ha\.e resultecl fro111 the c:tpitzil invest- 
ment surge of recent years. Gro\vth 
in I)i~siness purcl~ases of ecluipment 
cli~ring the pitst five y e a s  h:ts es -  
cecclecl 10(!4) anni~:~lly-its Ixst per- 
fi)rm:i~lce since the 1 ~ 6 0 s .  

.'Certainly." he  said, "changes in 
tile 11e:tlth care inclustry ancl the 

pricing of I~ealtli services have 
greatly- contril>i~tccl to liolcling clo~vn 
gron-th in the cost of I~enefits, ancl 
hence o\-er:tll lal>or compens:ttion." 
I-Ie also ol~ser\.ecl that jo17 i~~sec i~ r i t y  
is 1xul)at)l~- helping to si~bcluc nxge  
clcm:tncls ztncl citecl several inclica- 
loss, inclutling the klct th:tt "the 
nun~t>er of \\.orliers voluntarily leav- 
ing their jolx to seek other employ- 
lncrlt hits not risen in this period of 
tight 1:1l?or m:trliets." l 'he  c;tution 
here is tI1:it to the estelit th:it these 
f'orccs :u.e tempolxly, "cost anel price 
17ressures \vo111cl tend to  reemerge," 
a situation the I:ecler.:tl Itese1-1.e 
'.pl:lns to monitor closely" this year 
ancl nest. 
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