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The Consumer Price Index (CPI)
jumped an annualized 4% in March
and has risen 5.2% over the first three
months of 2003. Outsized increases in
energy costs were again responsible
for its rapid rise; the energy sector has
been an aggravating influence on the
accelerating increase (on a year-over-
year basis) in the cost of the represen-
tative consumer’s market basket. After
excluding food and energy, however,
the market basket’s cost increases
have been mostly flat this year and
have shown only a modest 1.7%
increase from last year, a sign that

there has been little underlying infla-
tionary pressure outside the energy
sector. Indeed, the median CPI, an
alternative measure of the general rise
in consumer prices, has been moder-
ating over the past 18 months, and its
current 12-month reading of 2.6% is
the lowest since mid-2000.

Whether the inflation trend will
continue its downward course is un-
clear, of course, but even the most
pessimistic economists do not expect
the CPI's behavior to worsen. In fact,
the highest 10% of inflation forecasts
from the Blue Chip panel of econo-

mists predict a CPI growth trend of
around 3%, the current 12-month
rate. The panel’s consensus forecast
puts the inflation trend down around
2',% over the next 18 months, while
the optimists see inflation moving
down to 1"2% over the same horizon.

From an arithmetic perspective,
the moderation in the underlying
inflation trend has resulted from a
downward tilt in the rate of service
price increases. Excluding energy-
related services, the growth trend in
services prices, which seem to have
peaked around 4% early last year, has

(continued on next page)
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fallen steadily to about 3% since then.
Because such costs account for more
than half of the consumer’s market
basket, this downward trend has
eased inflation in non-energy house-
hold expenses. Meanwhile, the cost
of consumer goods (less food and
energy) continues to show outright
declines—down about 1"2% over the
past 12 months.

The persistent decline in goods
prices has doubtless helped raise the
specter of deflation seen by some
business analysts. Certainly, outright
declines in prices have been occur-

ring for certain goods, like communi-
cations equipment, for some time
now. But deflation of the sort that
usually troubles economists involves
more than price declines in a subset
of goods. Rather, deflation is a condi-
tion in which price declines are seen
across a broad range of goods and
services. Economists seem some-
what divided as to whether such a
deflationary episode is likely in the
U.S. Some of them observe that
the Federal Reserve has the tools
to prevent such an occurrence, but
others are less confident.
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Still, there may be reason to believe,
albeit tentatively, that the downward
slide in consumer goods prices is
coming to an end. Import prices,
which contributed to the drop in con-
sumer goods prices in recent years,
are now showing their largest
increases in about seven years. In ad-
dition, price increases posted by U.S.
manufacturers have been increasing
strongly this year across a range of
industries, a development that is con-
sistent with the price hikes reported
by an increasing share of the nation’s
purchasing managers.
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