
The Economy in 1992

The economy began to exhibit renewed
firmness in 1992, overcoming a host of
impediments that were working to
retard the growth of activity. With the
strengthening of growth in the second
half, to an annual rate of more than
4 percent, the rise in real GDP over the
year cumulated to 3.2 percent, the
strongest gain since 1988. Employment
also picked up in 1992, but rather
slowly; the unemployment rate rose
further in the first half of the year but
thereafter followed a course of gradual
decline. Inflation continued to trend
lower over the year.

The growth of household and busi-
ness expenditures picked up appreciably
in 1992. Households began to spend
more freely on motor vehicles and other
goods, and their purchases of homes
also strengthened, spurring additional
gains in residential construction. Busi-
nesses began investing more heavily in
new equipment; much of the gain went
for computers and other electronic
equipment embodying new technolo-
gies. Business outlays for nonresidential
construction declined, on net, over the
year, but by a much smaller amount than
in 1991. In total, the final purchases of
households and businesses rose about
4V2 percent in real terms in 1992, after
declining in each of the two previous
years; the gain was the largest in eight
years. By contrast, governments at all
levels continued to be burdened by huge
budget deficits in 1992, and for a second
year their combined purchases of goods
and services changed little in real terms.
In addition, export growth was slowed
by weakness of activity in several for-
eign industrial economies; despite im-
provement in the second half, the rise in

real exports of goods and services over
the year, 5 percent, was the smallest
gain since 1985. Meanwhile, the faster
growth of domestic spending pushed up
the growth in imports of goods and
services to 9lA percent in 1992.

Further progress was made in reduc-
ing inflation last year. The consumer
price index excluding food and
energy—a measure widely used in
gauging the underlying trend of
inflation—increased about 3!/2 percent
over the four quarters of 1992; this was
a full percentage point less than the
increase during 1991. The total CPI rose
about 3 percent over the four quarters of
1992, almost the same as in the previous
year; energy prices, which had fallen
sharply in 1991, turned up slightly this
past year, while increases in food prices
were quite small for the second year in a
row. Except for 1986, when the CPI was
pulled down by a collapse of world oil
prices, the increases of the past two
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years are the smallest in a quarter
century.

The Household Sector

The financial condition of households
improved in 1992. Income growth
picked up a little in the aggregate, the
strains on household balance sheets
eased a bit, and the spirits of consumers
brightened markedly toward year-end.
Growth in consumer spending followed
a stop-and-go pattern through midsum-
mer, but the gains thereafter were
steadier and fairly sizable overall.
Spending for residential investment also
advanced over the year, by a consider-
able amount in total.

The aggregate wealth of households
appears to have increased further during
1992. The value of households' finan-
cial assets rose moderately, and the
value of residential real estate also
moved up, on average. On the liability
side, households remained cautious in
taking on new debt in 1992, and the
burden of carrying debt continued to
ease because of restrained growth in
the volume of debt outstanding and
further reductions in interest rates,
which facilitated the ongoing substitu-
tion of new, lower-cost debt for old,
higher-cost obligations. The incidence
of households experiencing loan-
repayment difficulties diminished over
the year.

Income growth picked up moderately
in 1992. Wages and salaries rose nearly
AVi percent in nominal terms, after a
gain of only 2V* percent in 1991. In
addition, proprietors' incomes benefited
from the strengthening of economic
activity, and, with corporate profits on
the rise, the dividends paid to sharehold-
ers more than reversed the decline of the
previous year. Transfer payments, which
had soared as the economy softened

in 1990 and 1991, continued to grow
rapidly in 1992. By contrast, interest
income trended sharply lower, as the
rates of return on household deposits
and other financial assets fell further.
Total after-tax income got a temporary
boost in 1992 from an adjustment of
federal tax withholdings that took effect
at the start of March. With inflation
low, real disposable personal income
increased nearly 2V2 percent over the
year—not a large gain by past cyclical
standards, but nonetheless the biggest
since 1988.

Real personal consumption expendi-
tures rose about 3x/4 percent over the
four quarters of 1992, after essentially
no gain over the two previous years.
For a considerable part of 1992, the
increases in spending were interspersed
with stretches of sluggishness. A surge
in consumer expenditures early in the
year was followed by listlessness during
the spring, and a second jump in spend-
ing around midyear was followed by
still another bout of slow growth during
the summer. However, the last few
months of the year brought fairly sizable
advances, boosting the growth of con-
sumption expenditures to a rate of about
43/4 percent in the fourth quarter.
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Consumer expenditures for motor
vehicles increased 8I/2 percent over the
four quarters of 1992. A large portion of
the gain came in the fourth quarter,
when sales of new vehicles were
boosted by special promotional incen-
tives and, apparently, by a growing per-
ception among consumers that better
economic conditions lay ahead. More
than likely, some fundamental support
for sales came from the replacement
needs of persons who had put off buying
new vehicles during the recession and
the early phases of the recovery.

Spending picked up during the sec-
ond half of 1992 for many items other
than motor vehicles, with notable gains
in categories in which an element of
discretion typically enters into house-
holds' purchasing decisions. Real out-
lays for furniture and household equip-
ment rose at an annual rate of about
15 percent in the second half of 1992,
and real expenditures for apparel
climbed at more than a 10 percent rate.
In total, spending for consumer durables
other than motor vehicles grew almost
10 percent in real terms over the four
quarters of 1992, after declining in each
of the two previous years. Real outlays
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for nondurables, which also had fallen
in both 1990 and 1991, rose more than
3 percent in the latest year. Real expen-
ditures for services increased about
2 percent during 1992, slightly faster
than in other recent years.

The personal saving rate (the share of
disposable income not used for con-
sumption or other outlays) rose moder-
ately in the first half of the year, when
concerns of households about the
prospects for the economy apparently
led them to adopt more cautious atti-
tudes toward spending. The rate then
turned down in the second half of the
year as consumers began to spend more
freely. The fourth-quarter rate was
slightly below the average for 1992 but
well within the range of quarterly obser-
vations seen over the past several years.

Real outlays for residential invest-
ment rose almost 15 percent during
1992, climbing to a fourth-quarter level
nearly 24 percent above the recession
low of early 1991. Most of the 1992 rise
in residential investment came in the
form of increased construction of single-
family housing units, which benefited
from the further net reduction in mort-
gage interest rates over the course of the
year. Outlays for home improvements,
which make up about one-fifth of total
residential investment, also increased in
1992, after declining in each of the three
previous years; repair of the damage
caused by Hurricane Andrew accounted
for part of that gain. By contrast, multi-
family housing remained depressed;
high vacancy rates and unfavorable
demographic trends continued to be big
obstacles to new construction activity in
that portion of the market.

As with consumer spending, the gains
in single-family housing activity tended
to come in intermittent bursts through
much of 1992. Sales of new homes
surged early in the year, weakened in
the spring, surged again during the sum-
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mer, and then flattened out in the fourth
quarter; on net, the increase over the
year amounted to about 15 percent.
Mortgage interest rates, although lower
than in 1991, exhibited some mild
swings during 1992, and these swings
appear to have contributed to the fluctu-
ations in home sales. Proposals early in
the year for a tax credit for first-time
homebuyers also may have affected the
timing of purchases to some degree.

Construction activity in the single-
family sector also had its ups and downs
in 1992, influenced by unusual weather
patterns as well as by the fluctuations in
sales. Even so, the trend over the year
as a whole was decidedly upward, and
the average level of starts in the fourth
quarter was about 20 percent above that
of a year earlier.

Nonetheless, by the fourth quarter of
1992, starts in the single-family sector
had retraced only part of the decline that
took place in the late 1980s and early
1990s. Strong impetus for recovery was
provided by the declines in mortgage
interest rates, which were considerably
lower in 1992 than they were in 1986,
when single-family starts were at their
most recent annual peak. However, a
number of other developments contin-
ued to retard the recovery of housing
activity. Uncertainties about job pros-
pects no doubt deterred some buyers
from taking advantage of the lower rates
on home mortgages. More broadly,
demographic trends in 1992 were less
favorable to growth in the demand for
single-family housing than were the
trends of the mid-1980s. The declines in
house prices in a number of regions in
recent years—and the more general lack
of any real price appreciation to speak
of—also may have affected demand to
some extent; certainly, housing was no
longer viewed by potential buyers as the
sure-fire, high-yield investment that it
was once thought to be.

Builders, for their part, remained
a little cautious in 1992, as did the
lenders who finance new construction.
More often than in the past, houses
tended to be started only when a buyer
was lined up; eagerness to build in antic-
ipation of future sales was not widely
apparent.

In the multifamily sector, the number
of units started in 1992 was about
75 percent below the peak rates of the
mid-1980s; the sector accounted for
only 6 percent of total residential invest-
ment in 1992. The overbuilding that had
occurred in the multifamily sector in the
mid-1980s led to high vacancy rates
that stymied activity thereafter. In that
regard, only limited progress was made
in reducing vacancy rates for multi-
family rental units in 1992, despite the
greatly diminished level of new con-
struction. Declines in the population of
young adults continued to hold down
the speed at which the excess supply of
space could be worked off.

The Business Sector

The past year brought moderate in-
creases in activity in the business sector
of the economy. Production, sales, and
orders rose, on net, over the year, and
business profits continued to swing back
up from the recession lows of 1991.
Many businesses continued to undertake
major structural changes designed to
cut costs and enhance efficiency; the
changes were manifest both through
reorganization of existing operations
and through investment in new technol-
ogies. Businesses also continued to
shore up their finances, trimming away
debt and building equity. Financial pres-
sures persisted in the business sector
in 1992, but, in general, they seemed
to become less acute as the year
progressed.
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Industrial output rose more than
3 percent from December 1991 to
December 1992. Production fell in the
first month of 1992 but then picked up,
rising about XA percent per month from
February through May. During the sum-
mer, the expansion of activity seemed to
be losing momentum; orders and ship-
ments fell slightly, on net, from May to
August, factory inventories backed up a
little, and industrial production essen-
tially flattened out over a four-month
stretch. However, orders and shipments
began moving up once again in Septem-
ber, and they increased considerably in
the fourth quarter. Industrial production
also picked up once again in the fourth
quarter, rising at an annual rate of about
7 percent over the final three months of
the year.

Business profits, which had taken
a turn for the better late in 1991,
improved further during 1992. The oper-
ating profits earned by nonfinancial cor-
porations from their domestic opera-
tions rose 18 percent from the final
quarter of 1991 to the third quarter of
1992, and a further gain seemed implicit
in the available data for the fourth quar-
ter. (An actual estimate of fourth-quarter
profits was not published by the Depart-
ment of Commerce until late March,
after this REPORT had gone to press.)
Profits of these firms were lifted, in part,
by further increases in the volume of
output. In addition, tight control over

costs led to increases in profits per unit
of output. Unit labor costs of nonfinan-
cial corporations rose only slightly from
the start of the current economic expan-
sion to the third quarter of 1992, and net
interest costs declined sharply over this
period because of lower interest rates
and restraint in the use of debt. The
domestic profits of financial corpora-
tions were strong in the first half of 1992
but were severely depressed in the third
quarter by the unprecedented losses that
insurance companies suffered in the
wake of Hurricane Andrew; in the
absence of the hurricane, profits in the
financial sector would have increased in
the third quarter.

The economic condition of smaller
companies also seemed to improve
somewhat in 1992. The estimated rise in
the profits of nonfarm proprietors over
the year was the largest annual gain
since the mid-1980s; increases had been
relatively small over the three previous
years.

The net income of farm proprietors
turned back up in 1992 after a moderate
decline in 1991. Farm output rose to a
record high in 1992, with strong gains
for both crops and livestock. Prices,
meanwhile, lagged year-earlier levels
through much of 1992, but most of that
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slippage in farm prices already had
taken place by the start of the year; the
average level of farm prices in Decem-
ber 1992 actually was about the same
as that a year earlier. Farm production
expenses were little changed for a sec-
ond year as farm operators, like their
nonfarm counterparts, continued to
maintain tight control over costs.

Business investment in fixed capital
rose about 8 percent in real terms during
1992, more than reversing the decline of
the previous year. Spending for equip-
ment increased in each quarter of 1992,
and the gains cumulated to about
121/2 percent by the fourth quarter; with
spare capacity still extensive in most
industries in 1992, much of the gain in
equipment spending over the year prob-
ably was a result of the desire of busi-
nesses to modernize their operations.
Meanwhile, nonresidential construction
spending, which had plunged 14 percent
in 1991, fell by a much smaller amount
in 1992—23/4 percent according to the
estimate in the latest GDP report.

Increased spending for computers was
at the forefront of the rise in equipment
outlays in 1992. In terms of annual aver-
ages, the nominal outlays for office and
computing equipment rose nearly
17 percent; the gain in real terms was
much greater still, as technological

advances and competitive market condi-
tions combined to continue driving
down the price of real, effective comput-
ing power. Businesses also boosted their
outlays for telecommunications equip-
ment, especially in the second half of
1992. Spending for motor vehicles
strengthened in 1992, and investment in
industrial equipment edged up after
three years of decline. Spending for air-
craft traced out a volatile pattern during
1992 and, for the year as a whole, was
down only moderately from the high
level of 1991; at year-end, however, the
prospects for such spending did not
seem encouraging, given the losses that
had been experienced by airline compa-
nies and the related cancellations and
stretch-outs of orders that had been
reported.

The moderate decline in nonresiden-
tial construction outlays during 1992
reflected some widely divergent trends
across the various types of construction
activity. Spending for new office build-
ings fell sharply further during the year,
to a fourth-quarter level that was more
than 60 percent below the peak of the
mid-1980s. In addition, real outlays for
industrial structures declined in 1992 for
the second year in a row, influenced, no
doubt, by the current high levels of
unused industrial capacity and by the
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ongoing trend toward tighter control of
inventories and concomitant reductions
in needed storage space. Annual outlays
for oil and gas drilling also fell further
in 1992; a rise in drilling in the year's
final quarter probably was prompted
mainly by a year-end phaseout of cer-
tain tax incentives, although some drill-
ers may also have been responding to an
upturn in natural gas prices over the
year.

Other types of construction activity
fared better in 1992. Spending for com-
mercial structures other than office
buildings moved up over the year, after
sharp declines in both 1990 and 1991,
and the outlays of utilities rose apprecia-
bly, boosted by environmental require-
ments as well as by further moderate
additions to capacity. Increases in con-
struction spending also were reported
for various types of institutional struc-
tures, such as hospitals.

The Government Sector

Government purchases of goods and ser-
vices, the portion of government spend-
ing that is included in GDP, increased
slightly in real terms over the course of
1992, after declining slightly during
1991. Federal purchases fell about
3/4 percent in real terms over the year, as
a further decline in real defense pur-
chases more than offset a small increase
in real nondefense purchases. State and
local purchases of goods and services
increased about Wi percent during
1992, a rise slightly larger than in 1991
but still well below the rates of increase
seen through much of the 1980s.

Governments at all levels continued
to be plagued by severe budgetary
imbalances in 1992. At the federal level,
the unified budget deficit rose about
$20 billion in fiscal year 1992, to a level
of $290 billion. With the economy grad-

ually strengthening, the rate of increase
in federal receipts picked up a little, to
3V2 percent, from only 2lA percent in
fiscal 1991. However, spending once
again rose faster than receipts; total fed-
eral outlays were up AV2 percent in fiscal
1992, after a rise of nearly 53/4 percent
in the previous fiscal year.

The rates of growth in total spending
in 1991 and 1992 may well understate
the degree of upward momentum in fed-
eral outlays in those years. In 1991, total
spending was held down considerably
by a convention used in the federal bud-
get to account for the flow of contribu-
tions to the United States from its allies
in the Gulf War. Those contributions
were counted as negative defense out-
lays rather than additions to receipts.
Additional contributions from the allied
countries were received in fiscal year
1992, but they were much smaller than
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in 1991. Another important factor at
work in 1992, however, was a delay in
funding the activities of the Resolution
Trust Corporation, which kept the 1992
outlays for deposit insurance programs
much lower than they otherwise would
have been.

Excluding the outlays for deposit
insurance and the effect of the allied
contributions on reported levels of
defense spending, federal expenditures
rose about 6V2 percent in nominal terms
in fiscal year 1992, after an increase of
nearly 9 percent in fiscal year 1991.
Spending for entitlements, especially
those related to health care and income
support, continued to grow very rapidly
in 1992. In the health area, federal out-
lays for Medicaid increased nearly
30 percent, and spending for Medicare
rose 14 percent. Spending for income
security was boosted in 1992 by further
large increases in unemployment bene-
fits and food stamp disbursements. In
dollar terms, the combined rise in out-
lays for health care and income security
amounted to about $60 billion. In-
creased expenditures for social security
added almost another $20 billion.

Combined spending for all other pro-
grams rose only slightly in fiscal year
1992. Within that broad and diverse
grouping, defense outlays fell sharply in
nominal terms, once adjustment is made
for the allied contributions, but some
nondefense functions posted large
increases in outlays.

State and local governments saw no
relief from budgetary pressures in 1992.
The combined deficit in their operating
and capital accounts, net of social insur-
ance funds, widened a bit over the first
three quarters of the year, reversing the
small improvement that had been
achieved in the latter part of 1991. As is
true at the federal level, a rapidly rising
level of mandated transfer payments to
individuals for health and income sup-

port was at the core of the budget diffi-
culties of many states and localities; in
nominal terms, transfer payments in the
fourth quarter were about 16 percent
above the level of a year earlier.

Construction spending by state and
local governments picked up in 1992.
According to preliminary data, the real
gain in these outlays amounted to 3 per-
cent over the four quarters of the year.
Spending for highways increased con-
siderably in 1992, and outlays for build-
ings other than schools were strong in
the first half of the year. Construction of
educational facilities, which had been
boosted in previous years by increases
in the school-age population, rose fur-
ther in 1992, but the increase was small,
both in absolute terms and relative to the
gains in most other recent years.

Growth in other major categories
of state and local expenditures was
restrained. Compensation of employees,
which accounts for more than half of
total state and local expenditures, in-
creased IV2 percent in real terms over
the four quarters of 1992; in nominal
terms, the rise over the year amounted
to about 43/4 percent, similar to that of
1991 but much less than the nominal
increases seen in the years before 1991.
Restraint on wage growth was wide-
spread in the state and local sector in
1992, and although total employment in
the sector grew a little faster than in
1991, hiring freezes, furloughs, and lay-
offs continued to be reported in some
hard-pressed jurisdictions. State and
local purchases of durable and nondura-
ble goods—such things as equipment
and supplies—apparently grew little in
real terms over the course of 1992. Real
purchases of services from outside sup-
pliers apparently edged down for the
third year in a row.

Many states and localities have imple-
mented tax increases in recent years in
an effort to bolster receipts. In addition,
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grants-in-aid from the federal govern-
ment have been rising rapidly, and, in
1992, improvement in the economy
helped boost receipts to some degree. In
total, state and local receipts rose
73/4 percent in annual average terms in
1992, outpacing the growth of nominal
GDP by a considerable amount. How-
ever, for the third year in a row, the
increase in receipts fell short of the
annual rise in nominal expenditures,
which amounted to more than 8 percent
in 1992.

Labor Market Developments

The labor market remained relatively
sluggish in 1992. Some large companies
continued to undergo major restructur-
ings or reorganizations, and these
changes led in many cases to permanent
work force reductions at those firms.
More generally, businesses remained
hesitant to take on new workers, even as
the recovery progressed. The still-
sluggish pace of output growth in the
first half of the year tended to limit labor
requirements during that period. Later
on, when firms started to expand output
more rapidly, they were able to do so
without making major long-term hiring
commitments. Needs for additional
workers were met, in many cases,
through use of temporary-help firms,
rather than through permanent additions
to companies' own payrolls.

Nonetheless, the tilt of the overall
employment trend was positive, rather
than negative as it had been in 1990 and
1991. Payroll employment, a measure
that is derived from a monthly survey of
business establishments, was up about
600,000 during 1992. The number of
jobs in manufacturing fell further in
1992, but not as much as in either of
the two previous years. In addition,
employment in construction changed

little in 1992, after two years of sharp
decline.

About 900,000 new jobs were created
in the service-producing sector of the
economy in 1992. The number of jobs
in retail trade turned up a little, on net,
after dropping about one-half million
over the two previous years. Also, firms
that provide services to other businesses
recorded strong employment growth in
1992; more than likely, these firms were
the ones that benefited most from the
tendency of businesses to purchase labor
and services from other firms rather than
hire additional workers of their own.
Employment in health services, which
had remained on a strong upward trend
right through the recession, continued to
grow fairly rapidly in 1992.

The employment measure that is
derived from the monthly survey of
households was stronger than the pay-
roll measure in 1992; it showed an
increase of about IV2 million in the
number of persons holding jobs and by
year-end had moved back close to the
previous cyclical peak of mid-1990.
Reasons for the stronger performance of
the household series are not entirely
clear. Differences in coverage between
the household survey and the payroll
survey accounted for only a small part
of the 1992 gap, and at year-end other
possible explanations were little more
than conjecture.

The number of unemployed persons
increased in the first half of 1992, to a
peak in June of nearly 9.8 million. Job
losses—many of them apparently
permanent—continued to mount in the
first half of the year, and new job oppor-
tunities did not open up fast enough to
fully absorb either those workers or
others entering the work force for the
first time. As a result, the unemploy-
ment rate rose more than V2 of a percent-
age point in the first half of the year, to a
June level of 7.7 percent.
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The second-half outcome was more
favorable. The number of unemployed
persons declined about one-half million
from June to December, and the unem-
ployment rate moved down over that
period, to a level of 7.3 percent at year-
end. Some of the workers who had been
laid off temporarily were recalled in the
second half of the year. In addition, the
number of unemployed workers not
expecting to be recalled—the so-called
permanent job losers—also declined;
presumably, these workers either found
new jobs elsewhere in the economy or
dropped out of the labor force alto-
gether. A similar story applied to
unemployed new entrants, a category of
jobless workers whose ranks were a
little thinner at the end of 1992 than they
had been at midyear.

In the aggregate, the civilian labor
force—the sum of those persons who
are employed and those who are looking
for work—rose sharply in the first half
of 1992 but changed relatively little
thereafter. Its level in December was up
l3/4 million from that of a year earlier.
The labor force participation rate—the
proportion of the working-age popula-
tion that is in the labor force—fell over
the second half of the year, reversing
part of its first-half rise.

Against a backdrop of slack in labor
markets and in the context of reduced
inflation, the rate of rise in workers'
hourly compensation continued to slow
in 1992. The employment cost index for
private industry (a measure of labor cost
that includes wages and benefits and
covers the entire nonfarm business sec-
tor) increased 3V2 percent from Decem-
ber of 1991 to December of 1992. The
index had risen nearly AVi percent in the
previous twelve-month period, and as
recently as mid-1990 its twelve-month
rate of change had exceeded 5 percent.
The employment cost index for wages
and salaries increased only 2.6 percent
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during 1992; this was the smallest an-
nual rise ever reported in this measure,
which dates back to 1975. The rate of
rise in the cost of benefits provided by
firms to their employees also slowed in
1992, but the size of the increase—5lA
percent—was still relatively large. Many
firms, both large and small, continued to
be pressured by the rising cost of medi-
cal care for their employees and by the
increased cost of workers compensation
insurance; the difficulty of bringing
these costs under control may well have
been a serious deterrent to increased hir-
ing in 1992.

Despite the further slowdown in nom-
inal compensation per hour in 1992, the
purchasing power of an hour's labor
appears to have risen in real terms, as
the nominal increase in hourly wages
and benefits, as measured by the
employment cost index, outpaced the
rise in consumer prices for the second
year in a row. Real compensation, com-
puted in this manner, had declined
sharply in 1990, and the increase in
1989 had been barely positive.

Sustained increases in real living stan-
dards depend ultimately on advances in
the productivity of the work force, and
on that score the economy performed
well in 1992. Output per hour worked in
the nonfarm business sector jumped
more than 3 percent over the year, the
largest annual gain since 1975. A por-
tion of this large rise was a reflection of
normal cyclical tendencies, but longer-
range improvement in productivity
growth also appeared to be in progress.
The jump in output per hour in 1992,
combined with the slowing of compen-
sation gains, held the increase in unit
labor costs to just 0.4 percent.

Price Developments

The consumer price index rose 3.1 per-
cent over the four quarters of 1992, vir-

tually the same as the increase in the
previous year. Energy prices, which had
fallen in 1991, turned up a little in 1992,
but price increases elsewhere in the
economy were generally smaller than
those of the previous year. The limited
rise in labor costs in 1992 was one
important factor exerting restraint on the
rate of price increase. In addition, the
cost of materials used in production
rose only moderately over the year, as
did the prices of goods imported from
abroad. Although inflation expectations,
as reported in various surveys of con-
sumers and business officials, remained
a step or so above actual inflation rates,
they too appear to have moved lower
over the year. Their levels toward year-
end were about in line with—or, accord-
ing to some surveys, less than—the
lower bound of the range of inflation
expectations reported during the 1980s.

The CPI for food increased a bit less
than PA percent in 1992, about the same
amount as in 1991. Not since the 1960s
had there been a two-year period in
which the cumulative increase in food
prices was so small. This low rate of
food price inflation in 1991 and 1992
was, in part, a reflection of the same
factors that were working to pull infla-
tion down in other parts of the economy.
In addition, food prices were restrained
by favorable supply conditions in the
farm sector. Meat production rose fur-
ther in 1992, and the output of crops
soared. Dryness in some regions im-
parted temporary volatility to crop
prices in late spring. Thereafter, grow-
ing conditions turned exceptionally
favorable and remained so through the
summer and into early autumn. Unusu-
ally wet conditions in some regions later
on in the autumn apparently made only
a small dent in the eventual size of the
harvest.

The rise in consumer energy prices
over the four quarters of 1992 amounted
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to about 2lA percent. The previous year,
energy prices had fallen 8 percent. With
no major supply or demand shocks
springing up in world oil markets in
1992, the price of West Texas intermedi-
ate stayed in the relatively narrow trad-
ing range of about $18 to $23 per barrel.
At the retail level, price changes for
petroleum products were mixed in 1992;
the price of gasoline rose about 3 per-
cent, while fuel oil prices declined mod-
erately. The CPI for natural gas rose
nearly 5 percent in 1992, considerably
more than in other recent years.
Although much of that rise in gas prices
came in the second half of the year in
the wake of supply disruptions caused
by Hurricane Andrew, prices of gas at
the wellhead had already moved up con-
siderably before the hurricane hit, appar-
ently in response to a somewhat tighter
supply-demand balance than had
existed over the previous year or so.

The CPI excluding food and energy
rose 3.4 percent over the four quarters
of 1992, a percentage point less than it
had risen in 1991. The slowdown was
widespread among the various cate-
gories of goods and services that are
included in this measure of core infla-
tion. The rate of rise in the cost of
shelter—the single most important cate-
gory in the CPI, with a weight equal to
more than one-fourth of the total—
slowed further in 1992; rents for both
apartments and houses apparently were
damped by the large amount of vacant
housing that was available in many parts
of the country. The prices of other ser-
vices that are included in the CPI—
which collectively make up another one-
fourth of the total index—also slowed
appreciably in 1992; nonetheless, their
overall rate of increase remained rela-
tively high. The costs of medical care
services and tuition continued to rise
much faster than prices in general in
1992, and airfares rebounded from their

1991 decline. The CPI for commodities
other than food and energy rose 2Vi per-
cent during 1992, after an increase of
more than 4 percent over the four quar-
ters of 1991. Price increases for this
broad category of goods were restrained
by the cost and price developments in
manufacturing: Unit labor costs in man-
ufacturing actually declined in 1992,
and the producer price index for finished
goods rose less than 2 percent.

After falling sharply from mid-1990
to the end of 1991, the prices of indus-
trial commodities generally changed
little, on balance, during 1992. By the
end of 1992, however, prices for some
industrial metals had begun to tilt up,
consistent with the pickup in the pace of

Prices
Percentage change, Q4 to Q4

Consumer

Consumer excluding food and energy

1986 1988 1990 1992

For all urban consumers. The data are seasonally
adjusted and are from the Department of Labor.
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industrial expansion toward year-end.
The prices of lumber and plywood—
following a path considerably different
from that of most other commodities—
rose substantially during 1992. The
surge in prices of these products ap-
peared to be a reflection of the uptrend
in single-family housing construction,
weather-related supply disturbances in
some timber regions, and adjustment of
the logging industry to environmental
restrictions that had been implemented
in some areas of the country. Prices of
some other wood products, such as pulp,
also rose sharply at the producer level in
1992.

The increases in prices of these raw
materials showed through to some
extent to broader measures of producer
prices. For example, the producer price
index for intermediate materials exclud-
ing food and energy—a price index that
encompasses a wide range of production
materials—rose 1 percent during 1992
after declining about 3A percentage point
over the four quarters of 1991. From an
economywide perspective, however, the
pickup in materials prices in 1992 was
not sufficient to dominate the decel-
eration in labor costs, which account for
a far greater share of total production
costs in the economy. •
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