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Do Increasing Intermediate 
Materials Prices Lead To 
Higher Consumer Prices?

The pace of increase of consumer prices slowed over 
the past two months, with the consumer price index 
(CPI) increasing at a 1.6 percent annual rate from August 
to October, after rising at a 3.3 percent rate from January 
to August. This slowing suggests to some analysts 
that price pressures have moderated. At the same time, 
however, producers’ prices (PPI) for intermediate 
materials continue to rise, increasing at a 3.6 percent 
rate over the last two months. Although down slightly 
from the 4 percent rate of increase posted over the 
January-August period, the continued rise in intermediate 
materials prices suggests, instead, that the two-month 
slowing in the CPI could be temporary. Whether this 
discrepancy matters for policymakers depends on the 
degree to which price pressures at the inter
mediate level are eventually passed along to 
the consumer—if at all.

The PPI for intermediate materials prices 
includes inputs such as textiles, plastics, 
chemicals, and paper and wood products.
Because intermediate materials are eventually 
processed into finished goods, one might 
reasonably expect to see price increases at the 
intermediate stage passed along the production 
process into higher consumer prices. Do 
increases in intermediate materials prices in 
fact lead changes in consumer prices in the near 
future? To examine this, the chart plots the 
year-over-year percent change for each series.

The chart indicates periods when there 
appeared to be a marked change in the direction 
of the rate of increase of consumer prices. In

all, there are 14 turning points depicted. Two things 
are worth noting. First, the year-over-year changes in 
the CPI and the PPI for intermediate materials move 
closely together. Second, there are instances when the 
change in intermediate materials prices preceded the 
change in consumer prices. Of the 13 previous turning 
points indicated, the change in intermediate materials 
prices occurred before the change in consumer prices 
six times, while it lagged the turning point in consumer 
prices only twice. On average, this change in interme
diate materials prices occurred about six months prior 
to the change in the CPI. One should probably not 
attach too much importance to this finding, because 
increases or decreases in intermediate materials prices 
are not always a reliable indicator of future changes in 
consumer prices. That intermediate materials prices 
can give a false signal of inflation is seen most recently 
in 1991, when their sharp acceleration was followed 
by a further slowing in the CPI.

— Kevin L. Kliesen
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