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soybeans relatively heavily. In contrast, the Goldman 
Sachs index weights the price of energy commodities, 
such as crude oil, more heavily. Thus, a 10 percent 
increase in crude oil prices would have a greater effect 
on the Goldman Sachs index than on the CRB index 
and no direct effect on the Dow Jones futures index, 
which excludes crude oil prices altogether.

As a result, commodity prices can sometimes produce 
conflicting signals, as demonstrated in the table. Over 
the past six months, commodity prices have posted 
strong gains; over the past three months, however, most 
have decelerated. Meanwhile, inflation, as indicated by 
the rate of increase in the CPI, has accelerated only 
moderately. Over a longer period (60 months), most 
commodity price indexes have declined, reflecting the 
negative long-term trend of relative prices of com
modities.

A short-term focus is typically more useful when 
using commodity prices as an inflation indicator. Over 
the past 12 to 24 months, however, many commodity 
prices have risen briskly, but inflation has not, at least 
until recently. Given their differences in coverage, the 
indexes sometimes give ambiguous signals, and some
times their signals for inflation are incorrect. The CPI 
may accelerate, as some commodity price indicators 
suggest, but decisionmakers would do well to look also 
at other indicators of price pressures, such as the trend 
growth rate of the money stock.

— Kevin L. Kliesen
RATE OF INCREASE IN SELECTED PRICE INDEXES FOR VARIOUS PERIODS

(compounded annual rate)

Sector Weighted Number of Months Ending in May 1994 
Price Index________________ Heaviest (percent)________________ 3 mo_______6 mo______12 mo______24 mo______60 mo
CRB Futures Agriculture (48%) 4.5 9.5 9.9 5.2 -0.6
Dow Jones Futures Agriculture (51%) -4.6 14.5 17.5 10.1 1.2
Goldman Sachs Energy (48%) 13.6 14.7 -2.5 -4.3 -1.3
Journal of Commerce Industrial Metals (35%) 19.7 15.0 4.8 1.5 -0.8
CPI Housing (41%) 2.8 2.3 2.4 2.8 3.6

Views expressed do not necessarily reflect official positions of the Federal Reserve System.

National Economic Trends is published monthly by the Research and Public Information Division. Single-copy subscriptions are available free of charge by writing 
Research and Public Information, Federal Reserve Bank of St. Louis, Post Office Box 442, St. Louis, MO 63166-0442 or by calling 314-444-8809. 
Information in this publication is also included in the Federal Reserve Economic Data (FRED) electronic bulletin board. You can access FRED with a personal 
computer and a modem at 314-621-1824.

Commodity Price 
Increases: A Leading 
Indicator of Inflation?

Is inflation poised to move higher? Some analysts 
think recent movements in commodity prices point to 
such a rise. Their conclusion stems from the assump
tion that changes in commodity prices generally precede 
changes in the prices of goods and services. For ex
ample, when money stock growth is inflationary, items 
in relatively fixed supply with few substitutes— like 
some commodities—can initially show earlier and 
larger price changes than, say, the consumer price 
index (CPI). Nevertheless, there are several reasons 
for being cautious about deriving strong predictions 
about inflation based on commodity price increases. 
Chief among these is that there are many factors that 
influence commodity price movements, but that do 
not influence inflation.

Another reason is the varying composition of the 
indexes that analysts use to portray commodity price 
pressures in the economy. The table below shows four 
popular commodity price indexes. Not only do these 
indexes typically include only a few basic commodities, 
but they do not weight them equally. For example, the 
Commodity Research Bureau (CRB) futures index 
weights agricultural commodities like com, wheat and
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