
Recent Effects of Energy 
on the CPI

A decline in energy prices led to a moderate 2.7-percent 
increase at a seasonally adjusted annual rate in the All Items 
Consumer Price Index for All Urban Consumers (CPI-U) for 
the first half of 1991. During that period, energy prices fell 
at a 17.2-percent rate. The last full-year decline in energy 
prices occurred in 1986, when they dropped 19.7 percent 
and resulted in the small 1.1-percent rise in the CPI-U. Ex
cluding energy, which represents just over 8 percent of the 
total CPI-U market basket, consumer prices roseata4.7-per- 
cent annual rate during the first 6 months of 1991.

In 1990, when energy prices surged 18.1 percent, the all 
items CPI-U rose 6.1 percent, its largest increase since 1980. 
The annual rate of increase in the CPI-U since 1980 had re
mained between 3.8 percent and 4.6 percent for each year 
except 1986. The CPI for All Items Less Energy rose 5.2 
percent in 1990, its largest increase in 10 years.

In only 2 years since 1980 have energy prices changed at 
double-digit rates—1986 and 1990. (See chart A.) These 2 
years correspond with periods during which the annual 
change for the all items index strayed from the 3.8 to 4.6 per
cent range.

The recent dramatic movements of energy prices were 
the result of war in Kuwait and Iraq. After Iraq invaded 
and occupied Kuwait in August of 1990, the risk associated 
with the uncertainty of oil supplies caused the prices of 
petroleum and petroleum-based products to jump. 
Between August and October 1990, energy prices posted 
large increases. (See chart B.) After fears of oil supply 
disruptions dissipated, prices began to stabilize and then 
decrease later in the year. The first 3 months of 1991 saw 
energy prices falling rapidly, at a 30.7-percent annual rate. 
The sharp turnaround in energy prices is evident in the an
nualized rates of price change for the second half of 1990 
and the first half of 1991 -30.7 percent and -17.2 percent, 
respectively.

The all items index reflected this reversal in the energy 
component on a smaller scale. Its relatively large increase 
of 6.1 percent in 1990 compares with a relatively small 
advance of 2.7 percent in the first half of 1991. The greater 
stability in the index for All Items Less Energy kept the 
turnaround from being more pronounced. That index rose 
only slightly less in the first half of 1991 than in all of 1990, 
dropping from a 5.2-percent increase in 1990 to an annual 
rate of 4.7 percent in the first half of 1991.

Within the energy category, it was the petroleum-based 
energy commodities section (motor fuel and fuel oil) that 
caused the fluctuation in energy prices in 1990 and 1991. 
The Energy Commodities index, which represents more 
than half of the total energy component, rose by a 
substantial 35.4 percent in 1990. Motor fuel prices jumped 
36.5 percent while those for fuel oil were up 29.9 percent. 
Prices for these items turned around in the first half of 
1991 and registered large decreases. The motor fuel index 
fell at a 29.1-percent rate, while the index for fuel oil 
dropped at an even greater rate—44.7 percent. Mean
while, energy services (natural gas and electricity) showed 
relatively little movement in either 1990 or 1991. The 
energy services index rose just 1.5 percent in 1990 and at 
an annual rate of 0.5 percent in the first 6 months of 1991.

Energy commodity prices had risen rapidly in the 
period from August to October 1990, in conjunction with 
the Iraqi invasion of Kuwait, reaching a rate of 171.9 per
cent over that 3-month span. As worries about oil supplies 
diminished, prices of energy commodities leveled off in 
November and declined in December. The Energy Com
modities index then fell at least 5 percent in each of the first 
3 months of 1991 as prices receded from their inflated, 
post-Iraqi invasion levels. For the 3 months ended in 
March, energy commodity prices fell at an annual rate of 
52.8 percent. Since then, prices have moved within a 
narrower range, and registered a positive annual rate of 3.8 
percent in the second quarter.

Prices for All Items Less Energy have not followed the 
pattern of movement in energy prices, which have been 
much more variable. Besides increasing or decreasing by 
lesser magnitudes, the timing of the movements was 
different. For example, the largest monthly increase for 
the All Items Less Energy index occurred in January of 
this year, while its movements for last August, September, 
and October were somewhat unremarkable.

Volatility in energy prices can still exert great influence 
on the All Items CPI-U. Although petroleum-based energy 
only accounts for less than 5 percent of the total CPI-U 
market basket, the magnitude of its price swings can cause 
its movements to be felt throughout the index. In this 
recent case of energy price run-ups, the effects seemed to 
have been short-lived and did not manifest themselves 
throughout other areas of the index.
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Chart A. CPI-U for All Items and Energy, 12-month percent changes,1980-91 Change
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Chart B. CPI-U 1-month seasonally adjusted changes for All Items, Energy, and All Items Percent 
Less Energy, August 1990-June 1991. Change
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