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Producer price  highights, 1996
Price increases for finished goods
accelerated slightly last year;

at earlier stages of processing,
price signals were somewhat mixed

inished goods increased 2.8 percent ithe second quarter and growth moderated in the
1996, following a 2.3-percent rise in 1995third quarter. After rising for all of 1995, the
and a 1.7-percent advance in 1994. The index fanemployment rate edged down 0.3 percentage
finished energy goods went up 11.7 percent froqmoints in 1996. As measured by the Bureau’'s
December 1995 to December 1996, after an iGurrent Employment Statistics program, growth in
crease of 1.1 percent a year earlier. Prices for food®nfarm employment was brisk during the first 8
such as fresh fruits and melons, pork, and bakemyonths of the year, but moderated over the last 4
products, rose 3.4 percent in 1996, following a 1.9nonths, reflecting the deceleration in output in the
percentincrease in 1995. However, price increasescond half. The robust nature of the economy
for finished goods other than foods and energgllowed for sustained low rates of unemployment
which include consumer goods such as passenged inflation.
cars and apparel, slowed to 0.6 percent in 1996 After dropping the interest rate in January 1996,
from 2.6 percent in 1995. (See table 1.) the Federal Reserve kept the Federal funds rate flat
Price changes were mixed in 1996 at the earligsr much of the rest of the year. Long-term interest
stages of processing. The index for intermediatates moved in sync with the pace of economic
goods moved up 0.7 percent in 1996, after showictivity over the course of the year, increasing
ing a 3.3-percent rise in 1995. This index measurésough the summer, then decreasing in the fall,
the price movements of goods such as flour, steehly to move up again toward the end of the year.
lumber, industrial chemicals, diesel fuel, and pa- On the strength of rapid growth in orders for du-
per boxes. Price increases for crude goods accelgible goods, consumption expenditures moved up
ated to 14.7 percent in 1996 from 5.5 percent i a 3.4-percent annual rate in the first half of 1996,
1995. Crude goods include such products as whegdlg by an increase in expenditures for new auto-
scrap metals, logs, crude petroleum, and cottomobiles in the first 3 months; spending for other
Price increases for food-related materials at the ifurable goods also picked up substantially in the
termediate stage of processing slowed from 199%st half. Lower interest rates, along with the rise

to 1996; at the crude level, the index for foodstuffgy household wealth due to the very substantial
and feedstuffs turned down in 1996 after riSing’nprovement in stock market pricesl he|ped to

Prices received by domestic producers dirst quarter. However, the economy rebounded in

sharply in 1995. stimulate spending on durables. The high level of
mortgage refinancing activity in the winter of 1995
Economic background also may have contributed to the upswing by re-

ducing mortgage payments. Growth in consumer
Economic growth during 1996 was solid overallspending slowed in the thiguarter, when inter-
but fluctuated when transitory factors took theimediate and long-term interest rates moved
toll. For example, unusually severe weather ihigher. Real disposable personal income ex-
January and a March strike at a major automobifgnded at a significant rate in 1996. Residential in-
manufacturer resulted in some sluggishness in thiestment grew at a fast clip through the first 6
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Annualpercentchangesformajorcategories
of the Producer Price Index, by stage
of processng, 199296
Index 1992 1993 1994 19%5 1996
Finished goods.................... 1.6 0.2 1.7 2.3 2.8
Foods 1.6 2.4 1.1 1.9 34
Energy -3 -4.1 35 1.1 11.7
Other 2.0 4 1.6 2.6 .6
Intermediate materials,
supplies, and
COMPONENtES .....ovvvirreeennns 1.0 1.0 4.4 3.3 N
Foods and feeds .. -5 5.5 -4.5 10.3 21
ENEIgY ..oovveverenens 7 4.2 2.9 1.1 | 112
Other ..o, 1.2 1.6 52 3.2 -9
Crude materials for
further processing ............. 3.3 1 -5 5.5 14.7
Foodstuffs and
feedstuffs.......ccceeieennenne 3.0 7.2 -9.4 12.9 -1.0
2.3 -12.3 -1 3.7 51.2
5.7 10.7 173 | -42 | -55

Among consumer goods other than foods and energy, in-
dexes turned down in 1996 after moving up in 1995 for sanitary
papers, passenger cars, over-the-counter drugs, tires and tubes,
cosmetics, and household appliances. Price increases slowed
for light trucks, prescription drugs, newspapers, alcoholic bev-
erages, periodicals, books, household furniture, tobacco prod-
ucts, mobile homes, light trucks, sporting goods, soaps and de-
tergents, girls’ apparel, footwear, floor coverings, toys, and lawn
and garden equipment. Prices continued to rise modestly for
men’s and boys’ apparel. By contrast, the index for women’s
apparel turned up after falling in the previous year. Price in-
creases accelerated for textile housefurnishings, costume jew-
elry, gold jewelry, and household glassware. Prices for home
electronic equipment continued to move down.

The producer price index for capital equipment moved up
0.4 percent in 1996, following a rise of 2.2 percent in 1995.
Price increases slowed for civilian aircraft, light trucks, com-
mercial furniture, and a wide variety of machinery and
equipment. Prices for electronic computers fell even more

months, despite harsh winter weather that hampered constrgfearply in 1996 than they had in 1995. Prices turned down after
tion early in the year, and rising long-term interest rates throutftcreasing a year earlier for heavy motor trucks, railroad
the late winter and spring. Another bright spot was indicated lpguipment, transformers, truck trailers, and office and store
measures of household affordability, which were at their highe®achines. By contrast, price increases accelerated for ships,
levels since the late 1970s. Terms of adjustable-rate mortgagésting trades machinery, and metal forming machine tools.
greatly increased the pool of potential purchasers. Residential

construction picked up by the last 3 months of 1996. And, long¥ansportation equipment.The producer price index for mo-
term interest rates declined in the fall, with the result that the rdes vehicles moved down 0.3 percent in 1996, following a 1.9-
on conventional mortgages fell, taking back about half of its

1995 increase.
Expenditures for producers’ durable equipment were r
bust in 1996. Investment in computers increased sharply,
companies upgraded their computers, at the same time enjoy-
ing increased demand for their products, substantial profits,
and technological advances. However, business investm
in structures rose only moderately in 1996, reflecting co
tinuing problems of excess supply caused by overbuilding in®""%
the 1980s. As in 1995, investment in nonfarm business inveneonsumer goods 1.6 -2 16 | 23| 36
: R : ; : ; Passenger cars .6 3.3 2.1 1.7 -8
tories declined in early 1996, as_busmess.flrms contmged 1O Light truckS oo a8 o 23 | 1s >
work off excess stocks. Although inventory investment picked Prescription drugs ......... 6.4 3.2 31| 42 | 20
up later in the year, the 1996 inventory-to-sales ratios were Over-the-counterdrugs... | 5.2 | 27 | 17 | 17 | -1.7
i H Tobacco products 6.7 |-21.4 4 3.6 2.6
lean by historical standards. Boora OF g o 5a | 6n | 39
Periodicals .. 4.9 3.1 2.0 3.6 3.3
| NEWSpPapers ................. 5.2 4.8 3.9 8.5 5.4
The“core”index Household furniture ........ 1.6 3.7 2.7 2.7 1.4
: ; H. apital equipment ............. 1.7 1.8 2.0 2.2 4
The producer price index for f|n|shgd goods other than foosCHeavy trucks 3 31 30 | 41 | 5
and energy, often called the “core” index, moved up 0.6 per- Truck trailers 2.6 3.3 77 | 22 | -14
: : : Metal cutting machine
cent in 199_6, followmg_a 2.6—p_erc_ent advance in 1995. (See " ;s - 32 © 18| a1 | 31
table 2.) This deceleration in price increases was broad-based,, : .
i etal forming machine
The index for consumer goods other than foods and energy tools......ooo..occooee.. 15 2.6 35 | 22 | 26
i ; _ i in computers ..o, -14.9 |-125 -6.8 | -12.7 |-22.3
rose 0.8_ pgrcent in 1996, foIonvmg a 2.8 percent increase|in Agricuttural machinery | 30 %o 27 | a7 | T
1995. Similarly, prices for capital equipment moved up 0,4 cConstruction machinery . | 3.1 11 20| 25 | 18
percent in 1996 after rising 2.2 percent a year earlier.
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percentincrease in 1995. From December 1995 to December 188#ments of personal computers also were strong throughout
prices turned down for both passenger cars and heavy trutk86, as prices for components dropped.
after advancing over the prior 12 months. Prices for light trucks
increased less in 1996 than in 1995. Passenger car prices fabbacco products and alcohol Higher prices for cigarettes
1996 due to a smaller-than-usual increase in October, lower oegrd cigars resulted in a 2.6-percent increase in the index for to-
all price changes throughout the 1996 model year, and higbacco products in 1996. This index had risen 3.6 percent in the
incentives from manufacturers to boost sagging sales. Demprel/ious year. As in 1995, cigarette manufacturers raised prices
for light motor trucks, including sport utility vehicles, was robetween April and May. At yearend, however, the index for ciga-
bust, and no inducements were needed from manufacturenettes was still more than 22 percent below its 1993 peak. Cigar
boost sales. By yearend, there were fears of parts shortagespsumption jumped 4.8 percent in 1995 and sales continued to
some suppliers found it increasingly hard to fill manufacturelighprove in 1996. A steadily shrinking domestic market for ciga-
orders. Unlike light truck producers, manufacturers of heaksttes resulted in fierce competition among producers for mar-
trucks experienced a slump in sales, and therefore decre&stdhare. Most of this battle for market has been at home, and
prices and increased marketing efforts several times during ltlas occurred at the expense of the discount, or generic, segment
year to reverse the slide. At yearend, however, prices were sfithe market. Discount or generic products accounted for 36.8
falling. Increases in April and October caused the index for shjercent of the total U.S. market in 1993, but in 1996, that share
to move up 5.3 percent in 1996, following a 1.2-percent riseshrank to less than 30 percent. With the increased share of pre-
1995. Much of the industry operated at near capacity in 1988um cigarettes to total domestic market, some manufacturers
and had to raise labor rates to attract and retain the highly skipgeared to feel that they could continue to raise premium prices
labor necessary to complete contracted work. Price hikes for mvdhout losing market share to discounted brands. In addition,
terials early in the year also contributed to the increase in shipducers continued to expand their presence in foreign mar-
prices. kets, where restrictions against advertising and personal use are
generally less intense than in the U.S. domestic market; strate-
Paper products Following sharp increases in 1995, pricegies for doing so include increasing exports and forming joint
decreased moderately in 1996 for a wide variety of househwe#htures abroad.
paper goods, particularly for tissue stock, despite sharp drophe index for alcoholic beverages was pushed up 3.8 per-
in pulp and wastepaper prices. The overall decline in tisstent from December 1995 to December 1996 as a result of
prices was about 3 percent in 1996. Most producers operatadier increases for the main inputs, grains.
near full capacity as demand continued strong and steady.

Drugs and pharmaceuticals Price increases slowed from
1995 to 1996 for drugs and pharmaceuticals. Prices for ovEne producer price index for crude energy materials advanced
the-counter drugs turned down 1.7 percent, after rising %2 percent in 1996 after moving up 3.7 percent in 1995.
much a year earlier. The index for prescription drugs increag8ee table 3.) The index for natural gas rose steeply, having
about half as much (2.0 percent) as it had risen a year earidged down modestly a year earlier. Domestic prices for crude
As in 1995, the industry continued efforts to contain cosgsetroleum advanced much more sharply in 1996 than in 1995.
largely through reengineering of research and developm@&hi index for coal fell somewhat more than in the year before.
functions, refocusing on smaller segments of the market, andNatural gas prices increased 92.0 percent in 1996. As a
achieving better relations with the managed care industry.result of the extremely cold winter of 1995-96, inventory
levels were low in the early months of 1996, and injections
Computers The index for electronic computers fell 22.3nto storage were made to build up supply. Harsh winter
percent in 1996, after declining 12.7 percent in 1995. Pricgsather at the start of 1996 also caused inventories of natural
plummeted in 1996 for personal computers (-34.7 percegds to be drawn down earlier than anticipated. Although
portable computers (—34.1 percent), and mid-range compufgelines moved natural gas at full capacity, disruptions in
(-16.5 percent). Computer sales were robust in 1996, wstipply limited transmissions in some parts of the country
growth estimates in the 8- to 12-percent range. Manufacturéusing the cold spell. Heightened concerns over spot shortages
of personal computers and work stations benefited from lited prices. Supplies were low through summer, and when
80-percent drop in prices for memory devices, and also pasterd heating season approached later in the year, it became
along much of the cost savings associated with the halvingapparent that storage stocks for the 1996-97 season would
prices for Pentium chips. Falling prices for computer storaget be ample. In 1998.s was able to eliminate the 1-month
devices and monitors enabled producers to pass along poditlication lag for the natural gas index. With a new sample
reductions, or to upgrade components without raising pricdsat reflects recent restructuring of the natural gas industry,
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SFV KN AnnualpercentchangesinProducerPrice demand from electric u.t|I|t|es for Iov_ver sulfqr residual fuel. Al-
Indexesforselectedenergyitems, 1992-96 though demand for residual fuels dipped, higher costs for crude
oil kept prices up over the year. Demand for jet fuels, particu-
Index 1992 | 1993 | 1994 | 1995 | 1996 larly kerosene-type, was up 6.3 percent over the 1995 level. Jet
fuel inventories trailed those of the preceding year, although
Finished energy goods........ -03 | -41 35 | 11 | 117 production of jet fuels in 1996 exceeded the 1995 level.
Gasoline ........cccceevvvvenenne. -42 |-16.8 11.2 2.4 27.1 . . .
Home heating ol ........... 54 |-101 69 | 1.9 | 250 Price increases for finished energy goods accelerated from
R'fosvlgeerm'a' electric 1 . s o . 1.1 percentin 1995 to 11.7 percent in 1996. Prices rose much
Residential natural gas ... | 4.6 54 | 26 | —24 | 112 more rapidly than in the previous year for gasoline and home
, heating oil. The index for residential natural gas turned up, fol-
Intermediate energy . . . . .

GOOUS vt 7 | —a2 29 11 | 112 lowing a decline a year earlier. However, price increases slowed
Residual fuels .................. 243 |-178 | 102 | -47 | 328 from 1995 to 1996 for residential electric power; prices fell even
Natural gas to . . .

electric UIties ............. 27 |-130 34 | -14 | 61 more in 1996 than they had fallen in the previous year.
Diesel fuels -38 |-159 5.9 | 111 | 26.2 Price increases for gasoline accelerated from 2.4 percent in
Jetfuels .....ccovvviiiicninn -54 | -11.7 4.3 6.1 26.1 A .
Commercial power ......... 18 32 23 e 1995 to 27.1 percent in 1996 as a result of increased demand,
low gasoline inve i il pri

Crude energy materials ...... 23 |-123 -1 3.7 51.2 9 . ntory le.VeIS’ hl.gher crude Ol.l prices, and
Natural gas ..............c...... 75 | —38 |-140 | -3 | 920 uncertainty about crude oil supplies from the Middle East. In
Crude petroleum ... -24 =277 | 211 1108 | 358 April and May, low crude oil and gasoline stocks and uncer-

Coal o 2 1.0 -2.1 -8 | -11

tainties about the supply situation drove gasoline prices
higher. Higher costs for crude oil, along with strong demand
the index now is designed to measure changes in the sellfieg fuel from the trucking industry, led to higher prices for
price at the wellhead (the point at which natural gas exits tiimber 2 diesel fuel. Price increases for home heating oil
ground) of natural gas from producers selling to industriglso accelerated from 1995 to 1996. Home heating oil stocks
customers, pipelines (on a very limited basis), marketers, angre at extremely low levels throughout much of the year.
other purchasers of natural gas. Although several refineries shifted away from producing
Prices for domestically produced crude petroleum advanc@@soline to producing heating oil in August—earlier in the
35.8 percent in 1996, following a 10.8-percent rise in 199%5€ar than usual—this did not allay fears that inventories would
Prices were highly volatile in 1996 due to low inventories ofiot be sufficient for the approaching winter season.
crude oil and refined products; increased demand for refined
products, particularly home heating oil, as a result of harsh 199eodsandrelatedproducts
96 winter weather; and uncertainties surrounding the oil-for-
food sale from Irag. By yearend, Iraq had agreed to a Unité@rm prices, as measured by the producer price index for
Nations resolution calling for this humanitarian oil sale. Latetrude foodstuffs and feedstuffs, turned down 1.0 percent in
in December, Irag resumed its export of crude oil. 1996, after increasing 12.9 percent in 1995. (See table 4.)
After increasing moderately in both 1994 and 1995, thBrices fell in 1996, after rising in 1995, for corn, wheat,
index for intermediate energy goods advanced 11.2 percexatybeans, Irish potatoes for processing, slaughter turkeys, and
in 1996. Price increases accelerated substantially for gagaw cane sugar. Price increases slowed for slaughter hogs,
line, liquefied petroleum gas, jet fuels, and diesel fuel. Irftuid milk, and slaughter broilers and fryers. By contrast,
dexes turned up in 1996, following declines in 1995, for natyrices turned up in 1996 after falling a year earlier for
ral gas and residual fuel. Price declines slowed for petroleunouisiana rough rice and alfalfa hay. Price increases
and coal products (not elsewhere classified). By contrastgcelerated for fresh fruits and melons and for unprocessed
prices for electric power and coke oven products turned dovinfish and shellfish. Prices fell less in 1996 than in 1995 for
after rising a year earlier. slaughter cattle and for fresh vegetables (except potatoes).
The index for residual fuels, a major component of inter- The index for intermediate foods and feeds advanced 2.1 per-
mediate energy goods, rose 32.8 percent in 1996, comparht in 1996, following a 10.3-percent climb in 1995. In 1996,
to a decline of 4.7 percent in 1995. During the first few monthgrice increases slowed for prepared animal feeds and for dry,
of 1996, there was a modest recovery in prices for residuedndensed, and evaporated milk products. Prices turned down
fuel. Prices moved up during the 1995-96 winter season, af$er rising a year earlier for flour, natural and processed cheese,
utilities with fuel-switching capabilities elected not to burnand malt and malt byproducts. By contrast, price increases ac-
more costly natural gas. As demand for natural gas rose, prieederated for fluid milk products, pork, refined sugar, chips, con-
for that commodity climbed. The cool weather in late summédectionery materials, and liquid soft drink bases. Prices declined
resulted in reduced cooling requirements, and thereby lessetess in 1996 than in 1995 for crude vegetable oils. The index for
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butter turned up after falling in the previous year. the planting and harvesting season, along with strong export
Prices received by domestic producers of finished cotlemand, particularly from China. Prices slid later in the year
sumer foods rose 3.4 percent in 1996, after moving up #® to a combination of factors. Corn prices fell and livestock
percent in 1995. The more rapid rise in price increases fwoducers began to switch back from feeding wheat (which had
foods was led by an acceleration in price increases for frésditionally been a more costly feed) to feeding corn to cattle.
fruits and melons. Prices also rose more than in the previdligh wheat prices in May and June caused many growers to
year for pork, processed finfish and shellfish, and bakeulant more wheat, helping to raise future supply estimates. In
products. Following declines in 1995, prices turned up addition, the weather was more favorable later in the year.
1996 for beef and veal and for pasta products. Price decline€orn prices dropped 21.0 percent in 1996, after rising almost
slowed for fresh and dry vegetables. By contrast, price B0 percent in 1995. Early in the year, several factors combined
creases slowed for processed young chickens, dairy produtcislyive prices up, including exceptionally strong export demand
soft drinks, eggs for fresh use, confectionery end produdiem Asia, disease-plagued crops, severe weather conditions
and processed fruits and vegetables. Prices turned dowiwhich convinced some farmers to convert acreage to other
1996 after rising in 1995 for processed turkeys and milledops, such as soybeans), and delayed plantings in the fall of
rice. Prices for roasted coffee and for shortening and cookit@p5. Later in the year, prices dropped on the expectations of
oils both fell about as much as they had fallen a year earltewuntiful corn harvests and good weather. Corn farmers also
increased their corn acreage substantially. One troubling result
Grains and feeds From December 1995 to December 1996f the 1996 experience for corn farmers is that when corn prices
grain prices fell 20.3 percent, following a 44.4-percent advarsigrrocketed, feeders explored alternatives to corn as a feed; de-
in the prior 12 months. Adverse weather during the planting amand for feed corn may be reduced in the long run, if such feed-
harvesting seasons, coupled with strong domestic and foredgs decide not to switch back to corn.
demand, drove grain prices to historic high levels during the

early months of the year. However, market correction forces @gughter livestock and meatsDespite high costs for corn
increased acreage plantings in the face of higher prices legig other feed grains, hog prices were high enough in 1996
bumper crops for corn and a bountiful wheat crop later in thgyt hog farmers enjoyed positive returns all year. There was
year, which served to drive prices down. Wheat prices fell 1%2ceptionally robust demand for pork products from Japan
percent in 1996, after increasing 29.9 percent in 1995. Prig@g| other foreign markets. Domestic demand also was very
increased early in the year due to poor weather during mosk@éng, as major fast food service outlets introduced new sand-
wich selections with bacon. Major restructuring of the pork

AnnualpercentchangesinProducerPrice industry in recent years has transformed the United States into
indexes for selectedfooditemns, 1992-96 one of the world’s largest pork exporters. Increased econo-
mies of scale for hog production, advances in genetic research,
Index 1962 | 1993 | 1904 | 1995 | 1996 and larger and more efficient slaughter facilities also have con-
tributed to this transformation. Pork prices rose 21.9 percent
Fifnisged consumer 6 | 24 il 10| a4 in 1996, following a 15.3-percent rise in 1995.
Pork T T3 | 45 | 11| 153 | 2L In 1996, prices for slaughter vealers, slaughter steers and
Dairy products -22 | 31 | =20 | 54| 24 heifers, and slaughter cows and bulls either dropped or showed
Fresh fruits and melons ..... -15.7 11.8 | -11.2 25 37.2 h Iv high feed d lack of |
Fresh and dry vegetables ...| 67.4 | 27.7 | 256 |-36.0 |-24.3 no change. Extremely high feed costs and a lack of natura
Roasted coffee .................. —-6.9 | 55 | 498 )| -82 | -84 pastures due to persistent drought conditions in the Southwest
Beef and veal ......... 5.9 -6.0 -4.8 -1.4 7.4 lted i ianifi ll-off of th L, le herd
Processed poultry 36 | a0 | 37| 84| 28 resulted in a significant sell-off of the Natlo.n s cattle herd,
termediate food commencing in the autumn of 1995 and continuing into 1996.
gﬁ{{?eee;g“” ................. 5| 55 | s 103 21 The resulting surge in supply and lack of demand for animals
(F;rezared ar:lmblal feleds ------- 5-2 Sg-g —lg-? fg-i" g-g to feed caused prices to decline sharply in the first 6 months
Fgurevegeaeo's 5 | 86 | -11| 201 | 9.0 of Fhe year. Cattle produpers then began to retain and even
gogfecotllonery materials ... —?-; 10-2 2-; l-g ‘215 build up their herds, offering much lower numbers for slaugh-
R Bl ' ' ' ter. Prices for beef and veal began to climb in June 1996 and
Crude foodstuffs kept rising through November. Export demand, particularly
and feedstuffs ...........c.oceeee. 3.0 7.2 -9.4 12.9 -1.0 f d d df afli
Slaughter hogs ... 76 | 50 | 213 | 206 | 232 rom Japan, was dampened on unwarranted feals aufli
Soybeans 3.3 20.1 | -18.1 26.7 35.2 contamination.
Wheat -1.2 18.6 -5.6 29.9 | -19.3 . .
cOr_?.. 104 | 347 | 224 | 494 |-210 Strong export d_emand pusheq prices for slaughter broilers
gllwd rr?t —;-g 31 —gg 2421 ;é and fryers higher in 1996, despite higher feed costs. Exports
augrer catte .- it A Ml Al M were estimated to be 18 percent higher in 1996 than in 1995.

Monthly Labor Review July 1997 29



ProducerPrices

. o - . Indexesforselectedintermediateandcrude
5.; perc_ent in 1996; chicken wings c_ontlnued to sell at pre maeis  oher then foods and enemy, 1992-96
mium prices because of the “buffalo wing” phenomenon gri
ping the country. Prices for chicken eggs increased 16.6 per- Index 1992 | 1993 | 1994 | 1995 | 1996
cent in 1996 on the strength of exceptionally strong export
demand for both shell eggs and egg products. Intermediate goods other
than foods and energy ... 1.2 1.6 5.2 3.2 -0.9
Dairy products Prices for dairy products increased in 1996. Nondurable manufacturing
: ; : ; . materials -6 104 5.9 -3.3
Prices for fluid milk rose sharpl_y during most of the first li Inedible fate ar o1 | 280 | 39| 21
months of the year when supplies were tight, only to decline woodpuip ... : -140 | 381 | 40.7 |-33.0
in the latter months of the year as the supply situation became Basic organic chemicals | .0 | =7 | 157 4 | 36
more balanced. Higher costs for milk and butter caused pricegurable manufacturing
for many manufactured dairy products, such as ice cream a ndmcagggg'rs.: """" NI PR R iy
cheese, to increase throughout much of the year. Aluminum .| 74 |-111 | 644 | 7.3 |-1238
Lead ........... . .0 375 9.1 4.2
ZINC v — — — -5.7 -14
mm 'ﬂﬂd m Construction materials ...... 2.7 5.0 3.9 19 1.8
. . ) . ) GYPSUM ..o 4.4 12.8 30.8 1.0 6.6
Price increases for intermediate materials other than foads Nonéerr%Tswire . a1 | 138 | 16| -1
and energy turned down 0.9 percent in 1996 after several yearsswood umber - | 231 | 308 | -96 | -103 | 195
of moderate advances. Indexes for nondurable and durbcled ood
manufacturing materials, containers, and components _or&’afeﬂg,';ﬂgss energy .. 57 | 107 | 173 | 42 | 55
manufacturing all moved down in 1996 after increasing in \h/‘Vantepaper -------------------- 11-; —1‘21-(3) 1;32 —ig-g —%-g
1995. Prices for construction materials advanced about|as oy coton - - ye | 129 | sa9 | 4» | 130

ed
cu
Note: Dash indicates data not available.

much as they had risen a year earlier. Price increases slo
for supplies.

Nondurable manufacturing materialsThe index for non- clined in 1996. Newsprint led the way with a 33.9-percent
durable manufacturing materials fell 3.3 percent in 1996, fotlecrease. Although inventories of U. S. and Canadian news-
lowing a 5.9-percent advance in 1995. (See table 5.) Thisint were 74 percent higher in November 1996 than in No-
downturn was led by steep declines in the prices of papgember 1995, three of the largest North American newsprint
paperboard, and woodpulp, all of which had advanced sharpigoducers announced a $75 per metric ton increase for stan-
in 1995. Prices also turned down after rising a year earlier fdard 30-pound newsprint, effective February 1, 1997, to re-
phosphates, basic inorganic chemicals, synthetic rubber, @rse the slide in prices. Newsprint prices had not increased
kalies and chlorine, and paint materials. Price increassince October 1995, and there was much pessimism about the
slowed for other basic organic chemicals, synthetic fibers, prability of producers to make the proposed price hikes stick.
cessed yarns and threads, finished fabrics, medicinal and Bof other paper grades, backlogs grew and there was some
tanical chemicals, and nitrogenates. By contrast, prices turneddence that inventories were being depleted. One excep-
up, after falling in 1995, for primary basic organic materialdgjon was coated free-sheet, which showed some price im-
plastic resins and materials, and inedible fats and oils. Priggovement as major producers cut back on discounts.
declines for leather slowed from 1995 to 1996. Price changes for paperboard in 1996 mirrored those for
Price declines for pulp and paper products were widespreaaper, as they had in 1995. In the fourth quarter of 1996, the
in 1996, owing to a continuation of the turbulent swings ipaperboard industry was in disarray, as major integrated pro-
pulp and paper markets over the past 2 years. Woodpulp pricesers attempted to maintain a price increase for linerboard
fell sharply(-33.5 percent) throughout the year, but expednd corrugating medium, amid reports of rebates and dis-
enced a comeback toward the end of the year. Markatunting by some producers. The capacity utilization rate for
woodpulp capacity declined 1.4 percent in 1996, ending tipgoduces of unbleached linerboard improved significantly in
year at approximately 11 million tons. The outlook for growtli 996, buoyed by continued strength in exports.
in total woodpulp capacity was slim, because pulp mills are Price increases for basic organic chemicals accelerated
increasingly substituting more recovered paper for woodpulfsom 0.4 percent in 1995 to 3.6 percent last year. In 1996,
Paper prices fell 14.2 percent last year after showing a 20e&lvances for the primary components (up 20.9 percent) out-
percent increase in 1995. Prices for all grades of paper @eeighed declines for the intermediate component. Primary
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basic organic chemicals, whose prices are especially sensitimesharp upturns inME inventories. Production outpaced

to gasoline and petroleum costs, include ethylene, toluedemand for much of the year, as producers added about 200,000
benzene, and other basic organic chemicals. Productiommtric tons to the aluminum supply. During the second half of
these chemicals also is widely influenced by production 1996, producers were able to work down their inventories,
other countries. Over the past 2 years, production of basicamd visible drops inME inventories contributed to a price
ganic chemicals has been greatly expanded in Europe, ardfly during the fourth quarter. With production exceeding
velopment that has lowered import prices and raised woddmand for much of the year, prices remained low despite the
stocks. rally late in the year.

Competitive price pressures in world markets caused phosPrices for gold, silver, and platinum decreased by 5.3, 7.7, and
phate prices to decline in 1996, after rising sharply in 1994 alid5 percent, respectively, in 1996, as funds flowed into the stock
1995. Demand for phosphate was steady in 1996 as domestidket rather than into precious metals. Gold prices were buoyed in
rock sources dwindled. U.S. producers discontinued exportthg first half of the year by strong worldwide economic growth and
significant quantities of rock for fear that they would depletealthy demand. However, a strong dollar, weak demand, and a ro-
their stocks and no longer be able to meet domestic demdmuait stock market contributed to a drop in gold prices during the
Because the United States is no longer an international forcedoond half. There was optimism that platinum prices would rise if
the supplying of rock, this action did not significantly affedhe U. S. Mint produced a platinum bullion coin (a first for the United
world markets; other countries are now better positioned to s8fates) and a near-pure gold coin. By yearend, the Mint had not
ply rock to one another. However, prices set abroad playedxarcised these options.
major role in the pricing structure of U. S. producers, as they
sought to managed their shriveling rock assets. Construction materials The producer price index for con-

The index for plastic resins and materials rose 4.2 percstitiction materials increased 1.8 percent in 1996, about the
in 1996, mostly due to increases for thermoplastic resins. Plsame as in 1995. The largest increases were for softwood lum-
tic resins and materials are petrochemically derived, andb&s, gypsum products, cement, and millwork, and for plumb-
such, they closely react to changes in prices for crude petngt fixtures and brass fittings. Declines were registered for
leum, which showed sharp upward movements over the pashferrous wire and cable, plastic construction products, ply-
2 years. wood, asphalt felts and coatings, and steel wire.

Prices for lumber rose almost 15 percent in 1996. Timber
Durable manufacturing materials In 1996, the index for du- supplies were tight throughout the year and the lumber indus-
rable manufacturing materials fell 1.4 percent, about as muchrgscampered about for affordable lumber in the face of rather
it had risen a year earlier. Prices turned down, after increasingigrh costs of logs relative to prices received for finished prod-
1995, for aluminum mill shapes, copper and brass mill shapgsts. Talks intensified in the spring around a pact between the
steel mill products, silver, gold, and platinum. Price declinemited States and Canada to limit Canadian exports to the
accelerated for copper, aluminum, and flat glass. Price increddeited States, sparking a great deal of volatility in lumber
slowed for cement, prepared paint, and lead. By contrast, ppciees that were already on a slowly but steadily increasing
declines slowed for plywood and zinc. Hardwood lumber pricesurse. Softwood lumber prices moved up almost 20 percent
turned up, following a decrease in 1995. in 1996 as a result of rapid rises for Douglas fir, southern pine,

Copper prices decreased 22.9 percent in 1996, followiagd rough softwood. Increases for hardwood lumber were
almost no change in 1995. Rises in London Metal Exchangech less dramatic. (Most hardwood lumber is used for fur-
(LME) inventories and forecasts of surpluses by yearend erodédre manufacturing; however, some is used in residential
prices early in the year. At midyear, a large Japanese tradingstruction, particularly for flooring.) Prices for general mill-
firm announced huge losses due to unauthorized tradingviyrk (which includes cabinets, vanities, door frames, and
the company’s chief copper trader. Panic selling ensued, aadhes) increased 2.6 percent in 1996. In the South, timber
copper prices plunged 27.9 percent during June and Julycatting regulations and higher stumpage fees forced many
fears of large-scale copper liquidation by the Japanese fimills into a cost-squeeze situation. Lower demand for pulp
In addition, there was uncertainty in 1996 over the new @ad paper eased pressure on supplies of logs in that region. In
pacity scheduled to come on-line over the next several ye#ing, western States, lumber producers relied predominantly on
because increased smelting and mining operations could Isadond-growth private timber. In addition to seeking timber
to overproduction. The copper market recovered from its tadt affordable prices, producers endeavored to procure the cor-
spin in the final 3 months of the year when prices edged ugect type and species of logs to meet demand. By contrast,

Prices for aluminum fell 12.8 percent in 1996 after a dprices for softwood plywood fell 2.5 percent in 1996, having
cline of 7.3 percent in 1995. As in 1995, a fairly consistepeaked in September. Plywood production gained in 1996 due
trend of declining prices prevailed last year, as traders focugegart to its increased popularity for pest and rot control in

Monthly Labor Review July 1997 31



ProducerPrices

homes, as well as for insulation. In addition, boat manufactuien problems at existing mills and startup problems at some
ers are using treated plywood almost exclusively of late, pafthe new mills. A weak world steel market caused a pileup
ticularly in pontoon boats. Treated plywood is used for thaet U. S. export yards. Because many domestic steel mills had
deck or sub-floor, then encased with fiberglass. already amassed large scrap inventories in anticipation of
Price increases for gypsum products accelerated from klortages, a glut situation resulted in domestic markets. There
percent in 1995 to 6.6 percent in 1996, on the strength of mso were indications that supplies of pig iron, a substitute for
bust demand from the home improvement sector. Mofdrrous scrap, were up substantially, particularly in Russia,
(uncalcined) gypsum is used to manufacture prefabricatbdther reducing U. S. scrap exports. Prices for aluminum base
products such as gypsum board. As in 1995, prices for insuszrap were lower in 1996 due to an oversupply of aluminum
tion materials, such as building batts, moved up modesthgrap. A prolonged downturn in primary aluminum prices
buoyed by energy conservation efforts. Prices for cement rasentributed to lower aluminum base scrap prices. Prices also
5.0 percent in 1996, following a 6.0-percent rise in 1995. Invere lower in 1996 for copper base scrap, reflecting falling
creased prices for cement, a key input, were mostly respgarices for primary copper and sluggish export demand.
sible for that the second consecutive annual rise of about 3Prices for raw cotton fell 13.0 percent in 1996, following
percent in the index for concrete and concrete products. an increase of 4.2 percent in 1995. The 1996 decline resulted
from reduced demand from domestic mills and a 25-percent
Basc indstid maeiss reduction in exports over the 1995 level. Leaf tobacco prices
fell in the spring of 1996, ending the year 4.2 percent higher

The producer price index for crude nonfood materials oth&tan in 1995. In 1996, supplies were shorter as a result of
than energy fell 5.5 percent in 1996, following a 4.2-perceffop damage from Hurricane Fran in September. High winds
drop in 1995. This index is usually considered an indicator 8amaged crops in the field, and crops already in tobacco-cur-
the future strength of the economy. Overall, this index hdRd barns were affected by power outages.

been falling since the second half of 1995, when it decreased

at an 18.7-percent seasonally adjusted annual rate. In the 8gbcded  industies

half of 1996, the rate of decline was 8.9 percent; the rate

slowed to —1.9 percent in the last 6 months of the year. Mining The producer price index for the net output of total

In 1996, prices turned down, after rising in the previous yeanining industries advanced 40.6 percent in 1996, after falling
for copper ores, raw cotton, copper base scrap, pulpwood l0g€ percent in 1995. (See table 6.) Prices for the oil and gas
gold ores, and phosphates. Prices fell more in 1996 than thegraction industry group rose more than 50 percent, following
had fallen in 1995 for iron and steel scrap. The indexes for iran3.5-percent decline in the previous year. By contrast, prices
ore and for sand, gravel, and crushed stone both rose lesfointhe metal mining industry group turned down almost 12
1996 than in 1995. By contrast, price declines slowed f@ercent, after posting a 6.2-percent advance in 1995. The index
wastepaper and aluminum base scrap, and for hardwood #&mthe industry group engaged in mining nonmetallic minerals
softwood logs, bolts, and timber. Cattle hide prices turned upgcreased 2.2 percent in 1996, slightly less than in the year
following a decline a year earlier. Price increases accelerateefore.
for leaf tobacco and for other roundwood products.

Wastepaper prices fell sharply from June 1995 through M&anufacturing Following a 3.0-percent rise in 1995, the
1996, then recovered, only to slide again at the end of theoducer price index for the net output of the domestic
year. Prior to the spring of 1996, wastepaper prices had riseanufacturing sector moved up 2.2 percent. Although price
higher and more rapidly than the market could sustain, cauisereases accelerated sharply in 1996 for the industry group
ing the massive decline that began in June 1995. Overall, pyoducing refined petroleum and related products, and prices
yearend, prices for wastepaper collected at curbside dropgedthe apparel grouping continued to rise, several other in-
more than those for wastepaper collected from large retailedsistry groups showed a deceleration in price increases,
supermarkets, converters, and major office programs. including food and kindred products; tobacco products; textile

Prices for iron and steel scrap declined 11.1 percent in 1996iJl products; furniture and fixtures; printing and publishing;
after decreasing 4.1 percent in 1995. This usually volatile inhemicals and allied products; leather products; nonmetallic
dex showed relatively restrained price movement for most ofineral products; fabricated metal products; transportation
the year, except for two fairly sharp drops in October aneuipment; and measuring and controlling instruments. In
November. At the start of the year, there was optimism thatldition, prices turned down in 1996, after rising in 1995, for
the opening of several scrap-consuming electric arc milgper and allied products, rubber and plastic products, primary
would lead to higher demand and higher prices. Domestitetal industries, machinery (except electrical), and electrical
steel production rose, but less than expected, due to prodane electronic machinery.
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AnnualpercentchangesinProducerPriceindexesforthenetoutputofmajorindustrygroups, 1992-96
Index 1992 1993 1994 1995 1996
Total mining iINAUSEIES ......ccceeviiiiieiiieeeeeeeee 18 -7.9 -1.0 2.9 40.6
Metal mining ........ -4.7 -6.8 35.5 6.2 -12.7
Coal mining .............. -1.4 -1 -2.1 -8 -7
Oil and gas extraction ............ccceceeeieenveeneennn. 3.0 -10.7 -3.2 35 57.9
Mining and quarrying of nonmetallic minerals,
eXCePL fUBIS ....eviiiiice 15 1.0 1.4 2.9 2.2
Total manufacturing industries ...............cccccooeeee 1.6 .8 24 3.0 2.2
Food and kindred products .... 1.0 2.2 -3 4.0 3.2
Tobacco manufactures .... 7.5 -21.7 3 3.8 3.2
Textile mill products ..........cocveveeeieenieneeeeeen, 5 -1 7 2.6 11
Apparel and other finished products made
from fabrics and similar materials ................... 17 .5 4 .8 2.0
Lumber and wood products, except furniture ..... 11.2 13.6 13 -2.6 3.0
Furniture and fiXtures ...........cccoceeviniicnns 15 2.9 3.0 3.0 1.9
Paper and allied products 7 -9 10.7 13.1 -10.3
Printing, publishing, and allied industries ........... 3.7 3.1 3.8 7.0 2.4
Chemicals and allied products ................. 1.9 1 7.4 6.0 15
Petroleum refining and related products -1.4 -12.9 8.9 2.6 22.7
Rubber and miscellaneous plastic products ...... 11 1.0 3.6 2.6 1
Leather and leather products .............cccc.c... 2.1 1.3 25 15 11
Stone, clay, glass, and concrete products 7 2.9 4.3 2.7 1.3
Primary metal industries .........c.cccoceevvieninninene -1.1 1.6 9.3 3.2 -3.0
Fabricated metal products, except machinery
and transportation equipment ..........c.cccooeeeennen. .8 11 2.4 3.4 .6
Machinery, except electrical ............cccccevivninene -1 1 9 14 -6
Electrical and electronic machinery,
equipment, and supplies .. .8 1.2 3 -7 -7
Transportation equipment ...........cccoccveeveeneennnen. 2.0 3.0 2.4 21 5
Measuring and controlling instruments;
photographic, medical, optical goods;
watches, ClOCKS .......coveviiiiiieiiiiee e 1.7 1.2 1.2 1.5 .6
Miscellaneous manufacturing industries ............ 15 1.8 1.6 2.0 14
Services industries:
Railroad transportation .............cccccoeeviiieicnnne 9 9 4 -3 .0
Motor freight transportation and warehousing ... — -6.4 2.7 17 2.4
United States Postal Service ...........cccccevveeennnne .0 .0 .0 10.4 .0
Water transportation .......... -4.3 -9 25 2.4 .2
Transportation by air .......... — 8.2 -3 7.4 5.9
Pipelines, except natural gas . 4 6 10.2 3.4 -8.8
Health Services ..........ccooevviiiiiiiiiceece s — — — 3.5 17
Note: Dash indicates data not available.

Services The index for railroad line haul operations wagates were affected by increased fuel costs, declining demand
unchanged in 1996, following a 0.3-percent decline in 199%0r grain shipments, strikes at automobile manufacturing
Indexes advanced for wood and lumber products, farplants, and adverse weather conditions in western States.
products, and transportation equipment, while declineSonsolidation in the rail industry continued unabated in 1996.
occurred for coal and some other categories. Despite a ris&dngoing mergers and takeovers caused some disruptions in
rail earnings, overall rail freight traffic declined in 1996.line haul operations, as companies and their work forces were
During the first quarter of 1996, paralyzing winter weather ineorganized and streamlined, and some parallel rail lines were
the Midwest and Northeast resulted in a backlog in shipmergminated.

of coal, lumber, grains, and other food-related products. From December 1995 to December 1996, the index for
Shipments of highly lucrative coal and automotive equipmetitucking (except local) rose 3.5 percent, following a 0.9-per-
picked up in the second quarter. A major industry labogent increase in 1995. The strength of the trucking industry
agreement was ratified during the third quarter; the net effestas evident in steady price increases throughout 1996. Less-
of this pact will be reduced industry-wide labor costs, a majdhan-truckload carriers, in particular, benefited from the rise
component of operating expenses. Overall, rail traffic was demand and posted profits during each calendar quarter of
down in the fourth quarter, despite an upsurge in graithe year. Higher fuel costs and driver shortages combined to
shipments in late October. Fourth-quarter rail shipments amdert upward pressure on prices. However, with industry com-
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petition very fierce, many carriers were reluctant to pass alorsybscriber service. Increases resulted from the partial deregu-
all of these associated cost increases to their customers. lation of the cable industry: new regulations imposed by the
The index for scheduled air transportation moved up 5.9 pelederal Communications Commission allow cable compa-
cent in 1996, after advancing 7.4 percent in 1995. Much of thaes to pass along price increases caused by inflationary pres-
1996 increase was due to an 8.2-percent rise in domestic airlisigres. Previously, these companies could only increase their
fares. A relatively strong economy permitted airlines to fill seatgates in response to changes in their programming costs.
and post steady increases during the year. This came on top oThe help supply services index increased 1.4 percent in
an even stronger performance in 1995. Prices for scheduled 4896. Increases were registered throughout the industry as
cargo transportation increased modestly in 1996, despite higHarsiness remained brisk, particularly for employee leasing
operating costs, particularly for jet fuel. Competition in theservices and temporary help supply services. Unlike other
freight market was especially keen. Prices for airline fares fludielp supply service establishments, employee leasing services
tuated throughout the year due to a number of factors. Chiafe arrangements whereby a businesses transfers employees
among these were the expiration of the Federal excise taxtmthe payroll of a leasing firm. In turn, these employees are
January, its re-imposition in August, and a 10-percent price hikkken leased back to their original employer, where they con-
by major carriers 2 weeks before the tax was re-imposed. Thirue to be under the direct supervision of the client company
re-imposition of the tax and the price hike had no net effect and work in the same capacity as before, in an ongoing per-
the producer price index because taxes are not included in inde&nent relationship. Industry downsizing of late has boosted
calculation. Major carriers, citing continued strong traffic, raisedemand for employee leasing arrangements, also called con
domestic prices 2.5 percent in September. In addition, jet fuhct staffing or employee administrative services. In such
costs increased throughout the year, and there were two highlyangements, the employee leasing firm administers payroll,
publicized crashes—one affecting a low-cost, mostly nonunigpension, health plans, and other personnel related functions.
carrier and the other, a major carrier. The index for accounting, auditing, and bookkeeping ser-
The index for airports, flying fields, and airport services rosgices increased 2.8 percent in 1996, reflecting semiannual
3.8 percent in 1996, following a 2.2-percent advance in 1998djustments in January and July to the billing rates and pric-
Leased space for concessions was up 7.5 percent over the yiearstrategies of industry firms.
This index is subject to large swings; leases for concessionsPrice increases for health care services slowed from 3.5
often are based on a percent of gross revenue, and are higtdycent in 1995 to 1.7 percent in 1996. The indexes for both
indicative of passenger traffic and spending habits of passengeffices and clinics of doctors of medicine, as well as that for
Airport managers chose to raise prices for services renderedyeneral medical and surgical hospitals, mirrored this slowdown.
air passenger and air cargo carriers during 1996 in order to fuAd with hospitals, there was a growing trend toward con-
airport improvements. In the past, airports had partially fundesblidations of physicians into larger organizations in
operations by collecting Passenger Facility Charges; howev&g96: doctors increasingly are competing for managed care
this source is not sufficient to fund the multimillion dollardollars by creating their own networks to bargain more
expansions now going on at many airports. effectively with health plan providers. In addition, managed care
A 7.8-percent increase in commissions for airline arrangglans exerted even more pressure on the health care industry
ments resulted in a 2.6-percent rise in the index for traveuring the year to lower prices and keep rate increases to a
agents in 1996. This followed a decline in 1995, when aiminimum. With the increased presence of health maintenance
lines had capped commissions at $50 for domestic flightsrganizations in the health care industry, physicians are moving
The cap system has severely reduced the amount of commasgray from traditional fee for service arrangements in favor of
sions received for arranging air travel. capitation arrangements, or fixed prepayments per member.
The radio broadcasting index advanced 10.8 percent Although the producer price index does not capture changes in
1996, after rising 5.8 percent in 1995. Several major eventapitation rates, this form atimbursement ibecoming
helped to propel prices higher last year. During the secortreasingly popular and has resulted in smaller revenue streams
guarter, the Telecommunications Act of 1996 was signed infor physicians. As a result of the emphasis placed by managed
law, spurring major consolidations within the radio industrycare organizations on primary and preventing care, demand for
This law deregulated the industry by allowing broadcastespecialists has been sharply reduced. Mergers were rife among
to own as many radio stations as they desired on a natiormspitals in 1996. Forces propelling these consolidations were
level. Later in the year, the Olympics being held in Atlantd1) excess hospital beds, as technological advances and
heightened demand for radio advertising. In the fall, the elecranaged care shortened hospital stays; (2) the desire for greater
tions triggered higher demand and prices for radio time. THeargaining powere when nogotiating for price sensitive
index for cable and other pay television services increas@thnaged care contracts, and (3) the increased attractiveness of
5.1 percent in 1996, mostly on the strength of higher rates foomprehensive hospital systems to health plans and insurers.
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