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Rising producer prices in 1999
dominated by energy goods

Surging energy prices push up
the Producer Price Index for crude,
intermediate, and finished goods

The Producer Price Index (ppi) for crude,
intermediate, and finished goods rose in
1999; surging energy priceswerethedriv-
ing force behind the accel eration in each stage of
process. The Producer Price Index for Finished
Goodsrose 2.9 percent in 1999, after showing no
change in 1998, and falling 1.2 percent in 1997.
Therisein 1999 was the largest annual increase
since 1990's5.7-percent advance. Theturnaround
in overall finished goods was primarily due to
soaring energy prices, which increased 18.1 per-
cent, following an 11.7-percent decrease during
the previous 12 months. The index for finished
consumer foods rose 0.8 percent in 1999, after a
dlight 0.1-percent increasein 1998. However, fin-
ished goods other than foods and energy—a cat-
egory that includes both consumer goods and
capital equipment—increased 0.9 percent in 1999,
after gaining 2.5 percent a year earlier. (See
tablel.)

At the earlier stages of processing, the Pro-
ducer PriceIndex for intermediate material's, sup-
plies, and componentsrose 3.7 percent, following
a3.3-percent declinein 1998. Thisindex captures
price movements for goods such asjet fuel, paint
materials, shipping containers, animal feeds, and
semiconductors. The overall acceleration in in-
termediate materials was primarily due to rising
prices for intermediate energy goods, which de-
clinedin 1998. Also contributing to the accelera-
tion were rising prices for both nondurable and
durable manufacturing materials, both of which
fell last year. Theindex for materialsand compo-
nents for construction rose more than in the prior

year. Pricesfor intermediatefoodsand feedsde-
creased lessthanin 1998. Theintermediate core
index (which excludes foods and energy) in-
creased 1.9 percent, following a 1.6-percent de-
clinein 1998.

Similarly, pricesfor crudematerialsfor further
processing advanced 15.3 percent in 1999, after
falling 16.7 percent in 1998. Crude goods in-
clude commodities such as wheat, slaughter
cattle, crude petroleum, natural gas, scrap met-
als, timber, and raw cotton. Analogous to fin-
ished and intermediate goods, most of the in-
crease in crude goods can be attributed to rising
prices for energy goods, which dropped in the
previousyear. Pricesfor crude goods other than
foods and energy also increased substantially
from last year. The index for crude foodstuffs
and feedstuffsfell lessthanit did in 1998.

Inflation, as measured by the Consumer Price
Index (cpi), rose 2.7 percent during 1999, accel-
erating fromthe 1.6-percent increasein 1998. As
with the ppi, much of the cPi’s overall increase
can be attributed to rising energy prices—gaso-
line prices paid by consumers rose 30.1 percent
in 1999. However, excluding food and energy
goods, consumer prices advanced only 1.9 per-
cent, theslowest annual rate of increasein nearly
35years.!

Energy goods
Theppi for finished energy goods advanced 18.1

percent, following an 11.7-percent dropin 1998.
Taking alook further up the pipeline for energy
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ICLICIM  Annual percent changes for major categories of the Producer Price Index by stage of processing, 1990-99
Index 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Finished goods ..........ccccovviiiiiiiiiine, 5.7 -0.1 1.6 0.2 17 2.3 2.8 -1.2 0.0 2.9
Foods ............... 2.6 -15 1.6 2.4 11 1.9 3.4 -8 1 .8
Energy .... 30.7 9.6 -3 —4.1 3.5 1.1 11.7 -6.4 -11.7 18.1
Other ..o 35 31 2.0 4 1.6 2.6 .6 0 25 9

Intermediate materials, supplies, and

COMPONENES ...eeeiiiiiiiiiee e 4.3 -2.6 1.0 1.0 4.4 33 T -8 -3.3 3.7
Foods and feeds .. -1.3 -2 -5 55 -4.5 10.3 2.1 -1.7 -7.3 —4.2
Energy ... 21.8 -11.6 7 —4.2 2.9 11 11.2 -7.0 -12.1 19.6
Other ..o 1.9 -8 1.2 1.6 5.2 3.2 -9 .3 -1.6 1.9
Crude materials for further processing..... 6.0 -11.6 3.3 1 -5 55 14.7 -11.3 -16.7 15.3
Foodstuffs and feedstuffs -4.2 -5.8 3.0 7.2 -9.4 12.9 -1.0 -4.0 -11.0 -1
ENergy ....oocoocviiniiiiiies 19.1 -16.6 2.3 -12.3 -1 3.7 51.2 -23.1 —-23.8 36.9
Other ..., .6 -7.6 5.7 10.7 17.3 -4.2 -55 .0 -16.0 14.0

goods, prices for intermediate energy goods advanced 19.6
percent in 1999, following a12.1-percent dropinthe 1998 cal-
endar year. Also, the Ppi for crude energy materials rose 36.9
percent in 1999, following a23.8-percent dropin 1998. While
most energy products accelerated during 1999, each stage of
processwas driven by accel erating pricesfor petroleum-based
commodities.

Petroleum-based energy goods. Crude petroleum accounted
for three-fourths of the acceleration in crude energy materials.
In 1998, petroleum prices reached near-historic lowsasworld
productionincreased 1.4 percent, petroleum demand from East
Asiawaned, and awarmer-than-normal 1997-98 winter sea-
son decreased energy demand in the United States.? Crude
petroleum prices, however, took anew directionin 1999 dueto
severa factors that combined to push up oil prices by 172.0
percent. First, domestic crude oil production fell from 228.1
million barrelsin 1998 to 214.6 million barrelsin 1999, adecline
of nearly 6.0 percent. This slowdown in production can be
traced to a 10.6-percent drop in Alaskan crude oil output as
well asa4.8-percent decrease from thelower 48 States.®

In March 1999, the Organization of Petroleum Exporting
Countries (OPEC) and several non-OPEC countries announced
an agreement to reduce output. Asaresult, crude oil imports
from some nationsto the United States dropped significantly.
(Seetable2.)

Other worldwide events also affected domestic oil prices
in the United States. During most of the 1990s, the Far East
enjoyed rapid economic expansion and the commensurate
expanding demand for energy. However, in 1998, Japan’seco-
nomic growth rate fell 2.9 percent, real gross domestic prod-
uct (GDP) in Thailand dropped 8.1 percent, and the growth
rate in South Korea fell 5.8 percent.* Economic slumps in
these and other Asian countries caused oil demand for indus-
trial and other usesto decline. In 1999, these economies be-
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gan to recover. Real GDP rebounded, and competition for
available crude oil suppliesincreased.

Petroleum-based products also led to the acceleration at
theintermediate stage of process. (Approximately two-thirds
of the accel eration in intermedi ate energy goods can be attrib-
uted to petroleum-based energy products.) Jet fuel prices
surged 90.9 percent from December 1998 to December 1999,
after falling for 2 consecutive years. The indexes for diesel
fuel, liquefied petroleum gas, and residual fuel also rose in
1999, following adecreaseintheprior year.

More than half of the acceleration in prices for finished
energy goods can be traced to a 74.8-percent surge in gaso-
line prices, which followed a33.1-percent dropin 1998. Chart
1 illustrates the strong correlation in the price movements
among crude petroleum and gasoline. Excluding gasoline, a
more detailed look shows that the index for finished goods
increased 1.3 percent in 1999, compared with the 2.9-percent
gain in the overall index. Weather-related supply issues put
upward pressure on gasoline pricesas Hurricane Lenny forced
the closing of refinery operations in the Caribbean. Also,
refinery operationsin Mississippi temporarily closed for main-
tenance. Among other petroleum-based energy goods, prices
for home heating oil jumped 89.4 percent, following a 36.1-
percent decline in 1998. The indexes for finished lubri-
cants and liquefied petroleum gas also increased in 1999.
(Seetable3.)

Energy goods other than petroleum-based. Among other
finished energy goodsin 1999, electricity production declined
as cooler weather in some parts of the country substantially
reduced the need for air conditioning, keeping residential elec-
tric power priceslow. (Theresidential electric power index
wastheonly finished energy component that fell in 1999.) In
addition, with no significant generation outagesin 1999, the
wholesale supply of electricity was more than sufficient.



IELIEWE | mports of crude oil into the United States by
country of origin, 1998-99
Crude oil
o (thousand barrels)
Country of origin Percent
change
1998 1999
Arab opec
504 332 -34.1
109,412 89,914 -17.8
512,452 506,272 -1.2
Other opec
Venezuela .......ccccvveeeinnens 502,552 419,893 -16.4
Nigeria ......ccoovvviiiciiiins 251,315 227,471 -95
Non-opec
Congo (Kinshasa) .............. 6,219 900 -85.5
Yemen 1,628 335 -79.4
China, People’s Republic of 15,376 4,763 —69.0
Peru .....ccccoviieinnns 14,908 9,227 -38.1
Trinidad and Tobago 19,423 14,748 -24.1
Angola . 169,580 130,168 —-23.2
Gabon ... 75,543 61,247 -18.9
Malaysia ........ccoovrvrveieenens 9,375 7,708 -17.8
Congo (Brazzaville) ............ 19,527 16,645 -14.8
Guatemala .............cceeuvveeee.. 8,311 7,632 -8.2
MEXICO .vovviviiiiciiciiiie 482,252 457,655 5.1
Source: Petroleum Supply Annual, 1999, Volume | (Energy Infor-
mation Administration). See text footnote 3 for Internet address.

Pricesfor residential natural gasincreased, after falling inthe
previous year.

Further up the energy pipeline, pricesrosefor commercial
electric power, industrial natural gas, and commercial natural
gas, after falling in 1998. The index for industrial electric
power fell less in 1999 than in the prior year. By contrast,
prices for coke oven products declined 5.4 percent in 1999,
after edging up 0.1 percent in the prior year.

At the crude stage of process, the index for natural gas
rose 7.9 percent, following a 17.8-percent drop in 1998. By
contrast, coal pricesfell 9.3 percent, following a1.2-percent
decrease in the previous year. Following crude oil, natural
gas and coal are the largest fuel sources used in the United
States, each supplying 23.0 percent of U.S. consumption.®

In 1999, natural gas pricesincreased mainly dueto sum-
mer cooling needs, anticipation of decreased injection
rates, ensuing decreased winter storage levels, and de-
creased drilling activity. Hot weather in Californiaand the
Southwest caused a higher-than-normal demand for air
conditioning. Higher energy prices and demand in 1999
also resulted from the temporary closings of hydroelectric
power plantsin the Northwest and West, due to the dams’
harmful environmental effects on some species of fish and
birds. At the same time, a maintenance shutdown of
California’s main north-south transmission line caused a
decrease in supply.

Foods and related products

Producer prices for finished consumer foods accelerated in
1999, rising 0.8 percent, after a0.1-percent increasein 1998.
L eading theway, pork pricesjumped 29.8 percent, following a
27.3-percent drop in 1998 and a 13.6-percent declinein 1997.
Declining pork pricesin 1998 resulted from overproduction,
softer exportsto Asiaand Mexico, and price competition from
Canadianimports. Thereboundin pork pricesfor 1999 can be
traced to adramatic 266.9-percent jump intheindex for daugh-
ter hogs. Inaddition, greater demand for U.S. pork exportsin
1999 pushed priceshigher. (Seetable4.)

Also contributing to the increase in finished consumer
foods was a 10.8-percent rise in beef and veal prices, which
had declined 2.7 percent in 1998. Beef priceswerevery strong
in the second half of 1999 in spite of record beef production
and large supplies of pork and poultry. Demand for higher
quality beef was unusually strong as U.S. and world econo-
mies continued to strengthen, particularly in Asia. In addi-
tion, expectationsfor amorefestive holiday season bolstered
demand for higher quality beef to insure adequate supplies.

In contrast to rising meat prices, the dairy products index
fell 11.1 percentin 1999, following a10.7-percent gaininthe
prior year. Dueto cold and dry weather throughout most of
1997 and 1998, milk productionfell, and dairy prices gradu-
ally rose. During the same period, skyrocketing butter de-
mand also pushed prices upward. However, pricesfor dairy
products fell beginning in the first quarter of 1999 due to
decreased demand and increased production levels. For the
1999 calendar year, prices declined for fluid milk products,
butter, cheese, and ice cream and frozen desserts.

Among other finished consumer foods, prices rose for
fresh fruits and melons, and for finfish and shellfish, after
falling in the previous year. In contrast, the indexes for
processed young chickens and for shortening and cook-
ing oilsdeclined in 1999, after increasing in 1998.

At the earlier stages of processing, prices for interme-
diate foods and feeds declined 4.2 percent throughout
1999, following a7.3-percent drop in 1998. Theindex for
prepared animal feedsfell 2.7 percent, after dropping 20.4
percent in the prior year. Crude vegetable oil prices de-
clined due to decreasing crude input prices of corn and
soybeans. The index for crude foodstuffs and feedstuffs
edged down 0.1 percent in 1999, following an 11.0-percent
drop during the 1998 calendar year. Slaughter cattle prices
rose 19.4 percent, after falling 12.0 percent ayear ago. Simi-
larly, alarge upturn for slaughter hog prices was posted in
1999. Theindexesfor corn and alfalfahay fell lessthanin
the previous year. Conversely, fluid milk prices declined
31.3 percent in 1999, after advancing 25.6 percent in 1998.
Theindex for slaughter broilersand fryersalso declined, fol-
lowing anincreasein the prior year.
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Annual percent changes in Producer Price Indexes for selected energy items, 1994-99
Index 1994 1995 1996 1997 1998 1999
Finished energy goods 3.5 1.1 11.7 -6.4 -11.7 18.1
Gasoline................ 11.2 2.4 27.1 -15.0 -33.1 74.8
Home heating oil .. 6.9 11.9 25.0 -21.7 -36.1 89.4
Residential electric pow 15 9 .6 -2 -2.5 -5
Residential natural gas ............. -2.6 -2.4 11.2 2.4 2.4 9
Intermediate energy goods ........... 2.9 11 11.2 -7.0 -12.1 19.6
Natural gas to electric
utilities ...... 3.4 -1.4 6.1 9.3 -24.3 15.6
Diesel fuels 5.9 111 26.2 -22.5 -33.8 86.4
Jet fuels...... 4.3 6.1 26.1 -22.3 -35.8 90.9
Commercial electric power ........ 2.3 .6 -1 .0 -1.8 6
Liquefied petroleumgas ............ 13.0 3.9 71.4 -29.3 -32.6 87.0
Residual fuels .........ccccceeveeeenne 10.2 4.7 32.8 —7.6 -39.8 91.1
Crude energy materials.................. -1 3.7 51.2 -23.1 -23.8 36.9
Natural gas .......ccccevvrvencinennn. -14.0 -3 92.0 -27.9 -17.8 7.9
Crude petroleum ........c.cccccveeene 211 10.8 35.8 -28.3 -48.6 172.0
C0al ..o 2.1 -.8 -1.1 4.9 -1.2 -9.3

Finished goods other than foods and energy

The index for finished goods other than foods and energy
increased 0.9 percent, after advancing 2.5 percent in 1998.
Finished consumer goods less foods and energy increased
1.2 percent, following a4.2-percent gainin 1998. (Seetablebs.)
By contrast, the index for capital equipment rose 0.3 percent
in 1999, after showing no change ayear earlier. Chart 2illus-
tratesthe key commaodities contributing to therisein finished
goods less foods and energy in 1998 and 1999.

Most of the deceleration in finished consumer goods other
than foods and energy was due to much lower priceincreases
for cigarettesand prescription drugs. Thecigaretteindex rose
9.6 percent in 1999, after jumping 49.4 percent in 1998, and
prescription drug prices increased 0.8 percent, after gaining
20.9 percent ayear ago.

Cigarette priceswereidlefor most of 1999 with the excep-
tion of a 9.5-percent increase in September 1999. Tobacco
manufacturers raised the per-pack price of cigarettes by 18
centsto help pay a$206 billion legal settlement. The settle-
ment also crippled the tobacco industry’s ability to market
products by limiting advertisement locations. Asaresult of
the price increase and better awareness of the ill effects of
smoking, cigarette salesfell during most of 1999.

In spite of double-digit growth in sales for prescription
drugsin 1999, priceincreasesslowed dramatically, up only 0.8
percent, following a20.9-percent hikein 1998. Thisdecelera-
tionwasled by smaller priceincreasesfor minor tranquilizers,
diuretics, cough and cold preparations, vitamins, and diabe-
testherapy drugs. Theindexesfor antispasmodic, cardiovas-
cular therapy, and sedatives declined, after rising in 1998.
However, price increases for systemic anti-infectives, hor-
mones, and dermatologicals accelerated in 1999. The index

for anti-arthriticsrose, after fallingintheprior year.

Prices for other finished goods less foods and energy de-
celerated in 1999. Price increases slowed for light motor
trucks, book publishing, alcoholic beverages, periodical cir-
culation, and household furniture. Theindexesfor men’'sand
boys' apparel and for sporting and athletic goods declined,
after risingin 1998. Conversely, pricesrosemorein 1999 than
intheprior year for passenger cars, mobile homes, and news-
paper circulation.

Strong economic growth and a low unemployment rate
helped raise sales of new carsby 6.8 percent in 1999. Passen-
ger car pricesrose 1.2 percent in 1999, versus 0.5 percent in
1998. The 1999 passenger car index had the largest increase
since a 1.7-percent rise in 1995. Domestic car production
increased to 5.6 million unitsin 1999, after 4 consecutiveyears
of decline.® Domestic car inventorieswere 1.3 million unitsat
the end of 1999, the same as at the end of 1998.

Within capital equipment, pricesincreased 0.3 percent in
1999, after showing no change ayear earlier. Thisdight ac-
celerationwasled by a2.1-percent increasein civilian aircraft
prices, following a0.5-percent risein 1998. Thecivilianair-
craft index advanced due to cost increases for labor and ma-
terials. Priceincreasesalso accelerated for commercia furni-
ture, transformers and power regulators, and for agricultural
machinery and equipment. |n contrast, priceincreases slowed
for light motor trucks, heavy motor trucks, and industrial ma-
terial handling equipment. The indexes for communication
equipment and for x-ray and electromedical equipment fell
morethanin 1998.

Thetruck indexesincreased at aslower ratein 1999 ver-
sus the prior year. Prices for light trucks rose 0.3 percent,
after advancing 1.0 percent inthe previousyear. Thisslower
rate of increase can be traced to the bigger incentive pro-
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Annual percent changes in Producer Price Indexes for selected food items, 1994-99

Index 1994 1995 1996 1997 1998 1999

Finished consumer foods.............. 11 1.9 34 -0.8 0.1 0.8
POIK oo -11.1 15.3 21.9 -13.6 -27.3 29.8
Dairy products ..........ccccceveneeenne -2.0 5.4 2.4 4.7 10.7 -11.1
Fresh fruits and melons .......... -11.2 25 37.2 -8.2 -19.0 8.2
Fresh and dry vegetables ....... 25.6 -36.0 -24.3 21.6 8.8 4.4
Roasted coffee ............c..c....... 49.8 -8.2 -8.4 18.1 -9.5 -9
Beef and veal ............ -4.8 -1.4 7.4 -5.4 2.7 10.8
Processed poultry -3.7 8.4 2.6 -6.3 3.8 -3.7
Intermediate foods and feeds....... —4.5 10.3 21 -1.7 -7.3 —4.2
Prepared animal feeds ............ -10.6 20.6 5.4 -3.1 -20.4 2.7
Crude vegetable oils ..... 4.1 -14.1 -9.3 13.9 2.7 -375
Flour ..o -11 20.1 -9.0 -8.2 -5.6 —7.5
Confectionery materials 2.2 15 2.2 -15.8 -1.0 1.7
Refined sugar ........cccccceeninnne .8 .8 4.2 —4.5 .6 -2.2
Crude foodstuffs and feedstuffs .. -94 129 -1.0 —4.0 -11.0 -1
Slaughter hogs .......... -21.3 40.6 23.2 -21.7 —-76.8 266.9
Soybeans . -18.1 26.7 -37 1.8 -21.3 -17.5
Wheat ... 5.6 29.9 -19.3 -11.3 -15.0 -13.9
Com ..... . -22.4 494 -21.0 2.2 -22.5 -12.4
Fluid milk ..o -5.2 8.4 11 2.8 25.6 -31.3
Slaughter cattle...........cccceeueeee. -5.3 -5.2 -2.5 2.0 -12.0 19.4

gramsaimed at boosting saleson some models. Theindex for
heavy trucksrose 1.4 percent, following a3.9-percent gainin
1998. Salesof medium-duty trucksincreased morethan 20.0
percent in 1999, and heavy-duty truck saleswere 25.4 percent
above 1998 levels.

Theindex for electronic computersfell 19.7 percent in 1999.
Quality improvement in cpus, hard drives, and other com-
puter components contributed to the falling prices of elec-
tronic computers. Improving technology and production pro-
cesses continued to result in a better product for a lower
price. In addition, price competition continued in all seg-
ments of the computer hardware industry.

Intermediate industrial materials

Thepp for intermediate materialslessfoods and energy rose
1.9 percent, after falling 1.6 percent in 1998. Thisupturnwas
mainly due to a 4.0-percent price increase for nondurable
manufacturing materials, following a 5.3-percent decline in
1998. Durable manufacturing materialsalsorose, after falling
intheprior year. Theindex for materialsand componentsfor
construction rose at a higher rate in 1999 than in 1998.
(Seetable6.)

Within nondurable manufacturing materials, the indexes
for plastic resins and materials and organic chemicals ad-
vanced dueto significantly higher pricesfor crude petroleum
in1999. Pricesfor plastic resinsand materialsadvanced 15.9
percent, after falling 13.4 percent in 1998. Similarly, thein-
dexesfor primary basic organic chemicals, paperboard, paper,
and woodpulp rose, after declining in the prior year. For
woodpulp—a material input to paper and paperboard pro-
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duction—rising prices were due to strong demand and lower
inventories caused by the closure of several major woodpulp
producers. Higher pricesfor paperboard in 1999 also resulted
from supply interruptions caused by natural disasters such as
Hurricane Floyd.

The inedible fats and oils index fell for the second con-
secutive year. Thisindex is very sensitive to movementsin
grain prices and tends to be volatile; monthly price move-
ments have ranged from alow of —20.4 percent (March 1999)
toahigh of +14.5 percent (October 1999). General weakness
inglobal agricultural commodity pricesisthekey factor caus-
ing theyear’'sdownward movement.

The price movements of several commodities worked to
dampen the overall accel eration within the nondurable manu-
facturing materialsindex in 1999. The phosphatesindex de-
creased 8.6 percent, after gaining 4.6 percent in 1998, and
pricesfor akaliesand chlorine, gray fabrics, processed yarns
and threads, and synthetic fibersfell morein 1999 thaninthe
previous year.

The durable manufacturing materials index rose 2.4 per-
cent during 1999, after posting a5.5-percent declinein 1998.
Prices for primary nonferrous metals (including copper and
aluminum) rose 14.0 percent in 1999, following a16.7-percent
drop ayear ago. Pricesfor these products rebounded due to
strong demand from the automotive industry and the con-
struction sector. The flat glass index fell less than in the
previousyear. Pricesfor steel mill productsfell 2.4 percent,
following a 6.5-percent declinein 1998. Thisslower rate of
price decline may be attributed to falling import levels and
some reduction in the large inventory of imported steel ac-
cumulatedin 1998.



Annual percent changes in Producer Price Indexes for selected finished goods other than foods and energy,
1994-99
Index 1994 1995 1996 1997 1998 1999

Finished goods other than foods and
ENEIGY it 1.6 2.6 0.6 0.0 25 0.9

Finished consumer goods less foods
AN ENEIGY ..ooviiveieiiieiiee s 14 2.8 .8 .3 4.2 1.2
PasSeNger Cars ........c.coceorreenneenennnns 2.1 1.7 -8 -2.6 .5 1.2
Light trucks ......ccoovevviiiiiiiicee 3.3 15 2 -3.6 1.0 .3
Prescription drugs .........ccccceeviiivenennnns 3.1 4.2 2.0 3.6 20.9 .8
Over-the-counter drugs ..........ccoceeeveeenne 1.7 1.7 -1.7 3 .0 9
Cigarettes ......ccoovvvvereeiiiieeeese e -1 3.7 3.3 10.0 49.4 9.6
BOOKS ...t 54 6.5 3.2 3.3 4.1 1.8
Periodicals .........ccooiiiiiiiiiic 3.6 4.8 2.0 4.0 3.4 7
NEWSPAPENS ......ovvriviiiiiiiieiiieciccreen 3.3 8.8 4.2 1 11 1.4
Household furniture ...........cccccceviiinins 2.7 2.7 1.4 11 1.9 1.2

Capital equipment .........cccevvvveriiiiiennene 2.0 2.2 A4 -6 .0 .3
Heavy trucks .........cccovveviiiiieiiieeeen 3.0 4.1 —4.5 .6 3.9 14
Truck trailers ..o 7.7 2.2 -14 2.0 1.9 17
Civilian aircraft...........ccocooveiiniiiiiiinns 25 6.1 3.2 .5 .5 21
Commercial furniture .............cccveeiiennne 25 34 2.0 1.2 A 1.2
Transformers and power regulators ....... 2.1 3.3 -1.0 .6 1 3.0
COMPULETS ..ot -6.8 -12.7 -22.3 -21.6 —26.6 -19.7
Agricultural machinery ..... 2.7 4.7 14 14 7 13
Construction machinery 2.0 25 1.8 1.9 1.7 14

The index for materials and components for construction
registered a2.2-percent gain in 1999, after edging up only 0.1
percent during 1998. Morethan half of this acceleration was
due to the index for softwood lumber’s 10.1-percent rise in
1999, following a 10.1-percent decline last year. Softwood
lumber pricesrose steadily during thefirst half of 1999 (except
for adight dropin April) dueto an active construction sector,
then weakened after July. Pricesfor other commodities con-
tributed to the acceleration in the construction materials in-
dex. Pricesfor plastic construction products and nonferrous
wireand cablealso rose, after fallingin 1998, and theindexes
for gypsum products and millwork rose more than in the pre-
vious year. By contrast, plywood prices fell 0.2 percent in
19909, following a4.9-percent risein 1998. Theindex for air
conditioning and refrigeration equipment also fell, after in-
creasing inthe previousyear. Cement pricesroselessthanin
the prior calendar year.

Crude nonfood materials less energy

Pricesfor crude nonfood materials less energy rose 14.0 per-
cent in 1999, after declining 16.0 percent in the prior calendar
year. Morethan half of the acceleration in thisindex was due
to price increases for iron and steel scrap and wastepaper.
Theindex for iron and stedl scrap rose 40.0 percent, following
a 39.9-percent drop in the previous year. Domestic demand
for iron and steel scrap in 1999 was strong, while Asian de-
mand continued to rise. The wastepaper index jumped 110.5
percent, following a28.9-percent fall in 1998. Therising prices

for wastepaper in 1999 may be linked to increased paper pro-
duction and increased usage of recycled materials in paper
products. Upturns in the indexes for aluminum base scrap,
copper ores, softwood logs, and copper base scrap also con-
tributed to the price accel eration in basic industrial materials
in1999. By contrast, theindex for raw cotton decreased 20.8
percent in 1999, after registering an 8.0-percent declinein 1998.
Price increases for gold ores and phosphates declined from
their 1998 increases. The index for pulpwood logs fell more
than in the prior year, while prices for construction sand,
gravel, and crushed stone rose less.

Selected service industries

Among the available PPI serviceindustries, the rate of price
increase received by physician offices slowed from 2.6 per-
centin 199810 2.1 percent in 1999. Because health insurance
and managed care companies are benchmarking more of their
price changes to medicare, the annual price movements in
medi care treatments and non-medi care treatments are begin-
ning to converge. In an effort to compete for managed care
dollars, there was agrowing trend toward consolidating prac-
tices to increase bargaining power. These physician net-
works bring together partners with management skills, man-
aged care expertise, information systems, and capital. (See
table7.)

In 1999, theindex for general medical and surgical hospi-
tals rose at a somewhat faster rate—1.8 percent versus 1.3
percentin 1998. Pricesreceived by psychiatric hospitalsrose
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Table 6. Annual percent changes in Producer Price Indexes for selected intermediate and crude materials other than
foods and energy, 1994-99
Index 1994 1995 1996 1997 1998 1999
Intermediate goods other than
foods and energy ..........ccccueeuenen. 5.2 3.2 -0.9 0.3 -1.6 1.9
Nondurable manufacturing
materials ...........cccooviviicininn 10.4 5.9 -3.3 3 -5.3 4.0
Inedible fats and oils .............. 48.0 -3.9 21 3.8 -22.8 -16.0
Woodpulp .....ccooviiiiiiiiie 38.1 40.7 -33.0 4.1 -12.5 12.1
Basic organic chemicals ......... 15.7 4 3.6 -1.7 -6.4 6.9
Plastic resins and materials..... 18.8 -4.3 4.2 -2.8 -13.4 15.9
Durable manufacturing
materials ..........cccooeeiiiiiicinne 9.8 11 -14 .0 -5.5 2.4
COPPET ..oviiiiiiiicc s 68.2 -1 -22.9 -22.8 -17.7 21.7
AlumiNUM L. 64.4 -7.3 -12.8 12.4 -17.5 16.0
Aluminum mill shapes .............. 18.3 7.9 -7.9 6.8 -8.5 4.2
Flat glass ......ccccoceviiiveicnnnnn. 4.4 -5 -15 -1.3 -1.6 -3
Construction materials ............... 3.9 1.9 1.8 1.2 1 2.2
Gypsum products.................... 30.8 1.0 6.6 7.1 7.3 23.1
Nonferrous wire and cable ...... 13.8 1.6 -3.1 -2.2 —4.6 .3
Softwood lumber ..............c...... -9.6 -10.3 19.6 -3.8 -10.1 10.1
Crude nonfood materials less
ENEIGY ovevriirieiiee e 17.3 —4.2 -5.5 .0 -16.0 14.0
Wastepaper ........... 179.6 -50.9 -1.3 11.6 -28.9 110.5
Nonferrous scrap .. 70.3 -10.3 -7.9 -6 -24.8 25.6
Raw cotton ............ 34.9 4.2 -13.0 -11.2 -8.0 -20.8
Sand and gravel ............c..c...... 2.3 3.6 19 1.8 35 2.9

0.9 percent in 1999, after increasing 0.5 percent in 1998,
whiletheindex for specialty hospital's (except psychiatric)
advanced 2.7 percent in 1999, following a2.3-percent risein
the prior year. One factor behind these accelerations was
theinfluence that health mai ntenance organizations (HMOSs)
exercised over service providers. Inthe past, pressures by
managed care companiesin the healthcare industry hel ped
keepinflationto aminimum. However, further cost contain-
ment approachesare difficult tofind. Asaresult, providers
have been forced to increase prices as costsrise, leading to
higher reimbursement rates.

The robust U.S. economy grew more than 4.0 percent
during 1999 and coupled with higher fuel costs, permitted
the distribution service industries to set higher prices. Of
the 20 distribution service industries for which pP pub-
lishes price indexes, al but three industries showed in-
creased pricesin 1999. Thiscomparesto 1998, when all but
four industriesraised prices. Freight transportation arrange-
ment, freight transportation on the Great L akes-St. Lawrence
Seaway, and crude petroleum pipelines were the three in-
dustries with declining pricesin 1999. A common theme
among industrieswith increasing pricesin 1999 was higher
fud prices.

Thetrucking (except local) index rose 3.4 percent for the
second consecutiveyear. Petroleum, mostly intheform of
motor fuels, is consumed primarily for transportation pur-
poses. Crude prices have changed significantly over the
past year with pricesrising from $12 per barrel in mid-Feb-
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ruary 1999—representing the lowest prices in nomina terms
since 1986—to more than $25 per barrel by the end of the year.”
These higher fuel costs—combined with strong economic con-
ditions, higher equipment costs, and driver shortages—attrib-
uted to this industry’s higher prices.

Rail freight transportation prices steadily declined over the
last several years, despite periodic marginal increases and the
problems attributed to consolidations and mergers in the mid-
1990s. Theindex for railroad line-haul operationsrose 0.1 per-
centin 1999, after rising 0.5 percent in 1998. Similar tolast year,
this advance reflected increased charges for trailer-on-flatcar
freight shipments and passenger transportation services. Prices
for non-trailer-on-flatcar freight shipments fell 0.2 percent for
theyear. In 1999, intermodal (shippers and containers on flat-
cars) freight volumetotal ed morethan 9 million trailersand con-
tainers—3.1 percent higher than in the prior year. Total freight
volumefor domestic railroads reached 1,404.6 billion ton-miles
for 1999, representing a 1.8-percent increasefrom last year. Car-
load freight volume actually decreased 0.8 percent in 1999.

Theindex for scheduled air transportation accelerated from
2.5 percent in 1998 to 6.7 percent in 1999. Prices for the
nonscheduled air transportation industry also rose in 1999.
Fuel costs account for more than 10.0 percent of total ex-
penses in the airline industry. As a result, a 90.9-percent
jumpin jet fuel pricesput upward pressure on air transporta-
tion pricesin 1999. Inaddition, astrong U.S. economy helped
increase demand for air travel. Theairlineindustry enjoyed its
eighth consecutive year of air traffic growth in 1999. Through-
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CZICCJ e Industry 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99
Distribution

4011 Railroads, line-haul operating 0.4 -0.3 0.0 1.0 0.5 0.1
4212 Local trucking without storage .. 1.7 1.9 .0 2 1.7 1.1
4213 Trucking, except local ............ 3.1 9 35 2.6 3.4 3.4
4214 Local trucking with storage 7 10.9 1 .6 .5 .5
4215 Courier services, except by air 3.8 3.3 3.0 3.8 4.2 3.4
4221 Farm product warehousing and storage .. .6 2.2 -15 2.0 .6 5.3
4222 Refrigerated warehousing and storage .6 1.7 .5 1 .5 1.2
4225 General warehousing and storage ... 13 13 14 7 2.9 2.6
4311 United States Postal Service ........... .0 10.4 .0 .0 .0 22
4412 Deep sea foreign transportation of freight . -3.9 .8 7 -3.7 4.7 229
4424 Deep sea domestic transportation of freight .... 7.6 -6 1.9 -6 .2 12
4432 Freight transportation on the Great Lakes-

St. Lawrence Seaway -1.4 3.0 1.8 14 .8 -1
4449 Water transportation of freight, n.e.c. . 15.4 9.7 -10.1 -4 -2.2 8.1
4491 Marine cargo handling ............... -5 -9 1.0 1.2 18 15
4492 Tugging and towing services 35 5.3 2.4 2.2 2.8 2.9
4513 Air courier services 1.6 19 4.6 -3.9 31 5.1
4581 Airports, flying fields, and airport services 11 2.2 3.8 3.0 3.0 3.9
4612 Crude petroleum pipelines ............... 13.7 4.6 -12.4 -3.7 14 -1.7
4613 Refined petroleum pipelines........... 1.8 1 4 1.2 -1.1 .3
4731 Freight transportation arrangemen - -7 2.7 -1.4 -6 -2.8

Communications
4813 Telephone communications, except radiotelephone ......... - - -1 -4 -1.7 -3.0
4832 Radio broadcasting ...........ccoccvvveeienininnens 6.8 5.8 10.8 3.1 .8 7.7
4841 Cable and other pay television services -4 3.2 5.1 4.7 3.7 3.3
Real estate
6512 Operators and lessors of nonresidential buildings ........... - - -6 2.2 1.2 5.7
6531 Real estate agents and Managers ..........cccccoovevvereeeennenns - - -5 14 2.6 15
Professional, scientific, and technical
7311 Advertising agencies .... - - 1.7 25 13 2.8
8111 Legal services - - - 4.1 25 2.9
8711 Engineering design, analysis, and consulting services .... - - - 3.1 2.9 3.1
8712 Architectural design, analysis, and consulting services .. - - - 3.0 5.3 4.9
8721 Accounting, auditing, and bookkeeping services ............. - - 2.8 2.1 3.0 35
Health care
8011 Offices of physicians 4.1 2.9 7 1.2 2.6 2.1
8053 Skilled and intermediate care facilities - 5.9 5.4 4.2 4.4 4.0
8062 General medical and surgical hospitals .. 3.4 3.7 15 .5 1.3 18
8063 Psychiatric hospitals 4.2 1 5.0 -6.7 5 9
8069 Specialty hospitals, except psychiatric 5.2 1.8 2.9 .6 2.3 2.7
8071 Medical laboratories - 5.2 .2 .9 .2 -8
8082 Home health care services - - - 6.2 .5 4.0
Other

4512 Air transportation, scheduled .............cocceiiiiicinienennn. -7 8.7 6.5 9 25 6.7
4522 Air transportation, nonscheduled 7 1.8 2.2 -1.6 2.6 2.0
4724 Travel agencies 2.7 -6.9 2.6 15 -2.3 .3
6311 Life insurance carriers .. - - - - - -3
6331 Property and casualty insurance .. - - - - - 11
7011 Hotels and motels 14 4.0 4.8 4.1 4.2 2.8
7349 Building cleaning and maintenance services, n.e.c. ........ - 1.6 2.0 14 11 2.6
7361 Employment agencies .. - .8 1.8 1.0 2.9 2.2
7363 Help supply services .... - 3.8 14 18 2.2 18
7372 Prepackaged software .. - - - - 9 -2.4
7513 Truck rental and leasing, without drivers 2.2 3.6 -8 .5 -9 .3
7514 Passenger car rental, without drivers 2.4 7.4 -5.0 13.7 -4.0 3.8
Note: Calculations are based on a 12-month change from December to December of indicated years. Dashes indicate that the index was not in estimation.
n.e.c. = not elsewhere classified.
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out thefirst half of 1999, revenue passenger milesincreased at
a3.3-percent annual rate.

Other transportation serviceindustrieswith increasing price
indexes in 1999 include courier services (land and air), farm
product warehousi ng and storage, marine cargo handling, tug-
ging and towing services, and airports and airport services.
From December 1998 to December 1999, theindex for foreign
freight transportation jumped 22.9 percent, following a 4.7-
percent rise during the same period in 1998. Domestic freight
transportation and water transportation also rose in 1999.

Among real estate industries, the index for operators and
lessors of nonresidential buildings rose 5.7 percent in 1999,
after registering a 1.2-percent increase in 1998. The strong
economy helped keep vacancy rates low and created good
opportunities for new construction. During the third quarter
of 1999, the national rental vacancy rate stood at 8.2 percent.®
The U.S. Census Bureau's vacancy rate for all rental apart-
ments (five or more unitsin structure) fell to 8.7 percent, the
lowest rate since 1985.° Similarly, in the professionally man-
aged, generally “upscale” segment of the market, vacancies
dropped to 3.9 percent. While 1999 wasrelatively lackluster
for nonresidential construction as a whole, the most impres-
sive growth came from continued gains in the office sector.
As a partia result of the mini-boom in office buildings, the
commercia sector posted again of nearly 8.0 percent—almost
three timesthe overall nonresidential average.®®

Theindex for real estate agents and managersincreased 1.5
percent in 1999, after rising 2.6 percent in the previous year.
Real estate brokerage increased 3.3 percent, and real estate
appraising increased 8.1 percent in 1999. Continued plentiful
employment, rising real income, 7.0-percent mortgage ratefluc-
tuations, and higher limitson Federal Housing Administration
loans, al led to increasing home sales, as well as higher fees
for appraisals and commissions on sales.

Thefunctions performed by advertising, legal, and account-
ing firms are required in the day-to-day operations of most
companies, and professional, scientific, and technical firmsin
the United States maintain aworldwide client base. Domestic
economic strength has further increased demand for activities
such as corporate rea estate, banking and commercial-type
legal counsel, auditing, and tax preparation and consulting.
Theindexesfor al of these servicelinesincreased in 1999 for
thethird consecutive year. Asaresult of the strong economy,
new construction helped raise prices for architectural design,
analysis, and consulting services.

The index for radio broadcasting advanced 7.7 percent in
1999, following a 0.8-percent rise in the previous year. The
dramatic risein pricesfor radio broadcasting can be attributed
to higher radio advertising rates in 1999. As aresult of the
deregulatory Telecommunications Act of 1996, the industry
has experienced the benefits brought on by the large number
of mergers and acquisitions. Thisindustry consolidation al-
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lowed large radio groups to control more of the market and
have greater pricing power. It also alowed these groups to
packagetheir less-valuableinventory with their highly priced
spots, resulting in greater prices across the board. Also, the
radio industry reaped great benefits from heavy spending for
advertising dueto new e-commerceand other web-rel ated com-
paniesinthelast year. In addition, demand for advertisement
creation and placement increased at afaster ratein 1999.

The index for cable and other pay television services rose
3.3 percent, after a3.7-percent increasein 1998. Priceincreases
continued to advance for subscriber services. Prior to this
year, the Federal Communi cations Commission regul ated rates
for most levelsof cable service. However, 1996 Telecommuni-
cations Act provisionsbrought an end torate regulation. Since
March of 1999, cable systems have been free from most rate
regulations and now have the ability to increase rates at their
own discretion. A limiting factor that cable systems consid-
ered when making pricing decisionsisthe direct-to-home sat-
dlite industry, which experienced considerable growth in its
subscriber base. Cable advertising rates increased in 1999.
Thisfollowed atrend of rising pricesinthe previousfew years.
The proliferation of cable channelsalso led to increased com-
petition, forcing individual networksto keep their pricesrela-
tively stable. New advertising opportunities on the Internet
also led to greater competition for advertising dollars.

Theindex for tel ephone communication (except radio tele-
phone) fell 3.0 percent, following a 1.7-percent drop in 1998.
Competition among long-distance carriers forced public-
switched toll prices down 5.8 percent. The index for local
service (except privatelines) increased only 0.2 percent. Little
has changed in price levels since passage of the 1996 Tele-
communications Act. Portions of this Act were meant to in-
crease competition and reduce prices for local telephone ser-
vice; however, outcomes have not yet been realized to any
substantial degree.

Theindex for wireless telecommunications (introduced
in June 1999) advanced 3.0 percent during the 6 months
ended in December. Thisadvancewaslargely attributable
to increasesin cellular and other wireless voice grade ser-
vice (up 6.0 percent) and paging services (up 9.4 percent)
over the 6-month period.

Theindex for passenger car rental (without drivers) rose
3.8 percent in 1999, after falling 4.0 percent in 1998. Higher
fuel prices and an expanding economy favoring expendi-
tures for leisure and business travel contributed to this
turnaround.

Prices received by providers of hotels and motels rose
2.8 percent, following a4.2-percent gain in the prior year.
Charges for guestroom rentals rose 3.8 percent, while
prices for food and beverages rose 2.9 percent. However,
other guest services such as casino games fell 5.4 percent.
The strong economy has helped to keep occupancy rates



relatively high, allowing hotels and motelstoincrease room-
rental charges.

Prepackaged software prices showed a 2.4-percent de-
creasein 1999, after a0.9-percentriseinitsfirst year of publi-
cation. Falling priceswere partly dueto declinesin computer
games and other prepackaged software.

Initsfirst year of publication, the index for property and
casualty insuranceincreased 1.1 percent. The 2.8-percentin-
creasein homeownersinsurance hel ped stimulatetheincrease
in the property and casualty insurance index for 1999. One
explanation for thisincrease is that many insurers addressed
catastrophic losses through higher premiums, especially in

Notes

catastrophe-prone zones. According to the Property Claim
Services unit of Insurance Services Office, Inc., the United
States experienced 99 catastrophi c eventsthrough September
1999 withinsured losses of $7.4 billion.

By contrast, the index for life insurance carriers declined
0.3 percent from December 1998 to December 1999. Declines
for life insurance policies and fixed-rate deferred annuities
attributed to the drop in life insurance carriers. In order to
remain competitive, many insurers are also decreasing their
premiumsfor thevariouslifeinsurance policiesthey sell. In-
creased competition from consolidation in the industry also
contributed to the decrease in life insurance carriers. []
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