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Price highlights 2005: higher energy
prices again dominate producer prices

Prices for finished goods as a whole rose at their

fastest rate since 1990, with large price increases
for energy goods accompanied by small advances
for goods other than foods and energy

The producer price indexes for finished,
intermediate, and crude goods all rose in
2005. The finished goods index, which
tracks the change in prices for completed products
ready to be sold for final use, advanced 5.4 percent
after rising 4.2 percent in 2004. (See table 1.) The
2005 advance marked the largest year-to-year
increase for finished goods prices since 1990. The
index for intermediate goods, which reflects the
change in prices for partially processed goods and
supplies consumed in the production process,
increased 8.6 percent in 2005 following a 9.2-percent
advance in 2004. The crude materials index, which
measures the change in prices for unprocessed
goods and raw materials, rose 21.1 percent in 2005
after advancing 17.4 percent a year earlier.

Energy prices were pushed significantly higher
by worldwide economic expansion, geopolitical
unrest in the Middle East, and the crippling effects
of two devastating hurricanes along the Gulf Coast
of the United States. The indexes for finished,
intermediate, and crude energy goods increased
23.9 percent, 26.2 percent, and 42.2 percent,
respectively. The stage-of-processing indexes for
goods other than energy and food, known as the
core indexes, registered smaller increases in 2005
than they had in 2004: 1.4 percent for finished
goods, 4.8 percent for intermediate goods, and 5.2
percent for crude goods. Lower prices for pork,
chicken, and dairy products limited increases in
the indexes for food at all three stages of
processing, resulting in advances of 1.7 percent
for finished consumer foods, 2.4 percent for
intermediate foods and feeds, and 1.6 percent
for crude foodstuffs and feedstuffs.

Energy goods

The indexes for energy goods at all three stages of
processing increased at faster rates in 2005 than a
year earlier, primarily as a result of rising prices for
natural gas and petroleum products. The index for
finished energy goods advanced 23.9 percent in
2005 following a 13.4-percent increase in the
preceding year. (See table 2.) Among finished
energy goods, prices for residential natural gas,
gasoline, residential electric power, and liquefied
petroleum gas rose more than they had in 2004. The
index for intermediate energy goods moved up 26.2
percent in 2005 after increasing 15.8 percent in the
prior year. The acceleration in prices for inter-
mediate energy goods can be attributed to prices
for industrial natural gas, commercial natural gas,
gasoline, industrial electric power, commercial
electric power, and diesel fuel, which went up more
in 2005 than they had in 2004. The crude energy
goods index jumped 42.2 percent in 2005 compared
with a 35.9-percent gain in the previous year. This
faster rate of increase was caused by crude
petroleum prices rising more quickly than they had
in 2004. By contrast, prices for natural gas and coal
rose at slower rates than in the prior year.

Natural gas products. From December 2004 to
December 2005, the index for well-head natural gas
rose 43.7 percent after moving up 44.3 percent in
the prior year. Prices for utility natural gas—
residential natural gas, commercial natural gas,
industrial natural gas, and natural gas to electric
utilities—also increased significantly in 2005, as
producers passed on their higher natural gas
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-] Annual percentage changes in producer price indexes for selected stages of processing, 2001-05
Index 2001 2002 2003 2004 2005
Finished goods ..............cccociiiiiiiiiii s -1.6 1.2 4.0 4.2 5.4
Finished consumer foods ... 1.8 -6 7.7 3.1 1.7
Finished energy goods ..........ccccceveeeenns -17.1 12.3 11.4 13.4 23.9
Finished goods less foods and energy ..........ccccccooveevennnen. .9 -5 1.0 2.3 14
Finished consumer goods, excluding foods and energy ..... 15 -5 11 2.2 1.6
Capital eqUIPMENT .....eeiiiiiiiiiie e 0 -6 .8 2.4 1.2
Intermediate materials, supplies, and components ......... —4.0 3.2 3.9 9.2 8.6
Intermediate foods and feeds ............cccceeviiiiiiins .3 4.2 12.9 -2.3 2.4
Intermediate energy goods .........cccoeverieennn. -16.9 12.0 10.9 15.8 26.2
Intermediate materials less foods and energy .. -1.6 15 21 8.3 4.8
Materials for nondurable manufacturing ..... -5.5 4.2 4.9 13.7 8.9
Materials for durable manufacturing ...........cccccoceeiiiinnene -4.0 3.1 4.0 18.3 5.9
Materials and components for construction .............c....... 0 8 3.0 10.1 6.1
Crude materials for further processing ..............cccccovieene -32.5 24.7 19.5 17.4 21.1
Foodstuffs and feedstuffs .............ccccciiiiiiiiii, -7.6 45 24.1 -2.6 1.6
Crude energy materials .................... -52.9 61.5 144 35.9 42.2
Crude nonfood materials 1ess energy ...........cccovveverinivninenns -9.9 12.6 21.6 20.5 5.2
Special groupings
Finished goods 1€SS energy .........c.ccovreeiiiieenineeenen 1.2 -5 2.7 25 15
Intermediate materials less energy . -1.5 1.6 2.6 7.8 4.6
Crude materials [€SS €Nergy .......ccccevveivieiiieeniiiie e -8.3 7.1 23.3 5.2 3.0
I[e1I[CWM Annual percentage changes in producer price indexes for selected energy items, 2001-05
Index 2001 2002 2003 2004 2005
Finished energy goods ... -17.1 12.3 11.4 13.4 23.9
Residential natural gas .........c.ccooveveriieciiicee e -22.1 9.3 19.9 15.9 28.3
GASONNE ..t -33.1 38.7 14.9 27.4 415
Residential eleCtric POWET ..........ccveivieiieiiieiiee e 3.6 -1.0 4.9 2.3 6.8
Liquefied petroleum gas ..........cccoviveriieeniiiec e -55.3 95.2 21.0 28.5 443
Intermediate energy goods ..., -16.9 12.0 10.9 15.8 26.2
Industrial NAtural gas ..........ccoceeiiieiiieiieeieesee e -36.7 12.2 20.3 20.1 315
Commercial NAtUral as .........coovirierriiieieiieeesesee e -24.3 111 19.9 175 30.3
Natural gas to electric UtilitieS..........ccovvrveriiieiiiiecie -39.9 27.1 17.4 204 25.0
Industrial electric POWET .........coiiiiiiiieiiecie e 3.2 2.0 2.4 2.3 10.4
Commercial leCtriC POWET .........ccoviveriiieriiiee e 4.4 -1.9 2.7 3.1 6.6
DIESEIFUEI ..ot —44.7 54.4 13.0 37.9 46.7
Crude energy goods ... -52.9 61.5 14.4 35.9 422
Crude PetroleUM ........ccuiiieiiiieciee e —42.4 60.6 143 30.5 49.6
NAUFAI GAS ...t —65.6 89.1 17.2 44.3 43.7
Q08I e 10.1 1.0 2.1 10.0 9.7

input costs. For the 12 months ended December 2005, the indexes
for industrial natural gas, commercial natural gas, residential
natural gas, and natural gas to electric utilities moved up 31.5,
30.3, 28.3, and 25.0 percent, respectively. Chart 1 displays the
monthly annual percentage changes for 2004 and 2005 for the
well-head natural gas index and the combined utility natural
gas index. The graph indicates that, although well-head natural
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gas prices have tended to be more volatile than utility natural gas
prices, the two are closely related.

The well-head natural gas index and utility natural gas indexes
posted their largest 2005 gains during the summer and fall
months, as prices were driven up first by fears of hurricanes and
then by hurricane-related supply shocks along the Gulf Coast.
The Gulf of Mexico produces approximately 10 billion cubic feet
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per day of natural gas, which at 17 percent of total U.S. con-
sumption is crucial to the domestic supply of natural gas.! In
September 2004, Hurricane Ivan struck the Gulf Coast and
reduced domestic natural gas production almost 7 percent,
according to the U.S. Department of Energy’s natural gas
production statistics.? After significant hurricane-related supply
shocks in 2004, anticipation of a similarly severe hurricane season
led to rising natural gas prices in the summer of 2005. Additionally,
because peak power demand is typically covered by operating
natural gas-fired generators, the warm summer weather pushed
up natural gas prices. Well-head natural gas prices rose 13.6
percent in July and 6.8 percent in August 2005. Consequently,
prices for all types of utility natural gas also increased during
those months.

Hurricanes Katrina and Rita struck the Gulf Coast on August
29 and September 23, substantially reducing natural gas
production. The hurricanes also severely damaged a number of
natural gas pipelines and processing facilities.* According to the
Department of Energy, domestic dry natural gas production
dropped approximately 13.3 percent from August to October
2005.* This reduction in domestic supply led to well-head natural
gas price increases of 32.1 percent in September and 18.1 percent
in October. Prices for all types of utility natural gas also exhibited

strong increases in September and October. Natural gas
production began to recover toward the end of 2005, pushing
prices back down. The well-head natural gas index fell 1.3 percent
in November and 14.5 percent in December. Prices for all types of
utility natural gas also showed declines in November and
December.

Petroleum products.  The crude petroleum index jumped 49.6
percent in 2005 after increasing 30.5 percent in the preceding
year. Crude petroleum price increases in 2005 were passed
through to prices for refined petroleum products, which also
rose substantially in 2005. Prices for gasoline, diesel fuel, home
heating oil, and jet fuels moved up significantly in 2005.

The first notable price increases occurred in March 2005, as
the indexes for crude petroleum, gasoline, diesel fuel, home
heating oil, and jet fuels rose 17.0, 5.8, 9.4, 8.0, and 11.6 percent,
respectively, partially in reaction to a report by the International
Energy Agency that raised the agency’s forecast of global oil
demand for the third consecutive month.® Additionally, cold
weather in the Northeast increased demand for home heating oil,
which is derived from crude petroleum.

As with natural gas-based products, the most significant
events affecting the petroleum market in 2005 were hurricane-
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related supply shocks. Normal crude oil production in the Gulf of
Mexico is 1.6 million barrels per day, which represents 7.6 percent
of domestic consumption.®

Prices for crude and refined petroleum products increased
significantly in the summer of 2005 on predictions of a severe
hurricane season. Low gasoline stock levels also contributed to
the summer 2005 runup in prices for petroleum products.
Department of Energy data indicate that in July and August 2005
gasoline stocks were 1.9 percent and 6.8 percent lower than they
had been 12 months earlier.”

Hurricane fears were realized when Katrina and Rita hit. These
hurricanes destroyed 111 production platforms and damaged 52
others. Moreover, a number of drilling rigs were destroyed.®
Department of Energy production statistics on crude oil indicate
that petroleum production in Alabama, Arkansas, Louisiana,
Muississippi, New Mexico, and Texas fell 38.5 percent from July to
September, and total domestic production declined 22.2 percent
over the same period. Crude oil prices spiked to a high of $66.83
per barrel on September 29.° Despite reduced production, crude
petroleum prices retreated for the remainder of the fall as a result
of high storage levels, reduced demand from refineries that were
damaged during the hurricanes, and relatively warm weather.

Besides spikes in crude petroleum input costs, damage to
refineries also drove up prices for refined petroleum products.
The indexes for gasoline, diesel fuel, home heating oil, and jet
fuels all registered gains in September, and price increases
reached even higher levels in October for all of these indexes
except gasoline. Gasoline prices eased in October as imports
increased significantly and offset the reduced domestic supply.
Department of Energy statistics on gasoline imports show a 41-
percent increase from the final week in July to the first week in
October.2°

Liquefied petroleum gas. The index for liquefied petroleum
gas jumped 44.3 percent in 2005 after climbing 28.5 percent in
the preceding year. Large gains in the index occurred in March,
August, and September 2005, months when either crude
petroleum or natural gas prices increased substantially; crude
petroleum and natural gas are inputs to liquefied petroleum
gas production. In 2005, crude petroleum and natural gas
prices surged 49.6 and 43.7 percent, respectively.

Electric power. The index for electric power rose 7.6 percent
in 2005 after posting a 2.5-percent gain in 2004. The residential
electric power index climbed 6.8 percent after advancing 2.3
percent in the prior year. Prices for commercial electric power
moved up 6.6 percent compared with a 3.1-percent advance in
the previous year, and the industrial electric power index jumped
10.4 percent in 2005 following a 2.3-percent gain a year earlier.
Prices for electric power increased in 2005 mainly as a result of
higher prices for natural gas and coal, both of which are important
inputs to electric power production. Natural gas-fired electricity
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generators are used especially during times of peak demand for
electric power. In 2005, the index for natural gas to electric utilities
increased 25.0 percent, and the index for coal rose 9.7 percent.
Prices for all types of electric power showed their greatest gains
for the year in October and November, when hurricanes pushed
natural gas prices to record levels.

Finished goods other than foods and energy

The producer price index for finished goods other than foods
and energy moved up 1.4 percent in 2005 compared with a 2.3-
percent gain a year earlier. (See table 3.) Prices for capital
equipment, which had increased at a 2.4-percent rate in 2004,
advanced at a slower rate, 1.2 percent, in 2005. The index for
finished consumer goods other than foods and energy also rose
less than it had in the preceding year.!* Prices for passenger cars
and light motor trucks turned down in 2005, accounting for most
of the deceleration in the core index for finished goods.

Interms of capital equipment, prices for civilian aircraft, railroad
equipment, and truck trailers advanced at slower rates than they
had in 2004, while the electronic computers index fell at a faster
rate during the same period. In contrast, price declines for
communication and related equipment slowed in 2005 compared
with the preceding year, and the index for heavy motor trucks
moved up more than it had in 2004.

Among finished consumer goods other than foods and
energy, prices for mobile homes, pet food, and book publishing
advanced less in 2005 than they had in 2004. The indexes for
men’s and boys’ apparel and for women’s, girls’, and infants’
apparel turned down in 2005. In contrast, prices for cigarettes,
alcoholic beverages, pharmaceutical preparations, and sanitary
papers and health products increased at faster rates than they
had in 2004.

Motor vehicles and equipment.  In 2005, prices for passenger
cars fell 3.4 percent, and prices for light motor trucks dropped 5.9
percent. Both indexes advanced in 2003 and 2004. Domestic sales
of automobiles produced in North America moved up 2.4 percent
in 2005, their first increase since 1999. From 1999 to 2004, these
sales had declined 23.4 percent. In the light motor truck segment,
however, sales inched down 0.6 percent in 2005 after advancing
4.0 percent in 2004 and 2.0 percent in 2003.22 On arelated note,
more than 200,000 hybrid vehicles were sold in the United States
in 2005, constituting about 1.2 percent of annual total unit sales.
In 2000, fewer than 10,000 hybrid vehicles were sold in the United
States.® These shifts in sales to the more fuel-efficient passenger
cars may be linked to higher gasoline prices: retail gasoline prices
jumped 16.1 percent in 2005, to nearly double their 2001 level .4
Alternatively, the heavy motor trucks index rose 5.3 percent in
2005, outpacing a 3.4-percent gain posted in 2004. Unit retail
sales of heavy motor trucks climbed 15.0 percent in 2005
compared with 31.4 percent in 2004.1



I[c[JCEM  Annual percentage changes in producer price indexes for selected finished goods other than foods and
energy, 2001-05
Index 2001 2002 2003 2004 2005
Finished goods other than foods and energy .................... 0.9 -0.5 1.0 2.3 14
Capitalequipment ... 0 -6 .8 2.4 1.2
Electronic computers ...........cccceeeeeennene -29.9 -20.5 -17.1 -12.3 -23.2
Communication and related equipment . -7 -2.6 -9 -2.1 -7
Light motor trucks ........c.ccoeeveriiicnnnenn. -3.3 -3.6 2.3 1.0 -5.9
Heavy motor trucks .3 4.3 -1.9 3.4 5.3
Truck trailers ....... -1.1 3 1.0 9.7 4.3
Civilian aircraft .... 3.8 2.1 6.1 7.1 3.9
Railroad equipment.. TP -1.0 0 2.1 11.6 5.9
Finished consumer goods other than foods and energy .. 15 -5 11 2.2 1.6
Alcoholic beverages .........cccooeiiiiiiiiiiiciiee e 2.6 1.1 2.0 .6 4.7
Pet food ..o 3.3 -6 4 7.3 1.0
Women'’s, girls’, and infants’ apparel — — — .8 -7
Men’s and boys’ apparel .................. — — — A4 -2.8
Pharmaceutical preparations ........... — 3.9 4.7 4.4 6.0
Sanitary papers and health products ... 1.6 4 -4 4 3.3
Book publishing .........cccccvviiiiiiinens 34 3.2 4.0 4.6 3.7
Passenger cars... -1.6 -2.6 2.0 17 -3.4
Cigarettes ............ 14.1 -5.8 -8 11 4.8
MODIlE NOMES ..o 2.2 5 3.8 12.6 4.8
Note: Dash indicates data are not available.

Civilianaircraft. The producer price index for civilian aircraft
increased 3.9 percent in 2005 following advances of 7.1 percent
in 2004 and 6.1 percent in 2003. In terms of material and supply
costs, prices for steel mill products fell 3.8 percent in 2005 after
climbing 48.8 percent in the previous year, and price increases
for aluminum mill shapes slowed to 5.0 percent after a 9.9-percent
gain in 2004. However, prices for nonferrous wire and cable
moved up 21.1 percent in 2005, outpacing an already steep 13.5-
percent rate of increase in 2004, and prices for industrial electric
power surged 10.4 percent compared with a more moderate 2.3-
percent rise a year earlier.2® In 2005, civilian aircraft shipments
rose to 4,171 units, a 21.3-percent increase from 2004, when 3,440
civilian aircraft were shipped.t’ In the civilian aircraft category,
general aviation shipments jumped 25.7 percent, helicopter
shipments increased 14.9 percent, and transport aircraft
shipments inched up 2.5 percent.’®

Cigarettes and alcoholic beverages. The index for cigarettes
rose 4.8 percent following a 1.1-percent advance in the preceding
year, and prices for alcoholic beverages increased 4.7 percent
after inching up at a 0.6-percent rate a year earlier.® In January
2005, cigarette prices jumped 3.4 percent, followed by gains of
0.6 percentand 1.2 percent in February and April. Higher prices
for cigarettes may be partly related to the Fair and Equitable
Tobacco Reform Act, passed by Congress in October 2004. This
law, which took effect January 1, 2005, eliminated U.S. Government
involvement with quotas and price supports paid to tobacco
farmers. In its place, the law stipulated that a quota-based form
of price supports would continue, now funded by tobacco

product manufacturers and importers. Each firm now contributes
to a price support fund in relation to its share of domestic sales.?
In the alcoholic beverages sector, higher prices were reported for
canned beer and for beer barrels and kegs. The indexes for bottled
beer, grape table wines, and distilled spirits also contributed to
the overall gain. Higher input prices for beverage containers
played a part in the increases, with aluminum sheet prices rising
4.9 percent and the index for glass containers edging up 1.7
percent in 2005.%

Pharmaceutical preparations. The producer price index for
pharmaceutical preparations increased 6.0 percent in 2005
following a 4.4-percent gain in 2004. Most of the 2005 rise can be
attributed to higher prices for prescription drugs, with over-the-
counter medications advancing at a more tempered pace.? In
December 2003, the Medicare Prescription Drug Improvement
and Modernization Act expanded Medicare coverage to include
a prescription drug benefit for seniors eligible for Medicare.?

Intermediate materials other than foods and
energy

The increase in the producer price index for intermediate materials
other than foods and energy slowed to 4.8 percent in 2005
following an 8.3-percent gain in the previous year. (See table 4.)
This price deceleration was broad based, reflecting tempered
increases for materials for durable manufacturing, nondurable
manufacturing materials, and construction materials.
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I[JW:M Annual percentage changes in producer price indexes for selected intermediate materials other than foods

and energy, 2001-05
Index 2001 2002 2003 2004 2005
Intermediate goods other than foods and energy ........... -1.6 15 21 8.3 4.8
Materials for durable manufacturing ... -4.0 3.1 4.0 18.3 5.9
Steel Mill Products .......oceeeieiieeiieee e -6.1 11.1 17 48.8 -3.8
Aluminum mill Shapes ........cccoovviiiiiiiieee -2.9 -9 -5 9.9 5.0
Hardwood [umber ... -5.0 2.0 7.0 3.0 -1.2
FIat glass ....ooovveiiieiieie e .6 1 -1.0 -1.7 3.3
Prepared PNt ..o 1.9 1.8 2.8 4.0 7.9
Materials for nondurable manufacturing ....................... -5.5 4.2 4.9 13.7 8.9
Primary basic organic chemicals ..........ccccccovveiiiiiieenns -29.5 411 22.3 44.0 22.3
Plastic resins and materials ............ccooeviiieriiineienenn -9.8 9.2 6.4 28.6 10.8
Intermediate basic organic chemicals ............cccceveees -11.3 20.0 7.6 355 -14.7
Paperboard ...........coooeiiiiiiiii e -7.0 -2 -4.1 12.3 -3.0
PAPET ...t -3.1 -8 2 6.1 5.0
Basic inorganic chemicals ...........cccceevieiiiiiieiiieiiees 7.1 .8 2.9 7.3 17.7
Fats and oils, inedible .........ccoevveiieeiieiieeeeeee, 23.8 40.0 29.4 -15.6 11.9
Construction materials and components....................... 0 8 3.0 10.1 6.1
Fabricated structural metal products ...........cccccceeveeens -4 8 .6 17.6 2.9
MIMIWOTK .. s 1.7 1 2.4 6.1 2.3
Softwood IUMDET ......ccoiiiiiiiice -2.4 2.4 8.3 9.9 -4
Fabricated ferrous wire products ..........ccccccevveiieniiennnns -5 1 2.9 17.6 1.5
Concrete ProduUCES ......ooeveeieeiieeiee e 25 -3 15 7.6 10.1
Plastic construction products...........cccceeeverirveriiiinennenns 2.7 3.1 3.2 7.2 21.6

Materials for durable manufacturing.  The index for materials
for durable manufacturing moved up 5.9 percent in 2005 after
jumping 18.3 percent in 2004. This deceleration was the result of
downturns in prices for steel mill products and hardwood lumber,
combined with a slower rate of increase in the aluminum mill
shapes index. Alternatively, prices for prepared paint rose more
rapidly in 2005 than they had in the prior year, and the flat glass
index turned up in 2005.

Prices for steel mill products declined 3.8 percent for the 12
months ended December 2005 following a 48.8-percent surge
in the previous 12-month period: by the end of 2004, steel
prices had hit a record high. Prices for ferrous scrap, which is
amajor input to steel mills, advanced 50.8 percent during 2004.
In response to rising costs, steel mills added scrap surcharges
to their products’ selling prices. During the first quarter of
2005, prices remained moderately stable, as mills had difficulty
getting buyers to accept additional price increases. From March
through August, steel prices declined as a result of high
inventory levels and lower demand. Hurricanes Katrina and Rita
did very little damage to the steel industry infrastructure;
however, fuel surcharges and higher scrap prices resulted in
price increases for steel mill products during the remainder of
2005.

In 2005, the index for hardwood lumber fell 1.2 percent
following a 3.0-percent gain in the preceding year. The first half
of 2005 was dominated by price declines, which were caused by
an influx of imports from Asia. These lower lumber prices
rebounded during the latter half of the year as continued strength
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in the housing market fueled consumer demand for hardwood
furniture, cabinets, and flooring.?*

Materials for nondurable manufacturing. The index for
materials for nondurable manufacturing advanced 8.9 percent in
2005 following a 13.7-percent gain in 2004. Prices for primary
basic organic chemicals, plastic resins and materials, and paper
also rose at slower rates than they had in the previous year. The
indexes for intermediate basic organic chemicals and paperboard
turned down after increasing in 2004. In contrast, prices for
inedible fats and oils turned up following declines in the prior
year.

For the 12 months ended December 2005, prices for primary
basic organic chemicals increased 22.3 percent compared with a
44.0-percent jump in the previous year. Contributing to the
advance in 2005 were a 15.0-percent price increase for aromatics,
a 25.2-percent boost for the liquid refinery gases index, and a rise
of 6.8 percent for other primary basic organic chemicals.?® Higher
input costs, specifically for crude petroleum, which is heavily
used in the chemical production process, caused the 2005
increases.

Subsequent to their 28.6-percent rise in 2004, producer prices
for plastic resins and materials advanced 10.8 percent in 2005.
Prices for thermoplastic resins and thermosetting resins climbed
12.0 and 5.5 percent, respectively, in 2005. These increases can
be traced to higher petroleum prices, the main input in the plastics
production process. Additionally, a tight supply situation pushed
prices higher throughout the year.



The index for inedible fats and oils rose 11.9 percent in 2005
following a 15.6-percent drop a year earlier. Much of this increase
occurred in the first quarter of 2005, when dry weather in South
America reduced available imports and drove prices up 17.6
percent. Later in the year, price increases tapered off as additional
supplies became available. The responsiveness of this index to
movements in agricultural prices makes it quite volatile. Products
derived from inedible fats and oils include industrial oils,
lubricants, and glycerin.

Materials and components for construction. Prices for
materials and components for construction climbed 6.1 percent
during 2005 after advancing 10.1 percent in the previous year.
Contributing to this deceleration were the indexes for fabricated
structural metal products, millwork, and fabricated ferrous wire
products, which all increased less rapidly than they had in 2004.
Prices for steel mill products and softwood lumber turned down
in 2005 after rising a year earlier. Alternatively, the rates of
increase in the indexes for plastic construction products and
concrete products quickened from 2004 to 2005.

Prices for fabricated structural metal products climbed 2.9
percent in 2005 after advancing 17.6 percent in the preceding
year. From 2000 to 2003, this index showed little movement.
Starting in January 2004, however, prices rose rapidly for 13
months as a result of large increases in steel prices. By February
2005, prices had returned to their previous, settled behavior and
remained steady until October, when fuel surcharges resulted in
more rapid price advances.

During 2005, the producer price index for plastic construction
products shot up 21.6 percent compared with a 7.2-percent gain
in 2004. Much of this increase can be attributed to an upsurge in
prices for plastic plumbing products, which rose 38.9 percent for
the year as prices for plastic resins and materials increased. The
aftermath of Hurricanes Katrina and Rita greatly disrupted the
supply of resins, driving up prices for both resins and plastic
products for the remainder of the year.

Crude nonfood materials less energy

Following a 20.5-percent jump in 2004, the producer price index
for basic industrial materials gained 5.2 percent in 2005. (See

table 5.) This deceleration was brought on by falling prices for
iron and steel scrap and for wastepaper, along with slower price
increases for copper ores. Conversely, the index for raw cotton
turned up in 2005, and prices for copper base scrap advanced
more than they had in 2004.

Ironand steel scrap.  The index for iron and steel scrap fell 10.8
percent in 2005. Ferrous scrap prices registered significant
increases in 2003 and 2004—64.9 and 50.8 percent, respectively.
In the first half of 2005, falling scrap prices predominated as
imports of inexpensive steel-scrap substitutes flooded the
domestic market. Scrap prices recovered somewhat in the second
half of the year, as imports of scrap substitutes dried up when
Hurricanes Katrina and Rita resulted in prolonged port closures.

Copper ores. Prices for copper ores moved up 39.3 percent in
2005 compared with a 65.1-percent advance in the prior 12-month
period, while the index for copper base scrap jumped 51.9 percent
in 2005 following a 34.5-percent gain a year earlier. In 2005,
increased demand pushed global copper prices higher. The
current growth in the Chinese economy has increased demand
for copper, brass, and bronze materials used by the construction,
utilities, and automotive sectors.?

Raw cotton.  For the 12-month period ended December 2005,
raw cotton prices advanced 16.0 percent following a 35.5-percent
decline in the preceding year. Not only did yield per acre decline
almost 5 percent in 2005, but total demand also was higher. Total
consumption increased more than 6 percent above 2004 levels,
and exports rose 12 percent.?

Foods and related products

The producer price index for finished consumer foods moved up
1.7 percent in 2005 following a 3.1-percent gainin 2004 anda 7.7-
percent jump in 2003. (See table 6.) Accounting for the slower
rate of advance in 2005 were prices for pork products, dairy
products, processed turkeys, and fresh fruits and melons, which
all turned down after rising in the preceding year. The indexes for
confectionery end products, soft drinks, and finfish and shellfish
increased less than they had in 2004.2 In contrast, prices for

I[e|]JCX-W Annual percentage changes in producer price indexes for selected crude nonfood materials less energy,
2001-05

Index 2001 2002 2003 2004 2005

Crude nonfood materials less energy ..............ccccceoeenen. -9.9 12.6 21.6 20.5 5.2
Iron and steel scrap -5.6 27.8 64.9 50.8 -10.8
Wastepaper ................ -30.2 35.1 8.7 17.3 -9.1
Copper ores............ -19.6 3.6 374 65.1 39.3
Copper base scrap -17.4 11.2 30.7 345 51.9
Raw cotton ................. —46.7 42.7 375 -35.5 16.0
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L[l W  Annual percentage changes in producer price indexes for selected foods and related items, 2001-05
Index 2001 2002 2003 2004 2005
Finished consumerfoods ..............c.cccceviiiiiiiiiiiiceee 1.8 -0.6 7.7 3.1 1.7
Finished consumer foods, crude ..... 4.6 -13.9 34.1 -3.1 10.7
Fresh fruits and melons .................. 24.0 -34.6 30.5 18.0 -12.2
Fresh and dry vegetables ... 9.7 -5.5 37.9 -13.9 34.3
Eggs for fresh use .......cccooeeviiincnnenn. -27.5 22.6 40.5 -29.4 5.0
Finished consumer foods, processed . 1.6 4 5.9 3.6 1.0
Bakery products ........c.ccccoeveiieeninennn, 2.1 2.0 13 2.1 2.4
Beefand veal .............. -4.5 4.0 27.1 -3.8 3.2
Pork products...........ccceeueene 4.7 -7.2 6.8 22.1 -8.2
Processed young chickens . 1.9 -8.6 19.9 -9 -3.1
Dairy products ........ccccoevevverinnennenn. 2.3 -3.1 6.8 9.1 -2.6
Processed fruits and vegetables .... 3.4 1.2 4 3.1 3.4
Confectionery end products ............ 1.9 18 5.1 7.2 2.8
Roasted COffE ...iiiviiiiiiiiiiiie e -35 -2 51 9.5 8.8
Intermediate foods and feeds .................cccociiiiiiiiicns 3 4.2 129 -2.3 24
FIOUN e 4.1 7.2 5.0 4.9 2.6
Refined sugar and byproducts ..........cccccooveveniiiicniiinennens 6.3 6.2 .8 -8 18.5
Shortening and cooking oils ........ 1.8 15.6 16.1 2 -3.3
Prepared animal feeds ................. -3.6 4.0 14.7 -11.1 5.6
Crude foodstuffs and feedstuffs .... -7.6 45 24.1 -2.6 1.6
WHheat .......ccoeeiieiieeiieiiee e 1.7 24.0 4.0 -5.0 -1.0
Com .o 2.8 13.2 6.8 -22.9 N
Slaughter cattle............ -15.1 10.3 35.4 -10.9 9.5
Slaughter hogs ........cccceeeueee -24.9 -4.6 20.7 48.7 -14.7
Slaughter broilers and fryers ... -4.8 -5.1 354 4.3 -7.3
Fluid milk ..o 3.0 -11.4 16.1 19.1 -9.8
Soybeans ... -12.5 29.6 40.7 -29.7 7.0
Raw cane sugar and byproducts ............cccveeiiiiiiiieninns 6.2 2.7 —6.6 1.2 18.6

fresh and dry vegetables, beef and veal, and eggs for fresh use
advanced in 2005 following declines in the prior year.

At the earlier stages of processing, the index for intermediate
foods and feeds climbed 2.4 percent in 2005 compared with a 2.3-
percent decrease in 2004. Upturns in prices for prepared animal
feeds, beef and veal, and refined sugar and byproducts
outweighed downturns in prices for dairy products, pork
products, and shortening and cooking oils. The producer price
index for crude foodstuffs and feedstuffs also moved up in 2005
following a decline in 2004. Prices for slaughter cattle, soybeans,
corn, and fresh and dry vegetables rose after falling in the prior
year. Prices for wheat fell less in 2005 than they had a year earlier,
while the index for raw cane sugar and byproducts rose more
than in 2004. Conversely, the indexes for slaughter hogs,
slaughter broilers and fryers, fluid milk, and fresh fruits and
melons decreased following increases in 2004.

Slaughter cattle, beef and veal. The producer price index for
slaughter cattle jumped 9.5 percent in 2005 following a 10.9-
percent drop in 2004. Prices for beef and veal performed similarly,
falling in 2004 then rebounding with a 3.2-percent gain in 2005.
For both slaughter cattle and beef and veal, prices began to turn
around in September 2005, when foreign markets began
reopening to U.S. livestock products. In late 2003, a cow in
Washington state was identified as having Bovine Spongiform
Encephalopathy (BSE). In response, Japan, South Korea, and
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Taiwan, which purchased over 80 percent of exported U.S. beef
in 2003, closed their markets to U.S. cattle products.?®3° After
exporting more than 2.5 billion pounds of beef and veal
products in 2003, the United States saw its exports drop to
461 million pounds in 2004. In 2005, the export market began
reversing course, totaling 669 million pounds, as exports to
Mexico expanded. Late in the year, Japan reopened its beef
market to U.S. production of boneless beef products taken
from livestock under 30 months at slaughter, and both South
Korea and Taiwan prepared to take similar actions.3.%

Slaughter hogs, processed pork.  The producer price index for
slaughter hogs dropped 14.7 percent in 2005 after surging 48.7
percent a year earlier. Likewise, the index for processed pork fell
8.2 percent following a 22.1-percent gain in 2004. The price spikes
of 2004 were linked to strong domestic demand, combined with a
26.9-percent jump in U.S. exports, as foreign buyers substituted
pork for beef. Although production inched up in 2004, it was
unable to keep pace with higher demand. In 2005, production
and exports continued their increases, but a decline in domestic
consumption sent selling prices downward.*

Slaughter broilers and fryers, processed young chickens. The
index for slaughter broilers and fryers moved down 7.3 percent in
2005 following a 4.3-percent rise in 2004, and prices for processed
young chickens fell at a faster rate in 2005 than they had in the



previous year. From January through September, production,
domestic consumption, and export demand for chickens were
strong. The market shifted direction in the last quarter of 2005,
when chicken production reached its peak and demand for leg
quarters in Eastern Europe and Central Asia fell. This drop in
demand may have been connected to fears relating to the spread
of avian influenza. As a result, in the final quarter of 2005,
slaughter chicken prices decreased 16.2 percent, and processed
chicken prices fell 15.5 percent.* For the 12 months ending in
December 2005, broiler meat production increased 3.8 percent,
and cold storage stocks jumped 29.0 percent.®

Soybeans and grains, prepared animal feeds.  The indexes for
corn and soybeans turned up in 2005 following large declines in
2004, while prices for wheat moved down 1.0 percent after falling
5.0 percent a year earlier. The U.S. Department of Agriculture
estimated that the corn harvest for 2005 was an ample 11.1 billion
bushels, 6.0 percent below the record level of 11.8 billion bushels
in 2004. Crop yield also contracted in 2005, from a record 160.4
bushels per acre in 2004 to 147.9 bushels per acre. The soybean
harvest inched down 1.0 percent in 2005 to 3.09 billion bushels
despite a 2.6-percent increase in yield per acre, from 42.2 bushels
in 2004 to a record 43.3 bushels. For wheat, yield per acre fell
roughly 2.8 percent to 42.0 bushels, and total production was 2.1
billion bushels.® While still solid, the 2005 wheat figures were
not historic compared with harvests over the previous decade.*
In a related development, prepared animal feed prices rose 5.6
percent in 2005 compared with an 11.1-percent drop in the
preceding year.

Fluid milk, dairy products. The index for fluid milk fell 9.8
percent in 2005 after rising 19.1 percent in 2004. Similarly, prices
for dairy products declined 2.6 percent following a 9.1-percent
jump in 2004. In 2005, milk production increased 3.3 percent to
176.5 million pounds, and milk production per cow grew 3.1
percent to 19,536 pounds.® In contrast, both total milk production
and output per cow were nearly flat in 2004 compared with 2003
levels.*®

Raw cane and refined sugar.  The index for refined beet sugar
and byproducts rose 22.0 percent in 2005 after edging down 0.1
percent in 2004. The index for refined cane sugar and byproducts
went up 15.8 percent after declining 1.5 percent in the prior year,
and prices for raw cane sugar jumped 18.6 percent following a
1.2-percent gain a year earlier. The market for refined sugar was
influenced by lower sugar beet and raw cane production in 2005:
the sugar beet harvest decreased 7.9 percent in 2005 to 27,654
tons, and raw cane production fell 3.8 percent to 27,897 tons.*

Fruits and melons. The index for fresh fruits and melons
declined 12.2 percent in 2005 after rising 18.0 percent in 2004.
Prices for citrus fruits, which were increasing at a 16.2-percent

annual rate in May 2004, the start of the hurricane season,
surged 134.2 percent over the next 5 months. In 2005, prices
reversed course and ended the year 11.7 percent below their
2004 level. For the 2004-05 growing season, western producers
ramped up production to help compensate for the previous year’s
citrus grove damage in Florida.***? Also contributing to the 2005
turnaround in prices for fresh fruits was the index for table grapes,
which dropped 28.6 percent after jumping 48.4 percent during
the prior 12 months.*®* Average grape yield per acre increased to
7.46 tons in 2005, from 6.69 tons in 2004. Over the same period,
total grape production increased 11.7 percent to 6,975 tons, from
6,240 tons a year earlier.*

Fresh and dry vegetables. The index for fresh and dry
vegetables surged 34.3 percent in 2005 after falling 13.9 percent
in the preceding year. Prices for sweet corn nearly tripled in 2005
compared with a 34.6-percent decline in 2004, and the indexes for
lettuce and dry onions also posted large gains following declines
a year earlier. Prices for green peppers, consumer-use potatoes,
and tomatoes went up at faster rates than they had in 2004.%
Vegetable crop production was, on average, favorably affected
by weather conditions in 2004 and negatively affected in
2005.% 4 For lettuce and tomatoes, total planted acreage
increased in 2005, but total harvested acreage fell. Yields also
declined notably in 2005 for snap beans, cabbage, romaine
lettuce, onions, and green peppers.*®

Services

Rising prices were observed for the majority of service
industries tracked by the Producer Price Index in 2005. Notable
price increases were registered for these industries: Scheduled
passenger air transportation, hotels (excluding casino hotels)
and motels, offices of lawyers, line-haul railroads, offices of
certified public accountants, direct health and medical
insurance carriers, and investment banking and securities
dealing. In contrast, price declines were recorded by cellular
and other wireless carriers. (See table 7.)

Scheduled passenger air transportation.  Prices for scheduled
passenger air transportation increased 7.7 percent in 2005 after
falling 1.5 percent in the previous year. Domestic travel prices
increased 8.4 percent in 2005, led by higher prices for coach-
class air travel. The 2005 rise in the index for scheduled passenger
air transportation reflects strong demand for air travel and fuel
surcharges added to ticket prices. According to the FAA: “In
2005, system revenue passenger miles (RPMS) and enplanements
rose 8.0 and 7.1 percent, respectively. . . . Enplanements exceeded
pre-9/11 levels by 5.9 percent, while RPMS were 11.6 percent
higher than in 2000. . .. The systemwide load factor increased 1.9
percent to 77.1 percent in 2005, an all-time high.”*® In addition,
according to the International Air Transport Association, airlines
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Table 7. EEYNTIE percentage changes in producer price indexes for selected service industries, 2001-05

Index 2001 2002 2003 2004 2005
Scheduled passenger air transportation ...........ccc.ccoeeeecrienens 2.0 1.0 1.9 -15 7.7
Hotels (excluding casino hotels) and motels ...........c.cccceenen. - - - 2.9 7.4
Offices Of IAWYEIS ....ooiiiiiiiiiic e 4.2 3.4 2.8 4.3 6.1
Line-haul railroads ..........cccoeeveeiieniieennnnnn 2.3 1.3 2.3 7.4 13.1
Offices of certified public accountants .......... - - - 1.3 5.2
Direct health and medical insurance carriers - - 8.7 4.0 4.8
Investment banking and securities dealing - - - 6.8 2.1
Cellular and other wireless Carriers .........ccccovveeveeiieeiieiieenns -1.2 3.9 -1.2 4.7 -15.1

Note: Dash indicates data are not available.

have been adding surcharges to passenger ticket prices in recent
years to offset higher fuel prices. The association estimated
that, at $54.50 per barrel in 2005, industry fuel costs amounted
to 22 percent of operating expenses, up from 16 percent in
2004 and 14 percent in 2003.%°

Hotels (excluding casino hotels) and motels. The industry
index for noncasino hotels and motels increased 7.4 percent in
2005 after gaining 2.9 percent a year earlier. Prices in this industry
tend to be positively correlated to the performance of the
economy as a whole. Additionally, widely followed research in
the hotel industry has shed light on the detrimental impact of
deep discounting strategies, leading many hoteliers to reduce or
eliminate these price reductions.s! Prices for luxury and resort
hotels exhibited the largest gain, 22.5 percent.

Offices of lawyers. ~ After rising 4.3-percent a year earlier, prices
received by law offices advanced 6.1 percent in 2005, the largest
annual increase recorded for this industry since its inclusion in
the Producer Price Index in 1996. Prices for corporate legal
services and for banking and commercial legal services increased
8.1 and 9.7 percent, respectively, reflecting a strong business
economy. Another factor boosting prices received by law offices
was the complexity of the 2005 Bankruptcy Reform Act, which
spurred demand for legal services from both individuals and
corporations.

Line-haul railroads. Having risen 7.4 percent in 2004, the line-
haul railroads index increased 13.1 percent in 2005. Strong demand
and fuel surcharges pushed the line-haul railroads index higher
in 2005. This index tracks price changes for the rail shipment of all
major commodity groupings, both manufactured goods and raw
materials. New records were set in 2005 in this industry, for total
volume—1.69 trillion ton-miles, up 2.4 percent from last year—
and for intermodal traffic (truck trailers and containers on flat
cars).®? Intermodal freight transportation, the price of which
increased 10.4 percent in 2005, is the fastest growing segment in
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this industry.>® Diesel fuel, which surged 46.7 percent in 2005, is
a critical variable cost for the railroad industry, which typically
uses surcharges to transfer these costs to its clients.

Offices of certified public accountants. Prices received by
offices of certified public accountants advanced 5.2 percent in
2005 after increasing 1.3 percent in 2004. This acceleration was
driven by the index for tax preparation and planning, which rose
6.9 percent in 2005, the largest gain recorded over the 10 years
that the Producer Price Index has tracked this service. The
Sarbanes-Oxley Act of 2002 and the robust economic
environment in 2005 increased the demand for accounting
services.

Direct health and medical insurance carriers.  Prices received
by direct health and medical insurance carriers rose 4.8 percent in
2005 after gaining 4.0 percent in the prior year. The majority of
this price advance was the result of a 5.5-percent rise in the
medical service plans index. Rising prices for medical plans
continue to outpace both the Consumer Price Index and wage
growth. The percentage of businesses offering health insurance
to their workers has declined steadily from 69 percent in 2000 to
60 percentin 2005.5

Investment banking and securities dealing. Prices received
by the investment banking and securities dealing industry
advanced 2.1 percent in 2005 following a 6.8-percent gain in 2004.
Leading this deceleration were prices for dealer transactions,
which fell 10.4 percent in 2005 following a 2.5-percent increase in
2004. Prices for dealer transactions depend on the bid-ask spread
for debt and equity securities in the financial markets; in 2005, a
lack of volatility in security prices and fierce competition among
trading firms resulted in tighter spreads and lower dealer
transaction prices. The index for investment banking services
advanced 6.1 percent in 2005. This industry generally reflects
expectations concerning the overall economy and the equity
marketplace. The index for other investment banking and



securities-dealing services increased 13.1 percent for 2005; prices
for many of its components, such as securities-lending trans-
actions, are sensitive to and have benefited from rising interest
rates.

Cellular and other wireless carriers. Prices received by

cellular and other wireless carriers fell 15.1 percent in 2005
following a 4.7-percent decline in 2004. The wireless telecom-

Notes

munications industry is highly competitive and is characterized
by major players trying to capture as much market share as
possible. To attract customers, wireless carriers have lowered
monthly subscription prices and adopted a fee-based strategy,
charging for roaming minutes and ringtones. This strategy takes
advantage of the changing cost structure within the industry:
technological advances have lowered wireless carriers’ fixed
infrastructure costs. [
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