
W h a t ' s  H a p p e n e d  t o  P r i c e s ?
Last November, an article in this Review1 point
ed out that consumer prices had recently begun 
to rise very rapidly and that wholesale prices, 
too, might take off. It was stated that spending 
in nearly all the major sectors of the economy 
was very likely to increase at an accelerating 
rate. The outlook, in short, was one of mounting 
inflationary pressures.

In fact, this is exactly what happened and eight 
months of unchecked increases in wholesale prices 
are now on record. Fortunately, a decline in these 
prices occurred in August. Although consumer 
prices had begun to rise at an accelerated rate 
in June 1967, wholesale prices did not really 
start a sustained upward climb until December. 
In both cases, a large part of the explanation for 
the behavior of the overall indexes lies in food 
prices. Wholesale prices of farm products rose 
7% percent between November 1967 and July 
1968, or at an annual rate of 11% percent; and 
wholesale prices of processed foods and feeds 
increased 4y2 percent, or at an annual rate of 
6% percent. Consumer food prices advanced

‘“What’s Happening to Prices?”, November 1967.

nearly 4 percent, or a 5.7-percent annual rate of 
increase. Food was not the only culprit, how
ever. Industrial wholesale prices, for example, 
began a sustained upward movement in August
1967. Moreover, the movement of overall in
dexes, as usual, conceals wide differences in the 
behavior of individual prices.

C o n s u m e r  P r ic e s

Each of the five main components of the con
sumer price index—-food, housing, apparel and 
upkeep, transportation, and health and recrea
tion—has contributed to the rise in the overall 
index. Although food prices accelerated the 
most, housing costs contributed more than any 
other category to the total increase because of 
the large weight of this item in household budg
ets. Table I shows the annual rates of change 
between November 1967 and July 1968 for these 
five categories, together with the percentage con
tribution each made to the overall rise and its 
weight in the index.

The most slowly rising component is trans
portation. Unfortunately, it is not very signifi
cant in household budgets and therefore did little
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Table I
Changes in Consumer Price Index Components

N ovem ber 1967-July 1968

R elative
Im p o rtan ce

C om ponen t

A nnual 
Rate of 
C hange  

(P ercen t)

P e rcen ta g e  
C ontribu tion  

to  Overall 
R ise1

in
D ecem ber

19671
(P ercen t)

All item s 4.71 100.0 100.00
T ran sp o rta tio n 1.91 5.6 13.80
A pparel an d  u pkeep 3.99 9.0 10.64
H ealth  a n d  rec rea tio n 4.76 20.1 19.85
H ousing 5.19 36.1 32.79
Food 5.72 27.4 22.54

'D e ta ils  do n o t add  to 100 b e ca u se m isce llan eo u s item s  are
inc lu d ed  in to ta l b u t n o t in co m p o n e n ts .

to hold down the overall increase. Public trans
portation costs advanced fairly rapidly, at an 
annual rate of 4.3 percent, but private trans
portation costs (including the price of automo
biles, gas, oil, repair costs, etc.) rose much more 
slowly—1.8 percent—largely because automobile 
prices changed very little. Typically, new car 
prices change infrequently, most often at the 
start of a new model year (as occurred last fall). 
List prices may then be shaved by dealers in the 
late spring and summer, as they work off inven
tory in preparation for the new models.

Apparel and upkeep prices did not rise appre
ciably until March, but since then, their in
crease has been quite rapid. The biggest gains 
have come in footwear. Rising prices of textiles 
and hides, skins and leather products, and tex
tile and apparel workers’ wage increases have no 
doubt raised apparel manufacturers’ costs, but

T H E  SU ST A IN ED  RAPID UPWARD M OVEMENT OF 
CO N SU M ER P R IC E S  CO N TIN UED IN T H E F IR ST  
SEV EN  M ONTHS OF 1968, W ITH A L L  COM PON EN TS  
CO N TRIBU TIN G  TO T H E  G EN ER A L IN FLATIO N .

Percent

1966 1967 1968
'Seasonally adjusted by B IS .

the rise in retail sales since last October (sparked 
by rapid growth in personal income) was im
portant as well.

The costs of medical care and reading and 
recreation (annual rates of increase of 5.8 and 
4.8 percent, respectively) provided the major 
impetus for the substantial rise in the health 
and recreation category. Personal care (dry 
cleaning, barber, and beauty shops, etc.) also 
became more expensive. The prices of other goods 
and services as a group (tobacco, alcoholic bev
erages, and funeral, legal, and bank service 
charges) advanced somewhat more slowly.

Two items, homeownership and household 
furnishings and operating expense, bulk very 
large in total housing costs. Rising mortgage 
interest rates, property taxes, home insurance 
rates, and home repair costs have driven up the 
cost of home ownership at a 7.3-percent annual 
rate. Household furnishings and operation ex
penses have risen at a 5.2-percent rate. Very 
small increases in gas and electricity prices 
(0.7-percent annual rate) and rent (2.5 per
cent) were not able to prevent an advance in 
total housing costs of 5.2 percent.

Food price rises showed considerable disper
sion, with meat, poultry, and fish going up at a 
3.5-percent annual rate, dairy products at a 4.1- 
percent rate, and fruits and vegetables at an 
astonishing 19.9-percent rate. The movement in 
this last category is partly seasonal, but to a 
large extent reflects poor weather conditions 
last winter and spring in Florida, south Texas, 
and Mexico.

The composition of the consumer’s “market 
basket” can be arranged another way; that is, 
divided into services and commodities. From 
this angle, it is apparent that services have been 
a major element in the jump in the cost of 
living. Service prices, on average, rose at a 5.7- 
percent annual rate from November 1967 to 
June 1968. Food prices climbed at a 5.2-percent 
rate, while prices of nonfood commodities ad
vanced at a rate of only 2.9 percent. It is not un
usual for service prices to increase faster than 
others. Thus, in the most recent period of rea
sonable price stability, 1961-64, when the overall 
index was advancing at a rate of about 1.2 per
cent a year, service prices went up at a 1.9-per
cent rate. Actually, commodity prices have 
risen more rapidly, relative to service prices, 
since November 1967, than they did in 1961-64. 
But this result is not surprising, considering that 
wholesale prices, which have no direct effect on 
services but do on consumer commodities, have 
been rising recently, whereas they were quite 
stable in the earlier period.
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W h o le s a le  P r ic e s  

The wholesale price index has three main com
ponents: farm products, processed foods and 
feeds, and industrial commodities. The indus
trial commodities category is divided into 13 
principal subcomponents. There is wide diver
sity in the behavior of these categories, as can 
be seen in Table II.

Again, it is clear that the sharp rises in food 
prices (which constitute the bulk of the farm 
products and processed foods and feeds cate
gories) have contributed to the overall index far 
out of proportion to their weights.2 In particular, 
fruits and vegetables, live poultry, livestock, 
dairy products, and meat, poultry, and fish prod
ucts have been the biggest contributors. Live 
poultry price rises seem to be almost wholly a 
seasonal recovery from unusually depressed 
levels. Livestock and meat prices have risen in 
response to a cutback in production of feeder 
cattle, which in turn was a response to low prices 
in 1967.

Among industrial commodities, textile prod
ucts and apparel, metals and products, machin
ery and equipment, and lumber and wood prod
ucts have contributed most to advancing whole-

^The weights in the wholesale price index are based on the 
net selling value of commodities produced, processed, or 
imported into the U.S., as revealed in the industrial cen
suses. For more detail, see “What’s Happening to Prices?”, 
Monthly Review, November 1967.

Table II
Changes in Wholesale Price Index Components

N ovem ber 1967-July 1968 N ovem ber 1967-A ugust 1968 (prelim inary)

A nnual R ate  
of C hange

C om ponen t (P ercen t)
P e rcen ta g e

C ontribu tion

A nnual R ate  
of C hange 
(P ercen t)

P e rcen ta g e
C ontribu tion

R elative
Im portance

(P ercen t)

All co m m o d itie s 4.10 100.0 3.13 100.0 100.000
Farm  p ro d u c ts 11.67 29.6 7.05 23.6 10.637
P ro cessed  foods  an d  fe ed s 6.77 26.7 4.81 25.1 16.533
In d u s tria l co m m o d itie s 2.52 43.7 2.24 51.3 72.830

T extile  p ro d u c ts  and  ap p arel 4.08 6.9 7.149
H ides, sk in s, an d  le a th e r  p ro d u c ts 5.33 1.6 1.264
F ue ls  a n d  re la ted  p ro d u c ts  

an d  pow er 0.74 1.3 7.130
C hem ica ls  and  a llied  p ro d u c ts 0.00 0.0 6.378
R u b b er a n d  p ro d u c ts 2.42 1.4 2 .339
L um ber an d  w ood p ro d u c ts 17.58 10.2 2.418
Pulp , p aper, an d  a llied  p ro d u c ts 0.44 0.5 4.877
M etals  a n d  p ro d u c ts 1.22 3.7 12.799
M achinery  a n d  e q u ip m e n t 3.47 10.0 12.110
F u rn itu re  a n d  househo ld  d u ra b le s 3.09 2.6 3 .584
N onm eta llic  m ineral p ro d u c ts 4.71 3.4 3.040
T ran sp o rta tio n  e q u ip m e n t n.a. n .a. 7 .244
M isce llaneous 1.22 0.7 2.498

FARM AND FOOD P R IC E  IN C R E A S ES  HAVE ALSO  
C O N TR IB U TED  SIG N IF IC A N TLY  TO TH E R IS E  IN TH E  
W H O LESA LE  P R IC E  INDEX. IN D U ST R IA L P R IC E S , 
A FT ER  N IN E M ONTHS OF RAPID R IS E , HAVE LE V 
E L E D  OFF R EC EN T LY .

Parcant

110 110

105
110

105 105

115 115

105 105

95 95

1966 1967 1966

sale prices. The first three bear heavy weights; 
the last recorded very large price increases.

If we had looked at the situation in March or 
April, metals prices would have shown a much 
more rapid rate of increase. This was because 
the long continued copper strike in this country 
reduced supplies of this metal to abnormally 
low levels and and forced reliance on higher- 
priced imports. Steel prices also firmed during 
the inventory build-up in anticipation of a steel

n .a. Not av ailab le . 
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strike. Settlement of the copper strike produced 
a sharp price reversal, and steel prices had begun 
to soften even before a no-strike agreement was 
reached in that industry at the end of July. Re
cently, however, most steel companies have an
nounced price increases.

Machinery and equipment prices have risen 
strongly almost across the board, but the biggest 
increases have come in construction machinery 
and equipment. Lumber and wood prices have 
risen phenomenally, at nearly a 17-percent an
nual rate, partly because of a reduced supply of 
logs, stemming from drought last summer and a 
six-month strike in western Canada, and partly 
because of continued strong demand for lumber 
in housing construction. Elsewhere, hides and 
skins, leather products, furniture, prepared paint, 
and paper prices have advanced strongly.

On the other hand, some prices have hardly 
changed, while others experienced actual declines. 
Tire and tube prices did not change at all after 
the increase announced last fall at the beginning 
of the new car season. In July, however, two 
companies announced price increases ranging 
from 3 percent to 5 percent. Industrial chemicals, 
drugs and pharmaceuticals, and home electronic 
equipment prices all declined slightly. Competi
tion from imports no doubt played a role here. 
Gas fuels prices, however, fell at nearly a 14- 
percent annual rate because of very rapid growth 
in production capacity for liquefied propane gas 
and a general world over-supply of residual fuels.

The Outlook
Prospects are good that both consumer and

TH E BEH AVIO R OF M ETA LS AND LU M B ER  AND 
WOOD PRO D U CTS P R IC E S  IS  PR IM A R ILY  TH E R E 
S U LT  OF S T R IK E S  AND S P E C IA L  SU P P L Y  CON DI
TIO N S, W H ILE T E X T IL E  AND A P P A R EL P R IC E S  HAVE 
R ESP O N D ED  TO DEMAND FO R C ES  AND CH EM ICA L  
P R IC E S  HAVE REM A IN ED Q U ITE S T A B LE .

_ _ _ _  P e r c e n t
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TH E  P R IC E  OF N O N FER R O U S M ETA LS CU RVED  WITH  
T H E  C O P PER  S T R IK E  AND IT S  S E T T LE M E N T . P R IC E S  
FO R HEATING EQ U IPM EN T R O S E.

P e r c e n t

wholesale prices will have slowed their rates of 
increase before the end of the year, but they will 
not have stopped.

The extraordinary gain in food prices, which 
has fueled much of the inflation since last No
vember, should top out soon. Indeed, consumer 
food prices, seasonally adjusted, declined slightly 
in June, although they jumped back up in July. 
But wholesale prices of both farm products and 
processed foods and feeds fell substantially in 
August. Harvests of vegetables in the northern 
growing areas and in California are expected to 
be above last year’s levels, resulting in abundant 
supplies in August and September. Larger mar
ketings of cattle and greater shipments to feeder 
lots should satisfy a continued strong consumer 
demand at fairly stable prices. Poultry and egg 
prices may continue to rise from the unusually 
depressed levels that have discouraged many 
producers, but the pace of advance should slow.

More generally, the passage of the tax bill will 
tend to bank the inflationary fires both because 
it will dampen the growth of consumers and 
corporations’ spendable income and because, 
under the terms of the bill, Federal government 
expenditures must be reduced below budgeted 
figures. The impact of the fiscal action should 
be greatest in those areas in which price pres
sures have come mainly from rapidly grow
ing demand rather than from restrictions of sup
ply. Services and luxury goods most nearly fit 
this description.

There are, however, no grounds for unbridled 
optimism. Wholesale industrial prices have gone, 
on average, practically nowhere since April; and 
with food prices probably due to level off, more
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or less, one might think that the wholesale price 
index would display considerable stability. But 
this would be to reckon without the lagged ef
fect of prior price increases on wage demands 
and therefore on industrial costs. Union contracts 
are made for one, two, or three years. It some
times happens that wage raises negotiated many 
months ago are outrun by advances in the cost 
of living; current negotiations, then, are designed 
to provide, not only for rises that would have 
been demanded in the absence of inflation, but 
for compensation for additional increases in the 
cost of living that have already occurred.

The extent to which business management is 
willing to resist wage demands or, having granted 
them, is able to pass them on in the form of

higher prices, depends largely on how actively 
consumers respond to price increases. The more 
slowly disposable income grows, the greater con
sumer reaction, other things being equal. With 
rather restrictive fiscal policies, disposable in
come—and therefore consumer spending—will 
undoubtedly grow more slowly in the second 
half of 1968 than it did in the first. But it is not 
to be expected that the change will be sufficient to 
stop inflation in its tracks.

Recently, we have seen price rise announce
ments hard on the heels of wage increases in 
both textiles and steel. There may be other, sim
ilar cases. Inflation has a momentum that is 
hard to stop. But at least the brakes are on.

L aw rence F. M ansfield
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