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Summary
During the first 3 months of 1983, prices received by

producers of finished goods declined at the sharpest
rate in 3 decades. From December 1982 to March 1983,
the Producer Price Index for Finished Goods fell at a
seasonally adjusted annual rate of 4.7 percent, the most
rapid rate of descent for any calendar quarter since the
final 3 months of 1952. This index had advanced at an-
nual rates of about 4 or 5 percent in each of the last 3
quarters of 1982. The Finished Goods Price Index was
only 2.2 percent higher in March 1983 than a year ear-
lier. (See table C.)

Energy products—primarily gasoline and home heat-
ing oil—were largely responsible for the first quarter
drop. After decreasing substantially in January, the in-
dex for finished consumer goods other than foods and
energy turned up in February and recorded a small net
decline for the quarter as a whole. Prices for finished
consumer foods and capital equipment both rose mod-
erately, at annual rates of less than 4 percent.

Intermediate goods prices moved down from Decem-
ber to March at a seasonally adjusted rate of 4.4 per-
cent, about the same as that recorded for the Finished
Goods index; energy-related products also accounted
for the bulk of this drop. Prices for nonenergy inter-
mediate goods showed virtually no net change over the
quarter. Crude material prices rose moderately, as ad-
vances in foodstuffs more than offset lower prices for
nonfood materials. By the time the first quarter ended,
however, prices for many raw industrial materials had

turned up strongly, responding to the developing re-
covery in the general economy.

During the first quarter of the year, the American
economy displayed many of the uncertain signals typi-
cally occurring when a recovery is in its earliest stages.
The overall economy moved up at a modest rate, led
by a considerable improvement in residential construc-
tion activities and aided by relatively strong demand
for motor vehicles. However, evidence for a con-
sumer-led recovery outside the housing and auto sec-
tors was mixed, and capital expenditures continued to
be depressed in the face of low capacity utilization in
most industries. Prices for many finished goods tended
to be relatively stable, since most producers could not
be confident that their customers would yet accept ma-
jor price boosts. At the same time, prices for some in-
dustrial materials were subject to rapidly shifting cur-
rents of speculation, depending on prevailing views
about the timing, strength, and duration of the general
recovery.

Finished goods

Finished consumer goods. The Producer Price Index
for finished consumer goods fell at a 6.8 percent annual
rate seasonally adjusted from December 1982 to March
1983, the first decline in any calendar quarter in seven
years. The downturn was led by the index for finished
energy goods, which plunged at a 34.3 percent annual

Table C. Percent changes in selected producer price indexes by stage off processing, 1982-83

Index

Finished goods
Finished consumer foods
Finished energy goods
Finished consumer goods excluding foods and energy
Capital equipment

Intermediate materials, supplies, and components
Intermediate foods and feeds
Intermediate energy goods
Intermediate materials excluding foods and energy

Crude materials for further processing
Crude foodstuffs and feedstuffs
Crude nonfood materials

12 months
ending
March
1983

2.2
1.4

-4.5
3.7
3.9

-.5
.1

-6.0
.8

.7

.5

.9

Seasonally adjusted annual rates for 3 months ending-

March
1982

0.9
6.6

-21.9
3.8
3.6

-1.8
9.4

-7.8
.3

2.4
23.3

-16.0

June
1982

4.6
9.8

-9.2
5.7
5.2

.1
11.0
-7.8

0

11.6
15.8
6.7

September
1982

4.2
-7.7
30.9
4.2
3.5

1.4
-13.7

7.3
1.0

-12.2
-26.4

6.8

December
1982

5.2
.8

7.0
7.9
3.6

1.3
-4.5
6.6
1.0

1.5
1.3
1.7

March
1983

-4.7
3.6

-34.3
-2.3
3.3

-4.4
9.9

-25.7
1.1

3.6
18.1

-10.1
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rate. Heating oil prices plummeted at a 64.2 percent
rate; a mild winter in many heavily populated sections
of the country, contrary to some earlier weather pre-
dictions, left dealers with excessive heating oil inven-
tories. Gasoline prices declined at a 44.0 percent annual
rate, after falling 8.8 percent in 1982. Prices for natural
gas, on the other hand, rose at an annual rate of 9.7
percent; this index registered a 21.4 percent advance in
the previous year.

The index for finished consumer foods rose at a 3.6
percent annual rate in the first quarter of 1983. Large
supplies of many agricultural products tended to re-
strain price increases for most foods in the first quarter.
However, weather-related factors caused some prices
to climb substantially.

Beef and veal prices turned up sharply from Decem-
ber to March, after falling substantially in each of the
2 previous quarters. With harsh winter weather in some
areas reducing cattle slaughter and diminishing weight
gains, the limited available beef supplies were able to
command higher prices. Pork prices fell in February
when farmers, in response to a temporary short supply
caused by bad weather, sent too many hogs to market;
the pork index turned up in March because of a gener-
ally smaller hog inventory. Processed poultry prices
declined because of abundant supplies of chickens in
the face of stable demand. Most fish prices rose over
the quarter as a result of sharp short-term dockside in-
creases due to winter storms; however, tuna prices were
lower as packers attempted to liquidate burdensome
inventories.

The index for finished consumer goods less foods and
energy moved down at a 2.3 percent annual rate from
December to March. The largest decrease occurred for
the index for tobacco products, which fell at a 42.8
percent annual rate. This decline was mostly due to the
aftermath of the doubling in Federal excise taxes for
cigarettes in January. The PPI for tobacco products
had registered advances during the last half of 1982
when manufacturers raised prices in anticipation of the
tax increase; when the tax rise went into effect, pro-
ducers did not further raise their prices, which meant
they absorbed a drop in revenues. The decline for to-
bacco products and scattered decreases for some other
consumer goods such as footwear and textile housefur-
nishings, however, were offset by a dramatic increase
for household flatware and advances for publications,
pharmaceutical preparations, household glassware, and
dinnerware. Much of the runup in household flatware
prices was due to earlier climbs in costs for silver.

Capital equipment The Producer Price Index for capi-
tal equipment rose at a 3.3 percent annual rate from
December to March, almost the same as the increases
recorded in other recent quarters. The first quarter was
highlighted by the absence of major revisions in pric-

ing structures that had become customary for many
kinds of capital equipment at the start of each calendar
year, largely omitted this year because of the pervasive
weakness in demand for capital goods. Despite some
increased production of manufactured goods and inven-
tory-cutting by business, the outlook for capital goods
remained weak and was generally not expected to im-
prove until consumer spending had recovered more
broadly.

Intermediate goods
The Producer Price Index for Intermediate Materials,

Supplies, and Components fell at a seasonally adjusted
annual rate of 4.4 percent during the opening 3 months
of the year. The intermediate energy goods index moved
down at the unusually steep rate of 25.7 percent; the
index for nonenergy intermediate goods was virtually
unchanged, marking the sixth consecutive quarter of
little or no change in this index.

Energy. Virtually all industrial and transportation fuel
products comprising the intermediate energy goods in-
dex contributed to the rapid first quarter decline in this
index, reflecting the same forces that helped to lower
the finished and the crude energy indexes as well. De-
creases were relatively modest, however, for electric
power and commercial jet fuel, in part because of the
slower pass-throughs of cost changes due to institutional
factors such as the long-range contracts which fre-
quently govern jet fuel prices. And despite a substan-
tial first quarter drop caused by excessive inventories
and soft demand, the liquefied petroleum gas index was
still 21.2 percent higher in March 1983 than in the same
month a year before.

Manufacturing materials. The index for nondurable
manufacturing materials moved down at a seasonally
adjusted annual rate of 4.9 percent from December to
March, the fifth consecutive quarterly decrease. As be-
fore, decreases were concentrated among petro-
leum-based materials, such as synthetic textile materials,
industrial chemicals, and synthetic rubber, partly re-
flecting the downward movement in domestic and im-
ported oil prices. Excess inventories and poor export
and domestic demand also contributed to these de-
creases and to modest declines for a number of other
products, such as paper, paperboard, and leather. How-
ever, prices for gray fabrics turned up after falling in
4 of the 5 preceding quarters, and plastic resin prices
rose moderately for the third consecutive quarter.

The index for durable manufacturing materials
jumped sharply during the earlier part of the first quar-
ter, but then retreated somewhat; the net result was an
annual rate of increase of 5.8 percent, the fastest rate
since the third quarter of 1981. Steel producers raised
prices across a broad front as the recovery in housing
and autos gained momentum. Nevertheless, demand for
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some steel products, notably tubular items used in oil
exploration and development equipment, remained
poor, resulting in continued price declines for those
materials. Precious metal prices were extremely vola-
tile during early 1983, rising sharply at first when ex-
pectations for a robust recovery were most optimistic,
and then falling dramatically as speculators felt that
precious metals were not an attractive investment as
long as falling oil prices precluded any serious reac-
celeration in inflation. Prices for several other nonfer-
rous metals such as copper also climbed rapidly before
being tempered late in the quarter. Improved demand
for copper and some other nonferrous metals from in-
dustries related to the construction and automotive mar-
kets was not yet echoed by stronger demand from other
markets. Thus, even though inventories of some non-
ferrous metals were unusually low, buyers often hesi-
tated to rebuild their stocks aggressively.

Construction materials. The index for intermediate ma-
terials and components for construction moved up at a
seasonally adjusted annual rate of 4.0 percent from De-
cember to March, somewhat more than in any of the
6 preceding quarters. Softwood lumber prices were
largely responsible for the modest acceleration in this
index. Prices for softwood lumber, a major material in
home construction, climbed rapidly in both January and
February before slowing to a much smaller increase in
March. Softwood lumber producers had generally suc-
ceeded in avoiding excess inventories during the recent
housing slump by maintaining tight restrictions on out-
put. Hence, as the decline in interest rates in the sec-
ond half of 1982 stimulated a housing construction re-
covery, builders confronted with unusually low lumber
inventories were willing to bid up prices of existing
stocks to take advantage of the turnaround in construc-
tion activity. Unseasonably mild weather in much of
the country further encouraged residential construction
and demand for lumber. The runup in lumber prices
eased towards the end of the quarter as stormy weather
disrupted building work and as lumber inventories in-
creased because of a sharp rise in production by mills
eager to respond to the housing recovery. Prices for
plywood and millwork also rose considerably more
early in the first quarter than at the end. Prices for most
kinds of nonwood construction materials rose only mar-
ginally, while petroleum-based products such as asphalt
roofing and plastic construction products continued to
record price decreases.

Foods and feeds. After falling through the latter half
of 1982, the index for intermediate foods and feeds
moved up at a seasonally adjusted annual rate of 9.9
percent from December to March. For the first time
since the severe summer drought of 1980, prices for
prepared animal feeds climbed at a double-digit rate,
reflecting the general strengthening of grain prices, as

well as increased animal feed requirements as a result
of harsh winter weather in some areas. Higher grain
prices also helped to raise flour prices, and tight sup-
plies and improved export demand led to higher prices
for edible fats and oils. Refined sugar also moved up
somewhat, although the announcement by a major soft
drink manufacturer of its intention to increase its use
of high fructose corn syrup in place of sugar led to
downward pressure on prices towards the end of the
quarter.

Crude materials
The Producer Price Index for Crude Materials for

Further Processing moved up at a seasonally adjusted
annual rate of 3.6 percent in the first quarter, following
a smaller increase in the final quarter of 1982 and a
substantial decrease in the 3 months before that. Prices
for foodstuffs and feedstuffs climbed at a rate of 18.1
percent, far more than in the fourth quarter, but the
index for nonfood materials fell at a rate of about 10
percent, the first drop since the opening 3 months of
1982.

Foodstuffs. Grain prices soared during the first quar-
ter, continuing the upward surge that began late last
year. Even with these sharp advances, however, the
grains index was only about 3 percent higher in March
1983 than a year before; grain prices had been depressed
by another enormous domestic harvest in 1982 at a time
when export demand was poor because of the high
value of the American dollar in international currency
markets. The recent upturn in grain prices resulted in
large part from substantial farmer participation in the
payment-in-kind (PIK) program, designed to cut the
amount of land to be devoted to agricultural produc-
tion during the 1983 growing season. The prospective
reduction in the domestic grain harvest raised expecta-
tions that the large surpluses already in government
storage would not be further augmented and might be
reduced by the transfer of stocks to farmers participat-
ing in PIK. Drought in South Africa and Argentina
boosted prospects for increased export demand for corn.

After falling during most of the second half of 1982,
the livestock index turned up in early 1983. The upturn
was caused by cattle prices, which climbed at a rate of
18.3 percent from December to March as harsh winter
weather in some regions disrupted normal marketing
patterns and forced packers to bid up prices of avail-
able supplies. Hog prices, however, declined at a dou-
ble-digit rate for the second consecutive quarter as pork
inventories proved burdensome in light of poor retail
demand. Live poultry prices dropped at the sharpest
rate in nearly 2 years, reflecting sluggish retail demand.

Among other crude foodstuffs, cocoa bean prices
jumped sharply in response to bad weather and other
unfavorable growing conditions in West Africa and
Brazil. Tight holdings by many farmers led to much
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higher prices for hay and hayseeds. Oilseed prices
moved up partly because of improved export demand
due to prospects for reduced world oilseed crops. Raw
cane sugar advanced strongly early in the quarter but
then moved back somewhat in the face of intensified
competition from corn-based sweeteners.

Energy. Domestic crude petroleum prices decreased
during the first quarter; in March this index was nearly
9 percent lower than its March 1982 level. World de-
mand for crude oil continued to be poor because of
sluggish demand from most industrialized nations and
because of widespread expectations that the Organiza-
tion of Petroleum Exporting Countries (OPEC) would
have to lower its official postings significantly to meet
reduced oil prices charged by both non-OPEC countries
such as Britain and Norway and some OPEC mem-
bers such as Nigeria. Prices were pressured down early
in the quarter when OPEC failed to resolve its mem-
bers' differences over pricing and production cutbacks;
however, near the end of the quarter OPEC agreed on
new policies and prices, stabilizing the outlook
somewhat.

The natural gas index resumed its upward course in
February and March, following declines in both De-
cember and January; the March 1983 index was about
20 percent higher than it was a year before. The long-
term upward trend reflects the gradual decontrol of
some natural gas prices allowed under 1978 legislation.
Coal prices fell in January but then recouped nearly all
of this drop by the end of the quarter. Continued de-
creases in prices for refined petroleum products used
by electric utilities made it difficult for coal producers
to charge and maintain increased prices despite higher
production costs. Thus, the coal index was only 2.0
percent higher in March 1983 than in March 1982.

Other crude materials. Scrap metal prices, which are
among the most sensitive indicators of the direction of
the overall economy, advanced almost across the board

during the first quarter. Ferrous scrap prices registered
the sharpest and most consistent increases, reflecting
the recovery in domestic steel mill output, as well as
inadequate supplies due to the low operating rates of
firms generating iron and steel scrap. Export demand
for ferrous scrap was too unsteady during the quarter
to contribute to the price resurgence. Nonferrous scrap
prices also turned up, in line with the general upward
movement of many nonferrous metals such as copper.

After falling rapidly during most of 1982 because of
poor demand from manufacturers of automotive and
machinery tires, crude natural rubber prices climbed at
an unusually rapid pace in early 1983; this index jumped
10.4 percent from January to February and then soared
another 16.7 percent in March. Improved demand from
the Soviet Union at a time of low inventories due to
minimal purchases during 1982 spurred demand on inter-
national commodity markets. Raw cotton prices moved
up strongly, both because of increased demand from
domestic fiber processors and because of substantial
purchases by the Soviet Union after wet weather dam-
aged the Soviet cotton crop and forced them into Ameri-
can markets to meet their commitments on sales to Ja-
pan. Reduced slaughter due to harsh weather and im-
proved demand from domestic tanners led to higher
prices for cattle hides.

Prices for logs and timber fluctuated during the first
quarter and showed only a small net increase. Since
these prices are normally set by contract some time in
advance of actual shipments, logs and timber did not
share in the sharp price runup experienced by lumber
and most other wood products as 1983 began. Indexes
for sand and gravel and for wastepaper moved down
moderately.

Craig Howell and William Thomas are economists in the Office of
Prices and Living Conditions, Division of Industrial Prices and Price
Indexes, Bureau of Labor Statistics. They were assisted by Andrew
Clem, an economist in the same division.
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Producer Price Trends in
Second Quarter 1983

by Craig Howell and William Thomas

Summary
The Producer Price Index for Finished Goods moved

up at a seasonally adjusted annual rate of 2.9 percent
during the second quarter of 1983, following a 4.7 per-
cent rate of decrease in the first 3 months of the year.
This modest upturn still left the Finished Goods Price
Index only 1.8 percent higher in June 1983 than a year
earlier—the smallest 12-month change since 1967. Prices
received by producers of intermediate goods showed a
pattern similar to the one for finished products, as a
second quarter rise nearly erased the impact of a first
quarter drop. Increases in crude material prices accel-
erated somewhat. (See table C.)

Energy prices were once again a dominant factor in the
movement of the Finished Goods Price Index. After
dropping at a 35.5 percent annual rate in the first quar-
ter, the finished energy goods index rebounded with a
12.0 percent rate of increase from March to June. Prices
for intermediate energy goods turned up marginally
after a first quarter plunge. The index of crude energy
materials declined but not so much as in the first quar-
ter. (Prices for natural gas and most refined petroleum
products are lagged one month, while prices for other
energy goods are reported currently.)

Price trends for nonenergy goods varied among the
three major stages of processing. Advances in prices of
finished goods other than energy remained minimal; this
index rose at an annual rate of just 1.6 percent in the
second quarter, following a 0.6 percent rate of increase
in the preceding 3 months. However, price increases
for intermediate nonenergy goods accelerated to a 4.3
percent annual rate, the fastest pace since the third
quarter of 1981. Crude nonenergy material prices
climbed at an 11.5 percent rate, even more than the 9.7
percent rate recorded in the first quarter.

The economic recovery, which had seemed spotty
and weak during the opening months of the year,
broadened and strengthened during the second quarter.
Sales of new cars and many consumer goods closely
associated with housing, such as appliances and furni-
ture, improved significantly. As in the first quarter, the
rate of new housing starts remained higher than it had
been for several years. Indicating a release of pent-up

consumer demand, the personal savings rate dipped to
about 4 percent, considerably less than the long-term
average. Demand for some types of capital equipment
also rose somewhat as expectations of a lasting recov-
ery became more widespread. Although prices for some
basic industrial and construction materials climbed in
response to good demand and low inventories, price
increases for many materials and finished goods were
restrained because of improved productivity, as output
rose faster than employment. Modest wage advances
also helped to hold down unit labor costs and thus keep
inflation in check.

However, markets for some kinds of machinery, par-
ticularly domestically manufactured machine tools, and
for energy exploration and development equipment
were still depressed. The strength of the U.S. dollar in
international currency markets, due to the continued
high levels of real (i.e., inflation-adjusted) interest rates,
kept export demand for most American goods poor
while stimulating imports of relatively inexpensive for-
eign products. Demand for some kinds of metals, such
as steel, lead, and tin, remained sluggish. The recovery
thus could not yet be characterized as pervasive.

Finished goods

Finished consumer goods. The Producer Price Index
for finished consumer goods advanced at a 3.2 percent
seasonally adjusted annual rate from March to June,
after declining at a 6.5 percent rate in the first quarter.
The moderate upturn largely reflected a reversal in the
finished energy goods index. Prices for both gasoline
and home heating oil turned up sharply after register-
ing large decreases in the previous quarter. The second
quarter price rises occurred in the wake of a general
stabilization in crude petroleum prices, as refineries
bolstered profit margins. Many refiners posted increases
to coincide with the 5-cent-a-gallon Federal excise tax
rise, effective April 1. Although demand for gasoline
during the first half was slightly lower than in the same
period of 1982, demand in June 1983 was somewhat
greater than in June 1982. On the other hand, natural
gas prices turned down sharply from March to June.
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Reduced demand and high inventories led to the rene-
gotiation by pipeline companies of "take-or-pay" con-
tracts with producers.

The index for finished consumer foods edged down
slightly in the second quarter after rising at a 4.1 per-
cent rate in the first quarter. The slowdown was mostly
due to weaker prices for meats and fish. On the other
hand, price increases accelerated for some other foods.

Pork prices fell at a 29.0 percent annual rate, consid-
erably more than in any of the three previous calendar
quarters. The drop in the second quarter reflected weak
retail demand, coupled with an outlook for ample sup-
plies of hogs. In addition, wet weather kept some
farmers from planting new crops and, therefore, en-
couraged the marketing of hogs. Prices for beef and
veal moved up at an annual rate of less than 2 percent
from March to June, reflecting an improved supply;
beef and veal prices had risen at a rate of more than 25
percent in the first quarter when offerings were limited.
Fish prices were down sharply, as much improved
weather for fishing gave rise to abundant dockside
supplies.

Prices turned up sharply, after falling in the opening
months of the year, for fresh fruits and vegetables, proc-
essed poultry, and shortening and cooking oils. Among
fresh fruits, citrus prices rose in response to the ending
of the Florida-crop season and smaller than expected
grapefruit production; in addition, unfavorable weather
conditions in Central America restricted supplies and
pushed up banana prices. The index for fresh and dried
vegetables advanced, partly as a result of an extremely
small spring crop of white potatoes, and improved de-
mand as well as tight supplies of Michigan navy beans.
Poultry prices rose, partly because of increased corn
and other feed costs. Confectionery end products were
up, as higher cocoa beans costs caused chocolate candy
prices to rise. Prices for shortening and cooking oils
rose primarily because of increased crude vegetable oil
costs.

The index for finished consumer goods less foods and
energy increased at a 2.5 percent annual rate in the sec-
ond quarter, following a decline at a 2.0 percent rate
from December to March. Prices turned up markedly
for tobacco products after a sharp decrease in the pre-
vious quarter. Prices rose more rapidly in the second
quarter for over-the-counter drugs, and footwear prices
turned up because of increased leather costs following
a first quarter drop. On the other hand, passenger car
prices turned down slightly as manufacturers used dis-
counts as incentives to stimulate sales, and apparel prices
also decreased. Earlier increases in silver costs contin-
ued to push flatware prices up, but not so rapidly as
during the first quarter.

Capital equipment The Producer Price Index for capi-
tal equipment increased at a 2.1 percent annual rate
from March to June, about as much as in the first quar-
ter but less than in any quarter of 1982. Prices for mo-
tor trucks moved down as discounts were used to bol-
ster sales. Prices for oilfield and gas field machinery
fell for the fourth consecutive quarter, reflecting cut-
backs in explorations and drilling, particularly by inde-
pendents, whose operations are more vulnerable than
those of large oil companies to low oil prices. Demand
for machine tool was mostly depressed in the second
quarter. The industry faced intense competition from
imports and a slow domestic order rate. The index for
agricultural machinery advanced at a rate of about 4
percent, somewhat less than in any other recent quar-
ter. After several years of unusually low demand, the
market for farm machinery improved somewhat in the
spring.

Intermediate goods
The Producer Price Index for Intermediate Materials,

Supplies, and Components moved up at a seasonally
adjusted annual rate of 3.7 percent from March to June,

Table C. Percent changes in selected producer price indexes by stage of processing, 1982-1983

Index

12 months
ending June

1983

Seasonally adjusted annual rate for 3 months ending-

June
1982

September
1982

December
1982

March
1983

June
1983

Finished goods
Finished consumer foods
Finished energy goods
Finished consumer goods excluding foods and energy
Capital equipment •

Intermediate materials, supplies, and components....
Intermediate foods and feeds
Intermediate energy goods
Intermediate materials excluding foods and energy.

Crude materials for further processing
Crude foodstuffs and feedstuffs
Crude nonfood materials

1.8
-.9
.3

3.1
2.8

.6
-.9
-2.7
1.4

-.7
-3.0
1.9

4.6
9.8

-9.2
5.7
5.2

.1
11.0
-7.8

0

11.6
15.8
6.7

4.2
-7.7
30.9
4.2
3.5

1.4
-13.7
7.3
1.0

-12.2
-26.4
6.8

5.2
.8

7.0
7.9
3.6

1.3
-4.5
6.6
1.0

1.5
1.3
1.7

-4.7
4.1

-35.5
-2.0
2.0

-4.0
10.3

-22.5
.8

2.9
18.1

-11.3

2.9
-.3
12.0
2.5
2.1

3.7
5.8
1.0
2.8

5.9
.8

11.8
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almost offsetting a 4.0 percent rate of decrease in the
first quarter.

Energy. The index for intermediate energy goods,
which had dropped at a 22.5 percent annual rate dur-
ing the first 3 months of the year, edged up in the sec-
ond quarter with a 1.0 percent rate of increase. The
revival in industrial and transportation demand, cou-
pled with the stabilization of crude oil prices, allowed
some refineries and other producers of fuels for busi-
ness to raise prices that had been depressed in the
recession.

Price indexes for gasoline, kerosene, and electric
power fell in April before turning around to register
net advances from March to June. The diesel fuel in-
dex followed a somewhat similar pattern, except that
the later increases were not large enough to outweigh
the earlier declines. Indexes for residual fuel and lique-
fied petroleum gas fluctuated irregularly. Only the in-
dex for commercial jet fuel dropped in every month of
the second quarter; these prices, generally determined
by long-term contracts, reflected the weakness in crude
petroleum prices that prevailed before the second
quarter.

Manufacturing materials. The increase in the index for
durable manufacturing materials accelerated from a 6.8
percent seasonally adjusted annual rate in the first quar-
ter to a 8.1 percent rate in the second. Although higher
prices for several nonferrous metals were the principal
influence in the acceleration, some prices stabilized or
turned back down towards the end of the quarter. Alu-
minum prices continued to rebound from the unusually
low levels of 1982, as rising demand for new autos, ap-
pliances, houses, and other consumer goods depleted
aluminum inventories. Zinc and copper prices also
moved up for similar reasons early in the quarter but
showed signs of weakness later. Lead and tin prices
were generally edging dtfwn throughout the quarter.
Precious metal price movements were dominated by
speculative considerations; the improving economic
outlook and expectations of increased interest rates
made gold and silver comparatively unattractive invest-
ments by midyear. Nevertheless, largely reflecting the
earlier runup in precious metal prices, the index for
jewelers' materials surged at the end of the second
quarter.

Steel prices, which had been raised for a number of
products early in the year, showed almost no change
during the second quarter as shipments failed to rise as
much as producers had hoped. Capacity utilization rates
in the steel industry, although roughly twice as high as
in the depth of the 1982 recession, were still insufficient
to support another round of broad-based price hikes.
While demand was good from producers of most con-
sumer products that use steel intensively, steel demand
was still sluggish from firms manufacturing many kinds

of machinery and energy exploration and development
equipment.

The index for nondurable manufacturing materials
moved down for the sixth consecutive quarter; how-
ever, the 0.9 percent rate of decline in the second quar-
ter was considerably smaller than in any of the five
preceding quarters. Prices for many materials in this
category fluctuated within a narrow range from March
to June. This reflected the offsetting influences of the
upward pull exerted by the developing recovery and
the downward pull exerted by a hesitancy on the part
of many buyers to rebuild material inventories before
absolutely necessary.

Construction materials. Prices received by producers
of construction materials and components rose at a 2.2
percent seasonally adjusted annual rate during the sec-
ond quarter, somewhat less than in the previous quar-
ter, but about the same as in the final 3 months of 1982.
As in the first quarter, softwood lumber and plywood
prices climbed at double-digit rates, reflecting a scram-
ble by residential construction firms to boost their in-
ventories to meet improved demand from consumers.
Price increases for both softwood lumber and plywood
accelerated as the quarter progressed, indicating re-
newed confidence that the emerging housing construc-
tion recovery would not be prematurely aborted by a
new upward surge in interest rates. Second quarter price
movements for most other construction materials were
mixed, however.

Foods and feeds. The index for intermediate foods and
feeds advanced at a seasonally adjusted annual rate of
5.8 percent, a considerably slower rate than the 10.3
percent rate of increase from December to March. This
index jumped sharply in April before moving down in
both May and June. Prices for animal feeds rose strongly
early in the quarter when unseasonably wet weather
hit major grazing areas, but a steep decline in June more
than offset these increases. Domestic demand for feeds
fell as more favorable weather allowed cattle to be kept
in pasture, and export demand continued to be restrained
by the strength of the American dollar. Continued ad-
vances in corn prices helped to raise prices for some
kinds of feeds throughout the second quarter.

Prices for confectionery materials climbed rapidly,
primarily because of decisions by major soft drink manu-
facturers to increase the proportion of high fructose
corn syrup used as sweeteners for some of their prod-
ucts. In spite of these decisions, prices for refined sugar
continued to rise because of tight supplies of beet sugar.
Higher wheat prices earlier in the year contributed to
modest increases in flour prices. A severe drought in
the Philippines resulted in a steep runup in coconut oil
prices, which was largely responsible for a sizable boost
in the index for crude vegetable oils.
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Crude materials
The Producer Price Index for Crude Materials for

Further Processing rose at a seasonally adjusted annual
rate of 5.9 percent, following a 2.9 percent rate of in-
crease in the preceding quarter and a 1.5 percent rate
of advance in the final quarter of 1982. The second
quarter acceleration was largely due to sharply higher
prices for several sensitive industrial materials, particu-
larly nonferrous scrap metals. Foodstuff prices, which
had climbed sharply through the first 4 months of 1983,
retreated somewhat in both May and June.

Sensitive industrial materials. Indexes for scrap mate-
rials advanced rapidly through the second quarter. Re-
flecting the recovery in demand for aluminum prod-
ucts, the largest increases were recorded for aluminum
base scrap. Indexes for copper base scrap and for iron
and steel scrap also rose sharply after seasonal adjust-
ment; however, before seasonal adjustment most of the
increase for copper scrap, and all of the increase for
ferrous scrap, disappeared. Demand for ferrous scrap
had soared in the first quarter because of steel compa-
nies' expectations for a rapid recovery in output. Fer-
rous scrap markets then stagnated in the spring when
steel production instead stabilized at a still-low capac-
ity utilization rate.

Among other sensitive industrial materials, raw cot-
ton prices continued to move up at a double-digit rate,
reflecting increased demand from both domestic and
foreign textile mills. After rising about 9 percent in 1982,
cotton prices at midyear were already 16.6 percent
higher than at the end of 1982. Cattle hide prices were
also up strongly for the second consecutive quarter,
following a drop of nearly 10 percent from December
1981 to December 1982. Improved domestic and export
demand in the face of steady rates of cattle slaughter
accounted for this upturn. In contrast, natural rubber
prices turned down after surging in the first quarter, as
major producing countries were unable to agree upon
a price formula. Log and timber prices also declined,
despite the intensified demand for most wood products
associated with residential construction. Prices for logs
and timber are generally set well in advance by con-
tract. Thus, prices for shipments in the second quarter
reflected the depressed market for lumber products that
prevailed for some time before this year.

Energy materials. Prices received by producers of
crude energy materials fell at an annual rate of 4.8 per-
cent from March to June, after decreasing at a 9.2 per-
cent rate during the first quarter. Lower prices for natu-
ral gas accounted for most of the second quarter drop.

As a result of recent monthly declines, the natural gas
index in June 1983 was only 8 percent higher than its
level a year earlier—the first time this index registered
a 12-month increase of less than 10 percent since 1977.
Coal prices were down during the second quarter, re-
flecting an oversupply in domestic markets after the
bulge in export demand in recent years evaporated. Do-
mestic crude oil prices showed almost no change after
dropping at the start of the year. World oil prices sta-
bilized after the Organization of Petroleum Exporting
Countries (OPEC) concluded a new pricing and pro-
duction accord in March, which ended the international
011 price war between several OPEC nations, such as
Nigeria, and nonmember oil exporters, such as Great
Britain and Norway.

Foodstuffs. The index for crude foodstuffs and
feedstuffs rose sharply in April but then fell back in
May and June; the net result for the quarter was a mar-
ginal increase. Corn prices moved up throughout the
second quarter, partly because of relatively strong ex-
port demand. By June the corn index was about 20 per-
cent higher than its level a year earlier. However, prices
for wheat declined after a sizable first quarter climb,
and were 3.5 percent lower in June than they had been
12 months before. Improved prospects for wheat har-
vests in this and several other countries, as well as con-
cerns about the disposition of surplus wheat stocks dis-
tributed to farmers participating in the payment-in-kind
program, contributed to lower prices. Livestock price
movements were also mixed; hog prices dropped much
more than from December to March because of weak
retail demand for pork, while cattle prices moved up,
although much less than in the preceding 3 months.
Stronger demand for broilers from restaurants was a
major influence in a substantial rise in live poultry prices.

Among other foodstuffs, unfavorable growing con-
ditions in West Africa and Brazil led to a steep climb
in cocoa bean quotations. Raw cane sugar prices ad-
vanced early in the second quarter because of tight sup-
plies and good demand from industrial refiners, but later
stabilized as inventories appeared more adequate. Soy-
bean prices climbed at the beginning of the quarter and
then declined in May and June, partly in reaction to an
improved world crop outlook and record carryover
stocks. The strong American dollar continued to deter
export demand. Hay prices were volatile, ending the
second quarter with a sizable net decrease; in contrast,
green coffee prices scarcely changed.

Craig Howell and William Thomas are economists in the Office of Prices and
Living Conditions, Division of Industrial Prices and Price Indexes, Bureau of
Labor Statistics.
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