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Prices received by producers of finished goods moved
up at a 2.8 percent seasonally adjusted annual rate dur-
ing the first half of 1984, after increasing at a rate of 1.5
percent in the last 6 months of 1983. The increase occurred
entirely in the first quarter, as the Producer Price Index
(PPI) for Finished Goods registered a 5.7 percent rate of
advance, the largest climb for any calendar quarter in
nearly 3 years. The finished goods component of the PPI
then stabilized, registering no net change from March to
June. (See table C. Seasonally adjusted annual rates are
used in this article wherever possible.)

Much of the behavior of the Finished Goods Price In-
dex throughout the first half of 1984 was determined by
sharp swings in the foods index. Consumer food prices
climbed at a 16. 9 percent rate in the first 3 months of
the year, before declining by an 8.5 percent rate during
the second quarter. In contrast, the PPI for finished
energy goods fell at an 8.1 percent rate from December
to March before rebounding with a 9.6 percent rate of
increase during the ensuing 3 months. Prices for finish-
ed goods other than foods and energy climbed at a 4.2
percent rate in the first quarter but then slowed to a 1.8
percent rate from March to June.

Prices received by producers of intermediate goods
continued to move up moderately (at a 2.9 percent rate)
in the first half of the year. A first quarter advance in
crude material prices was more than offset by a second
quarter drop; as with finished goods, this pattern in the
overall index for crude goods largely mirrored the
behavior of food-related items.

A low rate of inflation accompanied the continued ex-
pansion in the American economy throughout the first
half of 1984. Consumer spending for durables, such as
new cars, and nondurables, such as apparel, was strong.
Capital equipment expenditures accounted for an
unusually large share of the improvement in the general
economy. Rebuilding inventories was a widespread
goal, especially in the first quarter, but often proved
elusive in the face of strong demand. A vigorous pace of
residential construction activity persisted despite a series
of increases in mortgage interest rates.

The major exceptions to the pattern of general
economic expansion continued to be among industries
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which are heavily dependent on export markets or which
face competition from imports. The strength of the
dollar in international money markets both hampered
foreign demand for American goods and encouraged a
heavy flow of price-competitive imports into the United
States. These factors, along with continued gains in pro-
ductivity and moderation in wage cost increases, helped
to restrain inflation through mid-1984.

While prices for some items did move up strongly in
the first half, especially in those industries where output
was already approaching capacity limits, their impact
on the overall rate of inflation was muted by stable or
falling prices elsewhere. Manufacturers had cut costs
and improved efficiency on their production lines and
were reluctant to risk losing market shares in a highly
competitive environment by boosting their prices. Con-
sequently, increases in domestic demand were frequent-
ly accommodated without higher prices.

Finished goods other than foods and energy
The PPI for finished goods other than foods and

energy advanced at a rate of 3.0 percent during the first
half of 1984, after moving up at a 2.1 percent rate in the
second half of last year. Prices for both consumer and
capital goods actually rose less in the second quarter of
1984 than in the first as the resurgent economy failed to
reignite inflation to any significant degree.

Cars and tires. Prices of passenger cars and tires il-
lustrate some of the forces promoting price stability.
New car sales were so strong throughout the first 6 months
of the year that domestic manufacturers often were
unable to keep up with demand. As a result, inventories
of unsold new cars, which only a short time ago con-
stituted a serious and seemingly intractable burden for
producers and dealers, shrank to historically low levels.

Yet, in the face of this vigorous demand, domestic
auto manufacturers held their prices virtually unchanged
from the introduction of 1984 models in late 1983
through mid-1984. The only indication of the strength
of the new car market as far as pricing practices were
concerned was that manufacturers' price discount and
incentive programs, which are traditionally granted
dealers as the model year progresses to enable them to
sell more cars, were not instituted, except in a few
cases. This failure to shave prices in the normal pattern

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

August 1984



Table C. Percent changes in selected Producer Price Indexes by stage of processing, seasonally adjusted, 1983-84

Inde: Relative
importance
December

1983

Compound annual rate, seasonally adjusted except as noted, for

6 months ended—

December
1983

June
1984

3 months ended—

September
1983

December
1983

March
1984

June
1984

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

100.0
24.0
12.0
41.9
22.2

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 energy materialsV
Crude nonfood materials" excluding energy.

100.0
5.2

15.3
79.5

100.0
52.8
31.3
15.9

1.5
4.1

-5.9
2.1
2.0

3.8
13.0
1.6
3.8

7.9
13.8
-2.0
9.3

2.8
3.4

.3
2.9
3.3

2.9
-.4
3.7
2.8

-1.5
-5.9

1.2
8.6

2.0
2.5

-1.3
2.7
2.1

5.2
35.0
5.6
3.6

9.9
15.6
-1.7
16.6

1.1
5.8

-10.4
1.5
1.8

2.3
-5.4
-2.2
4.1

6.0
12.1
-2.3
2.4

5.7
16.9
-8.1
4.5
3.8

2.8
3.1
1.1
3.8

4.3
12.5
-1.6
-9.7

0
-8.5
9.6
1.3
2.8

2.9
-3.8
6.3
1.9

-6.9
-21.3

4.2
30.6

1 Not seasonally adjusted.

NOTE: Data through March 1984 reflect revisions of originally published data.

translated into modest price increases, after seasonal ad-
justment, in the PPI.

This relative price stability, combined with the impact
of the restrictions on auto exports to the United States
by Japan, contributed to a slightly higher share of new
car sales by domestic manufacturers. Tight controls on
unit labor costs in the auto industry, with improved pro-
ductivity and continued wage restraint, allowed profits
to rise even without higher sticker prices.

Tire prices showed virtually no net change from
mid-1983 to mid-1984, in spite of the expanded demand
associated with higher new car sales. The recent entry
into the American market of several foreign tire
manufacturers further intensified the already high price
competitiveness in this field. Falling prices for crude
natural rubber and stable prices for synthetic rubber
also helped to prevent inflation in tire prices. The
domestic rubber industry had shut down some capacity
in recent years, while investing in more high-technology
equipment to make their operations more efficient. This
enhanced the industry's ability to absorb the rise in tire
demand without boosting prices.

Other consumer goods. An unusually high level of im-
ports was a principal reason behind relatively stable or
falling prices for a variety of consumer goods during the
first half of 1984, including apparel, leather footwear,
appliances, home electronic equipment, wine, toys, and
sporting goods. Continued decreases in precious metal
prices led to lower prices for flatware and jewelry.

Contradicting the general trend towards price stabili-
ty were substantial hikes for tobacco products, prescrip-
tion and over-the-counter drugs, publications, lamps
and bulbs, furniture, luggage, and glassware. Higher
material costs, limited opportunities for improving pro-
ductivity, and relatively few imports to compete with
domestic products to meet rising demand were among
the factors contributing to these increases.

Investment expenditures. Reflecting higher capacity
utilization as well as widespread optimism about the
durability of the general economic expansion, business
spending on new plant and equipment climbed
vigorously through the first 6 months of 1984. Never-
theless, the PPI for capital equipment continued to rise
only modestly—at a 3.3 percent rate from December to
June. The persistence of unusually high interest rates
failed to check the boom in capital investment, partly
because earlier changes in corporate tax rates and
depreciation rules allowed firms to finance many invest-
ment projects with internal cash flows. At the same
time, however, high interest rates and the structure of
business taxes shifted investments towards the purchase
of equipment rather than the construction of new
plants.

The character of capital expenditures shifted
somewhat between 1983 and early 1984. From the end
of the 1981-82 recession through late 1983, most invest-
ment spending was concentrated in motor vehicles,
computers, and high-technology devices to improve
productivity. The emphasis during this recovery phase
of the expansion was on cutting costs for producing
within existing capacity limitations. Some industries
even continued to cut back capacity during the recovery
by permanently closing plants with outdated technology
or excessive labor or energy costs.

By the middle of 1984, however, there was an upsurge
in outlays for machinery needed to boost capacity
across a spectrum of industries. Since the market for
machinery had been weak, domestic producers were in
most cases able to accommodate the added demand
without running into their own capacity restraints. As a
result, machinery prices did not rise very much. The
upswing in imports competing with American-made
machinery and machine tools further contributed to
relative stability for most capital equipment prices.

Among the few notable price accelerations was the
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PPI for agricultural machinery and equipment, which
climbed at a 6.0 percent rate in the first half of 1984
after inching up very little in the last 6 months of 1983.
The much larger volume of planting this year for many
crops, associated with the Federal Government's ter-
mination of the payment-in-kind program for
everything but wheat, encouraged farm equipment pro-
ducers to raise prices to restore profit margins that had
been badly eroded by several years of depressed de-
mand. However, domestic demand failed to return to
the levels anticipated by farm implement manufac-
turers. Farmers generally were too burdened with debt
to invest in new machinery this year.

Intermediate goods other than foods and energy
In spite of continued expansion in demand for the

output of most intermediate goods industries during the
first half of 1984, there was no evidence of a renewal of
widespread inflation. Sharp price increases in a few bot-
tleneck sectors were offset by decreases elsewhere. The
rate of advance in the PPI for intermediate goods less
foods and energy actually slowed from 3.8 percent in
the latter half of 1983 to 2.8 percent in the first 6 months
of 1984.

The reduced rate of increase in prices for intermediate
goods was centered in materials for nondurable
manufacturing. Whereas prices for most textile
materials had risen sharply during the second half of the
previous year in response to strong demand, weaker
markets and intensified competition from imported tex-
tiles led to more stable prices in 1984. Federal Reserve
Board figures show that capacity utilization in the tex-
tile industry fell from 90 percent at the end of 1983 to 85
percent by mid-1984. Prices for synthetic fibers and pro-
cessed yarns showed very little net change between
December and June, and prices for gray fabrics rose
much less than during the second half of 1983.

In the chemical industry, modest growth in output
was nearly matched by an increase in capacity. Thus, a
substantial degree of excess capacity, which had
developed during the last recession, persisted. Industrial
chemical prices turned down slightly, after a small
recovery in the latter months of 1983. Similarly, price
increases for plastic resins slowed considerably.

There were some major exceptions to the moderating
trend among nondurable materials. Strong demand
from the publishing industry, reflecting a surge in
advertising lineage that accompanied the general expan-
sion in the economy, led to continued increases in paper
prices, while record-high demand for fiber boxes
resulted in continued double-digit advances for paper-
board. In spite of a small dip in output during the se-
cond quarter, the rate of capacity utilization in the
paper industry remained above 95 percent, compared to
about 81 percent for all manufacturing. Two factors
discouraged substantial expansion of capacity by firms

in the paper industry: rising interest rates and the large
scale of paper manufacturing. Since any increases in
capacity require major capital outlays, such investments
are risky. Paper manufacturers remained mindful of the
costly excess capacity which developed during the recent
recession. Prices for woodpulp soared throughout the
first half, registering a 31.5 percent rate of advance.
This was due to strong demand from domestic paper
mills, as well as increased foreign demand which
resulted from a sudden drop in Canadian pulp output in
the wake of labor problems in British Columbia.

Prices for leather climbed at a 26.7 percent rate dur-
ing the first half of the year, largely because increased
exports of raw cattle hides reduced supplies available in
the domestic market. Inedible fats and oils prices con-
tinued to advance rapidly, because of strong industrial
demand. Prices for nitrogenate fertilizer materials also
rose sharply after declining in the 2 previous years, as
the curtailment of the payment-in-kind program led to a
large increase in acreage planted by American farmers.

Price movements for metals and other materials used
to make durable goods showed no pronounced trend.
Output levels in the steel industry continued to recover,
while capacity actually declined. The economic expan-
sion, coupled with the strong exchange value of the U.S.
dollar, provided the impetus for heightened imports of
steel mill products. This kept industry profits low and
held the rate of capacity utilization at least 10 percent-
age points below the average for all manufacturing in
dustries. Thus, prices for most types of steel products
rose less than during the latter half of 1983. Com-
parative strength in consumer goods markets was
reflected in the fact that prices for steel sheet and strip,
widely used in manufacturing new cars and appliances,
moved up more than other types of steel.

Primary aluminum prices staged an unexpected
retreat after a double-digit advance in the previous year.
World inventories climbed in spite of the recovery here
and abroad. Domestic output of aluminum mill shapes
turned down, while their prices rose at a somewhat
slower rate than in 1983. Prices for copper fluctuated
sharply throughout the first half in response to
speculative trading on world commodity markets, as in
creased purchases by Japan created temporary shor-
tages of certain grades of copper. The large volume of
imports by this country cut into the markets of domestic
copper producers, resulting in a negligible price increase
during the first half of the year. One reason for the
heavy world supplies of copper was that several Third
World nations maintained high output levels in order to
earn sufficient hard currencies to repay debts to foreign
lenders. Lead prices advanced sharply because of reduced
supplies following shutdowns of certain smelters and
refineries that were experiencing labor problems in the
United States, Canada, and Australia. Gold and silver
prices fell as rising interest rates and favorable prospects
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for price stability encouraged investors to buy securities.
Flat glass prices edged down because of reduced de-

mand and lower costs for inputs such as natural gas.
However, prices for pressed and blown glassware in-
creased sharply because of demand for specialized in-
dustrial apparatus. Hardwood lumber prices also rose
rapidly, reflecting a strong market for furniture.

The PPI for construction materials and components
moved up at a 1.7 percent rate, half as fast as during the
last 6 months of 1983. New private housing starts peaked
in February, and then receded somewhat as mortgage
interest rates again began to rise. To some extent, the
growing prevalence of adjustable rate mortgages
cushioned the housing industry against increases in
market interest rates. Federal Home Loan Bank Board
data show that the proportion of conventional mortgage
loans with an adjustable rate provision climbed from
less than one-third in mid-1983 to nearly two-thirds a
year later. Business investment in new structures con-
tinued a steady recovery from the depressed levels of
early 1983. Softwood lumber prices followed their
historical pattern of reflecting trends in housing con-
struction by moving up in the first quarter and then fall
ing sharply in the second. The same pattern also prevailed
for plywood, except that price changes were somewhat
less dramatic. Construction activity during the second
quarter was insufficient to reduce the large inventories
of lumber that resulted from several months of excess
production in late 1983.

Prices of gypsum products continued to climb rapid-
ly, although their rate of advance was somewhat slower
than in the second half of 1983. Gypsum production
remained inadequate to meet demand from home
builders. Shortages appeared to be more widespread, if
less severe, than last year. The supply shortfall was part-
ly attributed to the weak level of competition within the
gypsum industry, which is highly concentrated.

Price-sensitive industrial materials
During the first half, the Producer Price Index for

crude materials other than food and energy moved up at
an 8.6 percent rate, almost as large as the 9.3 percent
rate for the 6 months ending in December 1983.

Metal scrap. The major categories of metal scrap showed
increases in early 1984 before turning down later;
however, indexes had not returned to their December
1983 levels by June. Iron and steel scrap prices climbed
during the winter months as scrap collection was in-
hibited by severe winter weather. When uncertainty
about future demand for steel appeared during the se-
cond quarter, demand for ferrous scrap fell. Low-
inventory policies and high interest rates also helped
prices decline.

Markets for copper base scrap and primary copper re-
mained weak because of the strong dollar and continued

high production of copper by indebted foreign coun-
tries, despite a price rally for both commodities in early
1984. Copper scrap dealers, reacting to prices which had
dropped at a rate of more than 25 percent during the lat-
ter half of 1983, withheld supplies in early 1984 in hopes
of an improved market and higher prices later. In addi-
tion, an upturn in primary copper prices helped to raise
copper scrap quotations. With high prices prompting
the release of copper scrap supplies and with prices for
primary copper falling after April, scrap prices were set
on a downward course again. The net result was a 17.5
percent rate of increase in copper base scrap prices from
December to June.

Other materials. Sharp increases were noted in the first
6 months of 1984 for the following price-sensitive in-
dustrial materials:

Cattle hides: Falling production in Australia and
New Zealand increased demand from the United
States, the major world supplier.

Potash: Prices advanced because of increases in crop
plantings and improved world demand this spring.

Wastepaper: Continued rapid advances in paper-
board output led to sharply higher prices for
wastepaper, a significant input for paperboard.

Domestic apparel wool: Strong demand during the
second quarter drew upon low inventories.

One of the few materials to decline in the first half of
the year was crude natural rubber. Abundant supplies
from sources which had been unavailable to American
markets until recently brought prices down.

Foods
Prices received by producers of finished consumer

foods rose at a rate of 3.4 percent from December to
June, slightly less than the 4.1 percent rate of increase
registered in the latter half of 1983. Prices for most
foods and foodstuffs moved up in the first quarter
because of marketing and other problems occasioned by
harsh winter weather, but then moved back down in
spring. Price advances in the first half were noted for
pork, fish, citrus fruits, processed fruits and vegetables,
and shortening and cooking oils. Decreases were record-
ed for beef and veal, processed poultry, fresh
vegetables, and eggs.

The PPI for intermediate foods and feeds edged down
marginally, in contrast to the sizable advances which
marked 1983. A substantial decrease in prepared animal
feed prices was offset by increased prices for fats and
oils. The index for crude foodstuffs and feedstuffs fell
at a 5.9 percent rate in the first half of 1984, after climb-
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ing at a 13.8 percent rate in the 6 months ended in
December 1983. Indexes for cattle, corn, live poultry,
and hay dropped considerably, but prices increased for
hogs, wheat, and raw fish.

Beef and cattle. Prices for cattle and for beef and veal
advanced in the first quarter, principally because of the
effects of harsh winter weather upon cattle herds. Mud-
dy feedlots led to grade and yield problems, and hence
to a restricted supply of quality market-ready animals.
In the second quarter, long-term financial pressures
forced many farmers to sell large numbers of their herds
for needed cash. Cattle owners faced sharply rising costs
in recent years, particularly after a severe drought in
1983 parched pastureland and forced the use of more
feed at a time when feed prices were soaring because of
the drought.

In addition, higher interest rates increased the cost of
current financing. To stay in business, farmers and ran-
chers had to liquidate their one source of readily
available wealth—their cattle stock. Although demand re-
mained firm throughout the spring, the increase in sup-
plies sent prices plummeting after their high point in
March. By June, cattle prices had decreased at a rate of
14.0 percent since December 1983. Beef and veal prices
fell at a 15.7 percent rate over the same span.

Pork and hogs. With many conflicting factors at work,
pork and hog prices showed many changes during the
first half. The predominant influence throughout the
period, however, was strong demand for pork. Conse-
quently, the pork and hog price indexes advanced at
rates of 7.4 and 12.5 percent, respectively, during the 6
months ended in June.

Inclement weather contributed to price increases in
the first quarter as farmers were prevented from
marketing many of their hogs. A U.S. Department of
Agriculture report showing unexpectedly low inven-
tories raised hog prices even further in April. In May,
good spring weather prompted many farmers to give
most of their attention to corn plantings, thus delaying
their hog marketings. At the same time, a large volume
of hog and pork product imports had a dampening ef-
fect on prices. A labor dispute which closed Canadian
pork processing plants, coupled with the strong
American dollar, increased hog imports from Canada
by nearly 150 percent compared to the first half of last
year. In addition, a revised Agriculture Department
report in June showing higher hog inventories also
tempered price increases.

Poultry and eggs. Prices for poultry and eggs declined
through the first half. In January, egg prices were nearly
two-thirds higher than a year earlier, largely because
output had been curtailed by the high feed costs that
prevailed during 1983. In addition, the avian flu

epidemic in a few eastern States may have aggravated
the decline in egg production. Towards the end of the
first quarter, egg production began to increase. It con-
tinued its rise through the second quarter, easing sup-
plies and lowering prices until the June egg index was
only 5.1 percent above its year-ago level.

Live poultry inventories had been reduced during the
second half of 1983 because of high feed costs. During
the first quarter of 1984, poultry farmers planned to in-
crease second quarter output in expectation of
moderating feed prices and lower beef and pork produc-
tion. Even though these expectations were not fully
realized, expanded supplies brought prices down so that
the first half showed live poultry prices decreasing at a
22.3 percent rate. Similarly, processed poultry declined
at a 16.9 percent rate.

Fish. The index for fresh and processed fish showed a
March increase of 24.8 percent (a simple, not an annual
rate), partially balanced by a decline of 19.0 percent in
June. Thus, this index showed an 11.2 percent rate of
increase during the first half. These pronounced
movements in fish prices were caused by supply prob-
lems for raw fish. The first quarter advance stemmed
from inclement weather, which hindered fishing and
marketing. Good supplies of cod and flounder lowered
frozen packaged fish prices in February.

Salmon prices showed an immense increase at the end
of the first quarter. The few salmon that are caught in
winter typically fetch a high price, as they did in March.
In addition, demand for fresh salmon in the Pacific
Northwest was up because of severe fishing problems in
that region. Also, the percentage increase reported for
March resulted from a comparison with the very low
end-of-season price of August 1983, when Alaska
fishermen brought in record harvests.

Marketing problems raised prices for raw haddock on
the East Coast in March; poor fishing for haddock and
most other species also contributed to March price in-
creases. Plentiful supplies of salmon and other fish
brought prices down by June as the new fishing season
opened. Prices for canned fish were steady.

Fruits and vegetables. The harsh weather of December
and January greatly damaged crops in Florida, Texas,
and other southern States, creating reverberations that,
in many cases, were still being felt in June. The freeze
particularly affected citrus fruits and juices and certain
vegetables. Citrus fruit prices soared at a rate in excess
of 100 percent during the first half. Stocks of orange
juice in Brazil, which usually are drawn upon in similar
circumstances, were too low to prevent substantial hikes
in orange juice prices.

The freeze damaged a wide variety of fresh vegetables
in Florida, Texas, Louisiana, and the Carolinas.
Because many vegetables were quickly replanted,
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however, new supplies adequately filled market demand
by June. Consequently, prices for most fresh vegetables
returned to more typical levels from the much higher
levels of the first quarter.

Grains and feeds. Plentiful wheat stocks, combined
with good harvest prospects domestically and
worldwide, gave farmers serious concern about the
weakness of wheat prices as the year began. A payment-
in-kind program for wheat failed to deter sizable crop
plantings. With large inventories and a strong American
dollar, demand substantial enough to absorb the abun-
dant supplies could not be found at home or abroad un-
til March, when the Soviet Union entered the American
grain market with the first of several heavy purchases;
In spite of an uncertain beginning, wheat farmers saw
prices increase at an 8.3 percent rate for the 6 months
ending in June.

Corn prices began the year at high levels, as stocks
were low in the wake of last year's drought and the
lowered plantings prompted by the 1983 payment-in-
kind program. Payments in kind were released to
farmers and marketed during the first quarter of 1984.
That, plus low wheat prices and falling export demand,
brought corn prices down through February. Large
foreign purchases, particularly by the Soviet Union,
drew prices up in March and April. Foreign buyers held
back further purchases after April in anticipation of the
new harvest. Corn prices advanced at a 17.2 percent
rate, not seasonally adjusted, during the first half.

Demand for grains as animal feed was up in January
when much pastureland was covered with snow. Prices
increased in that month for wheat, barley, and hay.
Low-priced wheat was used as a feed grain to an
unusual extent during the winter months, diverting de-
corn and prepared animal feeds. Barley prices also rose
in March and April when corn and wheat exports in-
creased. Prices for hay, still high as 1984 began because
of the 1983 drought, plummeted when clear pastureland
became available and new harvests arrived.

Record low stocks for soybeans made this commodity
particularly sensitive to changes in demand for beans
and soybean oil; consequently, prices were quite volatile
throughout the first half. Low demand for soy meal and
beans, coupled with a strong dollar that tended to
discourage exports, was countered by tight world
supplies of crude vegetable oils, and by demand from
traders who had to cover contracts that came due in late
winter. Although there were many large price
movements throughout the period, the June index for
soybeans was only moderately above its December level.

Energy
The PPI for finished energy goods showed virtually no

net change over the first 6 months of 1984. In spite of

increased domestic demand for gasoline and other fuels,
global markets remained burdened with excess supplies
of crude petroleum. Fragmentation in the Organization
of Petroleum Exporting Countries (OPEC) was il-
lustrated by the lack of discipline in adhering to formal
output quotas. Crude oil production byOPEC members
exceeded the official quota of 17.5 million barrels per
day by at least 1 million. Saudi Arabia boosted output
during the spring in order to calm fears that missile at-
tacks by Iran and Iraq against oil tankers would serious-
ly disrupt the flow of crude oil from the Persian Gulf.
(Because indexes for major refined petroleum products
are lagged one month, the Saudi action had little effect
on second quarter PPI data.) Although several tankers
were damaged by the attacks, there was no major im-
pact on the markets, aside from an increase in premiums
for war-risk shipping insurance. Prices for crude oil on
the spot market fell to a level almost $3 below the of-
ficial OPEC benchmark price of $29 (U.S.) per barrel.

Prices for gasoline fell during the first quarter, reflec-
ting the general oversupply of petroleum as competition
intensified among refiners seeking to boost their market
share. Prices then rebounded to virtually the same level
in June as in December. However, prices for home
heating oil rose sharply during the unusually cold winter
months and then turned down. This index therefore
registered a small net increase from December to June.
Natural gas prices turned up after falling in most months
since late 1982. These increases largely reflected
regulatory adjustments and increased sales of
unregulated "new" gas. As industrial demand im-
proved, gas markets returned to a state of rough
equilibrium.

The intermediate energy goods index rose at a 3.7 per-
cent rate, somewhat more than in the 6 months ending
in December 1983. Electric power prices advanced at a
rate of almost 10 percent, reflecting increased industrial
usage and strong air conditioning demand in late spring.
Output of electricity in the second quarter was 8 percent
higher than a year earlier. The continued large upward
movement of residual fuel oil prices was primarily the
result of heavy demand from electric utilities. Jet fuel
and diesel fuel prices declined slightly, however.
Because of weak demand for petrochemical feedstocks,
prices continued to fall for liquefied petroleum gas.
Coke oven product prices turned up substantially after 2
years of decline, as a consequence of higher operating
rates in the steel industry.

At the crude stage of processing, prices for both coal
and crude petroleum edged down slightly. Even though
total domestic production of coal was at record levels,
several factors inhibited growth in sales. The high ex-
change value of the dollar caused coal exports to fall to
only 70 percent of their peak level of 110 million tons
reached in 1981. High labor costs, inadequate transpor-
tation, and concern over the link between sulfur emis-
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sions and acid rain also negatively affected the coal reflected a balance between rising domestic demand and
market. Prices for domestic crude petroleum changed gradually declining prices on the world market,
very little during the first 6 months of the year. This

10
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