
Price Highlights, 1989

Prices received by domestic producers of finished goods rose 4.9 percent in 1989, 
the fastest pace since 1981 ’s climb of 7.1 percent. The acceleration from the 
4.0-percent advance registered in 1988 was due to an upturn in the index for finished 
energy goods, which increased 9.5 percent in 1989 after falling 3.6 percent a year 
earlier. Consumer food prices rose a little less than in 1988 (5.2 vs 5.7 percent). 
The index for finished goods other than foods and energy, often considered a good 
measure of the so-called “underlying rate of inflation,” moved up 4.2 percent, about 
as much as the year before. Of the three major categories within this grouping, capital 
equipment and consumer durables each rose between 3 and 4 percent in both 1989 
and 1988, while consumer nondurables other than foods and energy moved up about 
5.5 percent in both years.

As was the case at the finished goods level, earlier stages of processing saw a 
decided resurgence in energy prices. Prices for both intermediate and crude energy 
goods rose at double-digit rates after falling in 1988. The slowdown in 1989 of food- 
related indexes was much more pronounced at the intermediate and the crude goods 
levels than for finished goods, as the impact of the severe drought of 1988 waned. 
The intermediate foods and feeds index showed no change in 1989 following a 
10.8-percent boost a year earlier, while the increase in the index for crude foodstuffs 
and feedstuffs decelerated from 14.2 percent in 1988 to 2.8 percent a year later.

The most notable discrepancy in behavior between the finished goods stage and 
the other stages was to be found outside the often-volatile food and energy sectors. 
While the index for finished goods outside these sectors rose almost equally in 1988 
and 1989, the index for such items at the intermediate level slowed dramatically 
from 7.2 to 0.9 percent. By the same token, the index for crude nonfood materials 
other than energy (often referred to as the index for basic industrial materials) shifted 
from a 7.5-percent advance in 1988 to a 3.6-percent decline. Increases in pro
ductive capacity, as well as a more sluggish economy, contributed to these

material price movements in 1989.
The slowdown or reversal in prices for many kinds of manufacturing materials 

was not reflected in a deceleration in price advances at the finished goods level. 
This mirrored the fact that an earlier acceleration in material price increases had 
failed to result in a proportionate rise for finished goods. Part of the explanation 
for this development may be that the passthrough of material price changes at 
successive stages of processing was more muted in recent years in some industries 
than might have been expected on the basis of previous experience. The strategies 
of domestic producers of finished goods seem to have grown closer to the volatility- 
dampening pattern often observed for supermarkets. Supermarkets may absorb rather 
than pass through sudden food cost runups and then recover any losses by holding 
retail prices level when those food costs retreat. The rapid rise in manufacturing 
productivity in the 1980’s, impelled in large part by the need to cut costs to remain 
competitive with a surge in imports, would have facilitated the ability of domestic 
producers to pursue a leveling strategy rather than the more traditional pass-through 
strategy.

Another part of the explanation focuses on the normal lags and dampened effects 
in passing through material costs to the finished goods level. The fact that the index 
for finished goods less foods and energy slowed from a 5.3-percent seasonally 
adjusted annual rate of increase in the first half of 1989 to a 3.3-percent rate in the 
second half might indicate that the slowdown or reversal in material cost increases 
was in fact being reflected at the finished goods level. In addition, price movements 
are usually dampened across successive stages of processing because costs for labor, 
capital, and other factors of production are less volatile than material price movements 
and account for a larger share of total costs at more advanced stages of processing. 
In any event, the continued growth in labor costs in most industries served to offset 
the impact of lower costs for many manufacturing materials in 1989.
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Price Highlights, 1990

A sudden and steep jump in energy prices during the late summer and autumn 
partially eclipsed a trend towards weaker prices at the producer level for many 
other kinds of goods in 1990.

From December 1989 to December 1990, the Producer Price Index for 
Finished Goods moved up 5.7 percent, compared with an advance of 4.9 percent 
in 1989. The 1990 increase was the largest since 1981, when it was 7.1 percent. At 
the intermediate stage of processing, prices received by domestic producers rose 
4.3 percent, nearly twice as much as a year earlier. Crude material price increases 
slowed somewhat, however, from 7.1 percent in 1989 to 6.0 percent.

For the year as a whole, the finished energy goods index advanced 30.7 percent 
following a rise of 9.5 percent in 1989. Similarly, the intermediate energy goods 
index was up 21.8 percent in 1990, vs. 10.6 percent a year earlier. The index for 
crude energy goods rose 19.1 percent in 1990, not much more than in 1989, when 
it climbed 17.9 percent.

The faster increase in energy prices contrasted with the generally lower levels of 
inflation in other sectors. The index of finished goods other than energy slowed to 
a rise of 3.2 percent in 1990, following a 4.5-percent increase the year before. At 
the intermediate level, prices for nonenergy goods moved up less than 2 percent 
for the second consecutive year. Crude material prices outside the energy sector, 
up 0.9 percent in 1989, fell 2.7 percent a year later.

One of the major features distinguishing price behavior in 1990 from episodes of 
rapid increases in energy prices in the 1970’s was the apparently limited

passthrough of energy-related price increases in the rest of the economy. While 
prices for some materials derived from petroleum did rise substantially, there was 
little evidence by the end of the year that these cost pressures were being translated 
directly into higher prices for finished products. Several factors may have 
contributed to this departure from the previous pattern. Perhaps the most 
important was the sluggish state of the general economy that was developing even 
before the Kuwait crisis and which became much more evident afterwards, 
leaving producers unwilling or unable to raise prices. Other factors included lags 
in raising prices to reflect increased costs, the possibility that the energy price 
surge might be quickly reversed, and a relatively restrictive monetary policy that 
the Federal Reserve Board eased only gradually.

As had been the case throughout the 1980’s, events affecting import and export 
markets had a major effect on producer price movements in 1990. The continued 
depreciation of the U.S. dollar in international currency markets stimulated 
exports of many American-made goods, partially offsetting poor demand from 
domestic buyers. The lower value of the American dollar also raised prices of 
imports, providing some relief to domestic producers which allowed them either 
to raise their own prices or to capture a greater market share. The extent of foreign 
competition nevertheless remained strong enough to encourage domestic 
producers to continue emphasizing cost-cutting steps, thereby alleviating 
inflationary pressures.
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Price Highlights, 1991

Prices received by domestic producers turned down broadly in 1991, after 
registering substantial advances a year earlier. The Producer Price Index (PPI) for 
Finished Goods—a measure of changes in selling prices charged by domestic 
producers of items such as meats, gasoline, apparel, and trucks—edged down 0.1 
percent from December 1990 to December 1991, following an increase of 5.7 
percent in the preceding year. Similarly, the Intermediate Goods Price Index—  
which focuses on price movements for items such as animal feeds, diesel fuel, 
yams, and motor vehicle parts—moved down 2.6 percent in 1991 after a 4.3-per
cent rise the year before. Even more dramatic was the turnabout in the index for 
Crude Materials for Further Processing—a category emcompassing such basic 
items as grains, crude oil, raw cotton, and ores—which switched from a climb of 
6.0 percent in 1990 to a slump of 11.6 percent a year later.

A  dramatic reversal in energy prices accounted for most of the differences 
between 1990 and 1991 movements for each of the three major stage-of-processing 
categories. Many nonenergy goods also contributed a share.

Among finished goods, the index for energy swung from an upward surge of 
30.7 percent in 1990 to a drop of 9.6 percent in 1991. Consumer food prices also 
turned down, declining 1.6 percent, after rising 2.6 percent in 1990. The index for 
finished goods other than foods and energy, sometimes referred to as the “core” or 
“underlying” rate of inflation, slowed from a climb of 3.5 percent in 1990 to 3.1 
percent; within this category, the increase in capital equipment prices decelerated 
more than did the advances for consumer goods. Among the categories for 
intermediate and crude goods, energy prices turned down sharply. Prices for 
intermediate foods and feeds inched down only slightly, following a larger drop in 
1990, while the crude foodstuffs index decreased more in 1991 than in the 
preceding year. Prices for intermediate goods other than foods and energy fell less 
than 1 percent, after a rise of nearly 2 percent in 1990. Basic industrial material 
prices declined considerably, following a small rise in 1990.

Both the sharp rise in late 1990 and the 1991 fall in energy prices reflected the 
impact of the events in the Middle East. The Iraqi invasion of Kuwait in August 
1990 prompted widespread fears that oil supplies would be seriously disrupted by 
an outbreak of military hostilities in the Persian Gulf region. Consequently, crude 
petroleum prices were bid up substantially. The flow of oil continued much as

before, however, largely because Saudi Arabia boosted its own output to make up 
for the cutoff of supplies from Iraq and Kuwait. The rapid success of the allied air 
campaign in January 1991 quickly erased fears of major oil supply interruptions, 
resulting in a sharp drop in prices for petroleum and petroleum products.

The continued weakness of the economy, both in this country and in many 
other nations, had a less spectacular but more pervasive effect on price movements 
in 1991. The coincidence of the beginning of the economic slowdown in July 1990 
and the Iraqi invasion of Kuwait immediately thereafter encouraged the notion 
that the resolution of the Kuwaiti crisis would end the slowdown as well. With a 
resurgence of consumer confidence in the wake of the Desert Storm operation, 
there was a widespread perception by midyear that the slowdown was over.

The sluggishness which dominated the remainder of 1991 failed to match the 
usual profile of recovery from an economic setback, as many of the more serious 
problems underlying the recession reemerged with relatively little improvement. 
Consumer spending failed to rebound vigorously, partly because of the continu
ing burden of consumer debt incurred in recent years and partly because of 
caution due to fears of potential layoffs. Rapid drops in interest rate$, while 
assisting homeowners who refinanced their mortgages, also reduced the spending 
power of consumers who held significant amounts in certificates of deposit and 
other savings instruments and accounts.

The American dollar weakened considerably against several major foreign 
currencies, as lower U.S. interest rates induced more foreign investment to flow 
back abroad. While the weaker dollar stimulated American exports, this was 
offset somewhat by falling demand from other countries which were suffering 
their own economic downturns. Imports continued to present formidable compe
tition for many domestic goods, further limiting the ability of American firms to 
raise prices in hopes of restoring profit margins.

Although most closely watched indicators of future economic conditions 
signalled a strong recovery in 1991 which failed to materialize, one leading 
indicator which remained weak all year was the PPI for basic industrial materials. 
This index declined in most months of 1991, reflecting the sluggishness of the 
manufacturing sector.
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Price Highlights, 1992 

Prices received by domestic producers of finished goods moved up 1.6 percent 
from December 1991 to December 1992 after inching down 0.1 percent in 
calendar year 1991. Consumer food prices increased 1.6 percent in 1992, 
offsetting a decrease of about the same size a year earlier. The index for finished 
energy goods eased 0.3 percent lower after a decline of nearly 10 percent in 1991. 
Outside of the food and energy sectors, prices for finished goods advanced 2.0 
percent, well below the 3.1-percent rise in 1991; this was the smallest increase for 
any calendar year since 1983. 

At earlier stages of processing, the Intermediate Goods Price Index rose 1.0 
percent in 1992 in the wake of a 2.6-percent decrease the year before. The Crude 
Goods Price Index increased 3.3 percent from December 1991 to December 1992 
following a drop of 11.6 percent during the preceding year. Energy prices turned 
up modestly at both the intermediate and the crude levels after double-digit 
declines in 1991. Crude foodstuff prices also moved up after falling a year earlier. 
Industrial material prices turned up at both the intermediate and the crude stages 
of processing. 

Prices for many items included in the PPI system were weaker in the second half 
of the year than in the first. The increase in the Finished Goods Price Index, for 
example, slowed from a seasonally adjusted annual rate of 2.6 percent in the first 6 
months of 1992 to a rate of 0.5 percent in the last 6 months of the year. The so-
called "core" or "underlying" rate of inflation (that is, finished goods other than 
foods and energy) reflected the same pattern, rising at an annual rate of 2.7 
percent from December 1991 to June 1992 followed by a 1.0-percent rate of 
advance from June to December 1992. The index for finished energy goods, which 
had risen at an annual rate of 7.4 percent in the first 6 months of the year, fell at 
about the same pace in the second half. Consumer food prices, however, turned up 
from June to December after easing slightly lower in the preceding 6 months. 

Industrial material prices also tended to be stronger in the first 6 months of 
1992 than in the rest of the year. The index for intermediate materials less foods 
and energy edged up at a rate of 0.5 percent in the second half, less than the first-
half rate of 1.8 percent. Prices for both durable and nondurable manufacturing 
materials turned down in the second half after first-half increases. The rise in the 
index for basic industrial materials (that is, crude nonfood materials less energy) 
slowed to a seasonally adjusted annual rate of 2.0 percent from June to December 
after climbing at a rate of about 10 percent in the preceding 6 months. 
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Although the recession that had began in July 1990 had officially ended by the 
spring of 1991, the recovery for the rest of that year and through most of 1992 was 
uncharacteristically sluggish compared with previous periods of recovery. It was 
not until the end of 1992 that the gross domestic product reached the same level as 
it had attained just prior to the start of the recession. 

Personal consumption expenditures on goods and services were restrained 
by the need to reduce the unusually high debt burdens saddling many consumers 
in the aftermath of intense borrowing during the 1980's. The failure of 
employment to rebound significantly during the recovery further served to ham-
per consumer spending. Nevertheless, consumer spending strengthened con-
siderably in the second half, partly at the expense of savings. Capital investment 
plans were held in check by unused capacity in many sectors, partly because of 
growing capacity in a number of newly-industrializing countries. Export demand 
was less buoyant in 1992 than in other recent times, largely because many of our 
major trading partners were also struggling with recession or low growth. The 
housing sector was again relatively strong; however, the commercial construction 
sector remained depressed in the aftermath of serious overbuilding in the mid-
1980's. 

Inflation usually continues to decelerate even well after a recession ends because 
output normally expands at a faster pace than employment during the early stages 
of recovery. This results in sizable productivity gains and lower unit labor costs. 
The unusually slow growth in employment from the March 1991 trough of the 
recession through the end of 1992 amplified this tendency. This factor was 
particularly important for finished goods, since changes in labor costs are a more 
critical determinant of the rate of price change for goods at the later stages of 
processing than for less processed goods. Productivity for nonfarm businesses as a 
whole grew 2.7 percent in 1992, far better than the 0.5-percent rise measured in 
1991 and the highest increase for any calendar year since 1972. 

The weakness in prices for many kinds of industrial materials during 1992 was 
somewhat puzzling in historic perspective. These prices are usually considered a 
sensitive leading indicator of the status of the general economy. But while most 
other sensitive economic indicators were pointing towards a strengthening 
economy by the end of the year, material prices were often far stronger in the first 
half of the year than in the second. 
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Price Highlights, 1993 

Prices received by domestic producers of finished goods moved up 0.2 percent 
in 1993, following a 1.6-percent advance in 1992 and a dip of 0.1 percent in 
1991. The increase in the index for finished goods other than foods and energy, 
which includes consumer goods such as passenger cars and apparel as well as 
capital equipment such as trucks and machine tools, continued to slow in 1993. 
After gains of 2.0 percent in 1992 and 3.1 percent in 1991, this measure rose only 
0.4 percent in 1993. In addition, the energy goods index, chiefly gasoline, home 
heating oil, and residential gas and electricity, decreased 4.1 percent, far more 
than its slight decline in the previous year, but not as much as its slump of 9.6 
percent following Operation Desert Storm in 1991. Prices for foods such as meats, 
bread, and fresh produce, however, increased 2.4 percent in 1993, after a smaller 
climb in 1992 and a drop in 1991. 

The Intermediate Goods Price Index, which measures the movement of prices 
for goods such as flour, steel, lumber, industrial chemicals, diesel fuel, and paper 
boxes, advanced 1.0 percent in 1993, the same as during the previous year. The 
Crude Goods Price Index, which measures price movements for items such as 
wheat, scrap metals, logs, crude petroleum, and cotton, moved up 0.1 percent 
following an increase of 3.3 percent in 1992. In 1993, prices for food-related 
materials were up but energy items were down in the intermediate and crude 
stages. Prices for intermediate goods other than foods and energy rose 1.6 per-
cent over the year, somewhat more than in 1992, while basic industrial material 
prices climbed 10.7 percent, much more than the 1992 advance of 5.7 percent. 

The generally moderate rate of recovery from the last recession, the impetus of 
private-industry cost cutting that enhanced productivity, and weak foreign de-
mand were among the factors contributing to the continuation of relatively low 
rates of price increases for most products in 1993. 

After surging strongly at the close of 1992, the economy slowed considerably 
through much of 1993 before strengthening again toward the end of the year. By 
December, the Federal Reserve Board's capacity utilization index for mining, 
manufacturing, and utilities was up to 82.9 percent, a level not seen since mid-
1989. Consumer demand for cars, light trucks, and some household durables was 
stronger than in recent years; however, demand for many other kinds of con-

sumer goods was sluggish until employment and income gains in the fourth quar-
ter boosted consumer confidence and retail sales. The residential housing market 
was weak through the first half of the year, but improved later in the year, partly 
reflecting the impact of a sharp drop in mortgage interest rates. The general 
decline in interest rates during the year helped put more disposable income into 
consumers' pockets, particularly by making possible new waves of refinancing 
that often dramatically cut required monthly mortgage payments. 

Spending for capital equipment (as measured by data on expenditures for 
producers' durable equipment) rose 18.5 percent in 1993; to boost productivity, 
industry, as in other recent years, often concentrated capital expenditures in 
upgraded computer systems. Many firms, unable to impose lasting price hikes, 
continued to emphasize cuts in labor costs that often brought about significant 
reductions in their work force. 

Manufacturing productivity advanced 4.8 percent in 1993, compared with 3.7 
percent in the previous year, while unit labor costs in manufacturing dropped 2.9 
percent. The Employment Cost Index for total compensation for workers in private 
industry was up 3.6 percent from December 1992 to December 1993, virtually the 
same as in 1992. Business spending on inventories remained tightly constrained, 
partly reflecting the spread of the "just-in-time" philosophy to minimize corporate 
funds locked up in inventory. 

Efforts to reduce Federal spending, particularly in the defense budget, restrained 
the general recovery. The commercial construction market remained sluggish in 
most parts of the country because of the surplus of office space resulting from 
overbuilding in the 1980s. But public construction spending on infrastructure 
and other projects advanced over 1992 levels. 

Although foreign demand for U.S. made goods was somewhat constrained by 
the relatively weak economies of many major U.S. trading partners, such as Japan 
and Germany, exports to Great Britain, Canada, and some developing countries 
increased. Imports remained heavy for some products; however, market shares 
for cars and some other goods made in Japan were eroded by currency fluctuations 
and the continued trend by foreign producers to build manufacturing plants in 
this country. 
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