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IPP 2008 year in review

On the whole, import and export prices rose sharply during
the first 7 months of 2008 and then plunged during the last
5 montbhs of the year; energy goods, most notably petroleum,

led the price increases and decreases

through the first 7 months of 2008

contrasted sharply with those seen
in the last 5 months of the year. During
the first 7 months of the year, import
prices and export prices reached their
highest levels since first being published
in 1982 and 1983, respectively. Import
prices climbed 15.9 percent over the pe-
riod, while export prices rose 7.3 percent.!
The respective increases in import and
export prices over the first 7 months of
2008 were larger than any annual price
increase dating back to the inception of
both the import and export price indexes.
'The largest annual increase for imports, a
10.6-percent rise, occurred in 2007, and
the largest increase for exports, a 6.0-per-
cent rise, also took place in 2007. Large
price gains for fuel and precious metals, as
well as a decline in value of the U.S. dollar,
contributed towards the increases in both
import and export prices. Large increases
in the prices for agricultural commodities
also contributed to the overall advance in
export prices.

Prices for both imports and exports
peaked in July 2008 and then, in August,
began a precipitous drop that continued
through the end of the year. During the
final 5 months of the year, the drop in
both import and export prices left each
index down overall for 2008. Between
August and December, import prices de-

I mport and CXPOI‘t price movements

clined 22.4 percent and export prices fell 9.5
percent. For 2008 as a whole, import and ex-
port prices were down for the first time since
2001, with the import index and the export
index each exhibiting its largest decline since
it was first published. Price decreases for fuel
and precious metals, a turnaround in the value
of the U.S. dollar, and drops in agricultural ex-
port prices were the major contributors to the
overall price declines in the final 5 months of
the year.

Other price measures

In addition to the Import Price Index and
the Export Price Index, the Bureau of Labor
Statistics publishes other indexes that track
monthly price changes. Two of these are the
Consumer Price Index for all Urban Consum-
ers (CPI-U), which measures the prices of goods
and services purchased by urban households;
and the Producer Price Index (PPI), which
measures the prices that domestic producers
receive for their output.

Although the magnitudes of the changes
differed, both the CPI-U and the PPI experi-
enced changes similar to those of the Import
and Export Indexes. Increases throughout the
first 7 months of the year, due to surges in
prices for fuel and precious metals, were fol-
lowed by decreases in the prices of the same
commodities; the result was overall declines in
the indexes for the year. Many of the market
forces that were affecting import and export
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prices in 2008, especially volatile energy prices, also af-
tected the CPI-U and PPI. The similarity in movement
among the four indexes is evident in chart 1.

During the first 7 months of the year, the CPI-U in-
creased 4.7 percent. Contributing towards the overall
increase in the CPI-U were rapidly increasing prices for
energy. During the first 7 months of the year, the en-
ergy price component of the index rose 29.1 percent,
led by gasoline prices, which climbed 35.3 percent.
This was a continuation of trends that took place in
2007, when the CPI-U increased 4.1 percent, driven by
a 17.4 percent increase in energy prices.

With the onset of August the CPI-U began to de-
cline. Over the course of the final 5 months of the year,
the CPI-U fell 4.4 percent, ending the year up 0.09 per-
cent. After leading the index on its way up over the
first 7 months of the year, the energy component was
responsible for the fall of the index over the remaining
5 months of the year, decreasing 39.1 percent over that
period and 21.3 percent for the year.

The movement of the Producer Price Index was
similar to the movements of the other three indexes
throughout 2008. From January 2008 through July
2008, the PPI increased 15.1 percent, largely because
of higher fuel prices. Prices for fuels and related prod-

ucts rose 39.5 percent. The summer brought about a change
in the movement of the index. From August to the end of the
year, the PPI declined 16.8 percent overall while prices for
fuel and related products fell 45.8 percent. For the year, the
PPI decreased 4.3 percent, the first annual decline since 2001.

Import price trends through July

During the first 7 months of 2008, import prices increased
15.9 percent, a larger increase than had occurred throughout
2007. The rapid rise in energy prices from March through
July of 2008 was a major contributor to the overall increase
in import prices, and price gains for precious metals also con-
tributed to the rise in import prices.

Energy. Energy prices were the primary contributor in
driving import price measures to record-high levels through
the first 7 months of 2008. Prices for petroleum, petroleum
products, and natural gas climbed steadily through the first 7
months of the year. Petroleum prices climbed 51.6 percent,
continuing the upward trend of 2007 when the index rose
48.1 percent. The price of light, sweet crude oil surged to a
record high on July 3, peaking at $145.31 per barrel.?

Trade in the futures markets appears to have played a
major role in the increase of oil and other commodity prices

Monthly changes in the cpPi-u, PPI, and import and export indexes, 2008
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through the first 7 months of 2008. In December of 2007
the Federal Reserve of the United States cut the Federal
funds rate to a target range of zero to one-quarter of a
percent, a level not seen since World War II. A number
of other factors also helped spur global investment in
the commodities markets; three of these factors were a
weak U.S. dollar, concerns of impending inflation, and
depressed real estate values. In the first quarter of 2008,
global investments in commodities rose to more than
$400 billion.* An estimated $70 billion in additional in-
vestment funds flowed into the global commodities mar-
ket, much of it on a speculative basis from such sources as
pension funds, commercial banks, and other large inves-
tors. The large volume of futures contracts being traded in
2008 bore witness to the increase in the amount of money
being invested in a wide range of commodities, but espe-
cially in oil. Noncommercial traders, as defined by the U.S.
Commodity Futures Trading Commission, accounted for
approximately 20 percent of all long open-interest futures
positions for crude oil on the New York Mercantile Ex-
change in February of 2007. Over a year later, in May of
2008, the number had risen to almost 37 percent of long
open-interest futures positions. The New York Mercantile
Exchange reported a 71.5-percent increase in the year-to-
date volume of energy futures contracts during the same
period. The number of energy futures contracts in 2008
was almost 339 million, up from a total of 190 million in
2007.* Such an influx in trading activity was also evident
on the electronic exchanges. Intercontinental Exchange, a
major electronic exchange for global commodity trading,
also experienced large increases in trading volumes for
petroleum futures. From May 2007 to May 2008, the vol-
ume of futures contracts for Brent Crude, a type of crude
oil used as a benchmark in global oil pricing, swelled to
6.7 million futures contracts, a 23.5-percent increase from
about 5.4 million.

There were a number of factors that contributed to
the increase in oil prices during the first several months
of 2008. Falling crude inventories in the United States
was one such factor. In March, the Energy Information
Administration announced that crude inventories in the
United States fell by 3.1 million barrels in the month of
February to 305.4 million barrels, a level substantially
lower than what many investors had expected.® This drop
exacerbated fears that an already tight balance between
supply and demand would grow more precarious.

Continued robust demand on the part of China, the
world’s second-largest oil-consuming market, also gave
strength to prices throughout the first 7 months of 2008.
Chinese demand for crude oil in March 2008 had in-

creased by 25 percent from a year earlier, as reported by
the Customs General Administration of China.” Some
of this increase in demand was attributed to agricultural
needs as the planting season began. The approach of the
Olympic Games, held in Beijing, also contributed to in-
creased demand on the part of China. China stockpiled
large reserves of fuel to ensure a steady and uninterrupted
supply of petroleum to provide for transportation and en-
ergy needs during the games.

A number of geopolitical incidents affected the price of
oil in the first half of 2008. In March, the United Nations
Security Council issued sanctions against Iran in response
to its nuclear program. Increased tensions between Iran
and the United Nations raised fears that Iran might re-
taliate by disrupting the flow of oil coming from the Per-
sian Gulf nations, especially those which ship petroleum
through the Strait of Hormuz. The 16.5 million to 17 mil-
lion barrels of petroleum that pass through the Strait of
Hormuz on a daily basis make the Strait the world’s most
important transit route for oil, and any disruption of this
route would have had a significant impact on the flow of
oil to the global market.®

Supply disruptions caused by militant attacks in the
Niger River delta and on offshore production facilities
in Nigeria helped drive prices of oil higher throughout
the spring of 2008. Though not a major threat to world
supply, the attacks in Nigeria, the world’s 14th-largest
producer of oil in 2008, rattled the market.” Geopolitical
incidents such as the Nigerian attacks and the increased
tension between Iran and the United Nations drove prices
for petroleum higher as the markets reacted in a fearful
manner to the news rather than reacting in a way more
consistent with the actual impact that the aforementioned
events were having on the supply of petroleum to the in-
ternational market at the time.

Another factor that contributed to higher fuel prices in
the spring and early summer of 2008 was the weak U.S.
dollar, which had declined 3.9 percent during the period
as measured by the Federal Reserve’s Nominal Broad
Dollar Index.'® (See chart 2.) The dollar reached its lowest
value in July of 2008, the same month that petroleum set
its record-high price. Because oil is priced in U.S. dollars,
the declining value of the U.S. dollar mitigated the rise in
oil prices in many other currencies.”

Prices for natural gas followed the same trend as those
tor petroleum. During the first 7 months of 2008, prices
for natural gas climbed 59.3 percent, reaching a level not
seen since the closing months of 2005. The large price
increase of 2008 does not appear to have been caused
by the same market forces that typically shift the price
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Nominal Broad Index of the U.S. dollar, January 2007-December 2008
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of natural gas, because the rise in price was at odds with
usual price trends for imported natural gas. Under normal
seasonal patterns prices climb in the winter months, fall
in the summer, and rebound as winter approaches towards
the end of the year. According to the Energy Information
Administration, consumption in the United States was
little changed from 2007, increasing only 0.1 percent, and
temperatures through the first 7 months of the year were
fairly mild.’” A substantial force behind the large increase
in natural gas prices was the large amount of investment in
energy commodities that took place in 2008. As appeared
to be the case with petroleum, the volume of natural gas
tutures contracts rose significantly from 2007 to 2008. On
the New York Mercantile Exchange, the volume of fu-
tures contracts for natural gas increased by 20.0 percent,

from 29,786,318 in 2007 to 38,730,519 in 2008."

Raw materials. 'The index for imports of raw materials
and industrial supplies excluding petroleum, natural gas,
coal, and other energy commodities increased steadily
over the first 7 months of 2008. From January through the
end of July, prices for raw materials and industrial supplies
increased 16.9 percent. This increase continued the trend
from the previous year, during which prices had increased
7.4 percent. The major contributors to the overall increase
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were metals, both precious and nonprecious, and chemi-
cals.

Nonmonetary gold prices increased 10.2 percent
through the first 7 months of the year, continuing a steady
rise in price dating back to 2001. Gold became a very at-
tractive investment when the U.S. Federal Reserve cut
interest rates to record-low levels. Gold has tradition-
ally been viewed as a reliable store of wealth and a hedge
against inflation. As concerns regarding the state of the
U.S. economy and the relative strength of the U.S. dol-
lar mounted, investors turned to gold as a perceived safe
investment.™

Other precious metals excluding gold also experienced
large price increases during the first 7 months of the year.
Prices for these metals, which include silver, platinum,
palladium, and rhodium, rose 29.1 percent during the
first 7 months of the year, with platinum prices increas-
ing to record levels. Supply shortages in South Africa, the
world’s largest producer of the platinum group of met-
als, were a major contributor to the increase in platinum
prices. Unlike gold, platinum is much more of a commer-
cial commodity than an investment. Of the 239,000 kg
of platinum sold in 2006, 130,000 kg were used in the
production of automobile emissions control devices and a
large percentage of the remaining platinum sold went to-



wards other industrial applications.” Prices for platinum
are therefore driven largely by supply and industrial de-
mand. Production in South African mines fell by over 10
percent as Eskom, South Africa’s national power genera-
tor, was unable to meet the demand for electricity. Many
mines were forced to operate with only 80 to 90 percent of
their power supply, and as a result production suffered.
Owing to South Africa’s position as the world’s largest
producer of platinum, the decrease in production on the
part of South Africa’s mines drove platinum prices higher.

Steel, iron, and other nonferrous metals such as cop-
per experienced significant price increases through the
first 7 months of 2008 as well. Prices for iron and steel
climbed 41.1 percent during the period after having risen
8.1 percent in 2007. The world’s leading iron ore producer,
Brazil’s Vale, set the prices for iron ore significantly higher
at the beginning of February."” One of the causes of the
price increases of 65 percent to 71 percent was continued
high demand on the part of China’s robust steel indus-
try. While North American and European demand for
steel was tepid at best, demand was still robust in many
developing nations such as India and China where con-
struction continued at a strong pace. Copper prices, which
plummeted at the start of the year, climbed 22.2 percent
from February through the month of May and, despite
a decline in July, were still up 17.6 percent at that time
compared with prices in January. In April labor unrest
in three mines in Chile helped drive copper prices up on
the London Metal Exchange.'® As with other metals, and
commodities in general, copper rose in price during the
first 7 months of the year, driven up in part by the depre-
ciation of the U.S. dollar against major world currencies
along with fears of impending inflation.

Prices for chemicals excluding medicinals climbed 19.3
percent through the month of July, after an increase of
10.6 percent in 2007. Fertilizers, pesticides, and insec-
ticides, which increased in price by 59.2 percent, were
a major contributor to the overall increase of chemicals
prices. As agricultural commodities climbed in price,
farmers turned to fertilizers as a means of increasing crop
yields.”” Both the U.S. and world fertilizer industries were
unable to quickly adjust to the surging demand for fertil-
izers. Rising energy prices also contributed to the rise in
prices for fertilizer, because higher energy prices drove up
production costs for fertilizers.

Finished goods. Prices for imports of finished goods,
including capital goods; automotive vehicles, parts, and
engines; and consumer goods also were on the rise during
the first 7 months of 2008. Prices for passenger vehicles

continued to increase through July of 2008, continuing a
trend that started in the mid 1990s. Prices rose 0.3 per-
cent from January 2008 to July 2008 after a 2.4-percent
annual increase in 2007. Auto parts, engines, bodies, and
chassis increased in price by 1.6 percent during the first 7
months of 2008. Several factors helped drive up import
prices for these goods. One of the factors was the depre-
ciation of the U.S. dollar against the Canadian dollar, the
yen, and the euro. As was previously mentioned, the Fed-
eral Reserve’s Nominal Broad Dollar Index declined 3.9
percent for the period.

Rising prices for inputs such as steel also pushed up
prices for auto parts and passenger vehicles.” Steel manu-
facturers, dealing with higher costs for iron ore and ener-
gy, raised prices for items such as sheet steel, which is used
in the manufacturing of autobodies, to reflect the higher
costs of manufacturing. In response, several auto manu-
facturers raised vehicle prices to offset erosion in earnings
brought about by the higher price of steel.?!

After rising steadily throughout 2007, prices for capi-
tal and consumer goods continued to rise throughout the
first 7 months of 2008. A major contributor to the in-
creases was increasing petroleum and metals prices. The
weakening of the U.S. dollar against such currencies as the
yen and the euro also drove prices higher as many busi-
nesses renegotiated contracts at the beginning of the year
in order that they reflect the weaker dollar.

Prices for computers and home entertainment equip-
ment were exceptions to the upward trend: prices for
computers declined by 2.9 percent from January 2008 to
July 2008, while home entertainment equipment prices
declined by 1.3 percent. Increasing worldwide sales and
economies of scale are two of the reasons for falling HD
and flat-screen television prices.*” It was mainly a combi-
nation of weakening demand and increased competition
that drove down computer prices.

Export price trends through July

Prices for exports increased significantly during the first 7
months of 2008, rising 7.3 percent. This 7-month increase
was larger than any annual increase the index had experi-
enced in the last two decades. Agricultural commodities
such as soybeans and corn were major contributors to the
overall increase in export prices. Rising prices for precious
metals also contributed to the overall increase in export
prices from January through July.

Agricultural products. As with petroleum, prices for
exports of agricultural commodities were quite volatile
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throughout 2008. During the first 7 months of the year,
prices climbed 23.6 percent, which almost mirrored the
23.4-percent annual increase from 2007. During 2008 ex-
port price trends were dominated by rising prices for corn
and soybeans.

Corn prices climbed steadily within the first 7 months
of the year, increasing 63.7 percent. The influx of in-
vestment in futures markets that took place during the
early part of 2008 and contributed to rising oil and gold
prices also affected prices for agricultural commodities.”
In May of 2008 noncommercial investors held nearly
463,000 long futures contracts in the Chicago Board of
Trade corn futures. By comparison, at the end of May of
2007 there were slightly under 340,000 noncommercial
long contracts.?*

Weather also played a role in driving up corn prices
during the first 7 months of 2008. Heavy rainfall during
the spring delayed planting in the Corn Belt, stoking fears
that there would not be sufficient acreage planted to meet
growing demand. Flood waters inundated large areas of
the Midwest in June, which further exacerbated fears of a
diminished harvest. lowa was especially hard hit, with ap-
proximately 1.2 million acres used for corn, or 1.5 percent
of the country’s anticipated harvest, waterlogged. These
flooded acres were land either on which farmers needed
to replant or on which they had not yet planted because
of the water.”® As a result of the heavy rainfall throughout
the Midwest, the United States Department of Agricul-
ture (USDA) lowered its forecast for the U.S. corn harvest
by 3.2 percent. The original forecast of 12.1 billion bushels
was reduced to 11.7 billion bushels.?

Increased export demand also drove up both corn and
soybean prices in 2008. Because of the weakening of the
U.S. dollar in relation to other currencies, foreign demand
tor U.S. agricultural products increased as they became
much cheaper for foreigners to purchase in relation to ag-
ricultural products from many other countries. As global
demand for meat rose, feed usage also increased, with
much of the world turning to the United States as a source
of animal feed. USDA increased its corn export forecast to
2.45 billion bushels, which was an all-time high.

Soybean prices rose 47 percent through the month
of July despite an estimated 74.5 million acres planted,
which was the third-largest area on record and a 17-per-
cent increase from the previous year. The same factors
that drove up corn prices also contributed to the rise in
soybean prices. Increased investment in agricultural com-
modities, poor weather, the weakening U.S. dollar, and
high export demand all played their part. In the month
of July, soybean prices reached a record high of $16 per

24 Monthly Labor Review « April 2010

bushel. Flooding in the Midwest brought about a reduc-
tion in the percent of acres that would be planted, from
98.1 percent to 96.8 percent.?” The flooding cut planted
acreage by 3.7 million acres, and harvested acreage was
expected to drop by 1.3 million acres. In June of 2008,
soybean inventories were estimated to be 676 million
bushels, down 38 percent from 2007 and the lowest level
in 4 years. Prices for soybeans rose significantly in reaction
to the news of low inventory.

Raw materials. Price trends for raw material exports
were very similar to those of raw material imports, though
of differing magnitudes. During 2007 prices for raw ma-
terials were steadily on the rise, increasing 10.5 percent,
and the trend continued through the first 7 months of
2008. Through July of 2008 prices rose 15.4 percent, with
especially large increases taking place in May, June, and
July.

Prices for exported chemicals were on the rise, increas-
ing 13.5 percent from January to July of 2008. As with
their import counterparts, prices for exports of chemicals,
specifically fertilizers and petrochemicals, were driven up
by higher levels of demand, due to high agricultural com-
modity prices, and the rising price of oil. Fertilizer prices
increased sharply in the early months of 2008 because
of strong demand generated by exceptionally high global
prices for agricultural commodities. In response to the
high prices, farmers across the globe turned to fertilizers
in an attempt to boost yields. Rising crude oil prices also
drove up prices for petrochemicals such as benzene and
ethylene, which in turn drove up prices for organic chem-
icals that are manufactured from them. Several gasoline
additives also were increasing in price, mainly because
these fuel additives routinely move in conjunction with
petroleum prices.

Export metals prices also were on the rise through
the month of July. The depreciation of the U.S. dollar
against numerous world currencies coupled with rising
global steel prices made U.S. exports of steel quite at-
tractive for foreign buyers.” During the first 2 quarters
of 2008, the United States exported 4.9 million tons of
steel, a 19-percent increase from the same period in 2007,
making the United States the 8th-largest steel exporter.?’
Most of the steel exported was destined for Asia and the
Asian Near East (more commonly known as the Middle
East), where demand remained strong throughout the
early part of the year. Prices for exports of precious met-
als also were on the rise. The same factors that drove up
prices for imported precious metals drove up prices for
exported precious metals.



Finished goods. Prices for exports of finished goods all
rose through the month of July. Prices for automotive ve-
hicle parts, engines, and bodies increased 1.2 percent dur-
ing the aforementioned period. As with imports, the main
reason for the increase in prices of exports was materials
costs. As steel and other metals rose in price, the produc-
tion of automotive parts became more costly. The same
was true for household and kitchen appliances, which in-
creased 3.6 percent in price. Prices for industrial and ser-
vice machinery also increased over the same period. The
rising costs of materials such as steel were a driving force
behind the increases. Consumer goods prices were on the
rise as well, most notably in the form of rising jewelry
prices. Increasing gold and other precious metals prices

helped drive the price of jewelry higher.
Import price trends for August-December

From August through the end of the year, the Import
Price Index declined 22.4 percent and finished the year
down 10.1 percent. Before 2008, the last decline in import
prices took place in 2001, when import prices declined 9.1
percent for the year. It appears that the same commodities
and products that drove the index up through the first 7
months of the year were responsible for the index’s de-
crease over the final 5 months.

Energy. Prices of imported petroleum and petroleum
products began their precipitous drop in August and, over
the final 5 months of the year, fell 67.6 percent to end the
year down 50.8 percent. Turmoil in the global financial
sector brought about an overall slowing of economic ac-
tivity across the globe, especially in developed countries,
and thus decreased demand for energy.*® In the United
States unemployment figures rose to their highest levels
in 25 years while GDP shrank, both of which indicated a
worsening of the U.S. economy. Lower economic activity
and concomitant softening demand for petroleum were
significant factors in the decline of prices for petroleum.

Drivers in the United States reduced the number of
miles driven as gas prices increased. Fifteen billion fewer
vehicle miles were driven in August of 2008 in comparison
with August of 2007, a 5.6-percent decline. By the end of
the year, Americans had driven 108 billion fewer vehicle
miles for the year 2008, a 3.6-percent decrease from the
previous year.! The large decrease in miles driven, inten-
sified by the growing global recession, bolstered fears of
slackening demand for oil.

As economies around the world faltered and concerns
of inflation subsided, the U.S. dollar underwent a very

large appreciation, which also contributed to falling pe-
troleum prices. The popularity of the U.S. dollar as a safe
haven in times of economic troubles helped it appreci-
ate against the other major world currencies.*> Because
crude oil is priced in U.S. dollars, the appreciating value of
the dollar made oil more expensive for buyers in foreign
countries, resulting in reduced demand.

Geopolitical events, which had affected petroleum and
energy prices during the first 7 months of 2008, appear
to have had a relatively little impact on petroleum and
energy prices over the final 5 months of the year. Supply
disruptions in Nigeria, due to continued militant attacks;
OPEC production cutbacks; an explosion on a portion of
the Baku-Tblisi-Ceyhan pipeline in Turkey; and Tropi-
cal Storm Edouard, which made landfall south of Port
Arthur, Texas, all did little to hinder the fall of oil prices.
Starting in June many investors exited the energy markets.
By October of 2008, the number of open-interest futures
contracts held by noncommercial traders, as defined by
the Commodity Futures Trading Commission, had fallen
by 19.7 percent from May and accounted for only 29 per-
cent of all positions for crude oil on the New York Mer-
cantile Exchange.

Raw materials.  Prices for imports of raw materials spent
the final 5 months of 2008 steadily declining. During
these 5 months, prices for raw materials declined 14.7
percent, ending the year just 0.2 percent below where
they began the year. After a slight increase in the price
of gold in August, prices declined for the rest of the year,
with notably large decreases in September and December.
Investors flocked to gold during the first few months of
2008, but, as signs mounted that the economies of the
United States and other developed nations were headed
for or already in a recession, concerns of inflation quickly
evaporated. Investors removed hedges against high global
inflation and abandoned many positions on commodities
such as oil and gold.* As the fear of inflation dissipated,
the U.S. dollar staged a large recovery in value against the
other major world currencies, making gold an even less
attractive investment.

Other precious metals such as silver, platinum, and pal-
ladium experienced even more precipitous price declines
over the final 5 months of the year. Platinum, which is
used primarily as an industrial metal, especially in the
construction of automobile emissions control devices, fell
in price by more than 50 percent in the final 5 months
of the year, from a record high of over $2,000 an ounce.
As the global economy fell into recession, demand for the
metal declined as production of automobiles, especially
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large SUVs, fell.** The attractiveness of silver as an invest-
ment in the same guise as gold also lessened as the specter
of inflation from earlier in the year dissipated.

Prices for steel and iron continued to climb through the
month of September and then quickly plummeted during
the final 3 months of the year, falling 26 percent from
the highs reached in September. Dwindling demand, due
to the onset of the global recession, helped drive down
steel prices as construction and manufacturing activity
declined. Copper prices also plummeted, falling 43.3 per-
cent. The struggling housing market in the United States
had severely reduced copper prices, due to copper’s im-
portant role in residential construction. Large surpluses
of copper on the international market helped bring about
lower prices and, as construction in Asia started to de-
cline, copper prices fell even more. By August there was
a surplus of 125,000 metric tons in the market.* From
the start of August through the end of the year, copper
prices declined 43.3 percent and finished the year down
41.8 percent compared with a year earlier.

Finished goods. Prices for finished goods imports over
the final 5 months of 2008 were in line with those of
other imports, save a few exceptions. As with the other
categories of imports, price declines in finished goods
were gradual through the summer and fall but by the end
of the year had become quite pronounced.

After climbing by 1.6 percent through the first 7
months of the year, prices for capital goods peaked in July,
remained unchanged in August, and then began a steady
decline through the rest of the year, falling 0.7 percent.
A resurgent U.S. dollar played a significant role in the
decline of import prices. The Federal Reserve’s Nominal
Broad Dollar Index increased 13.7 percent over the final 5
months of 2008. The strengthening of the U.S. dollar, es-
pecially against the euro, Canadian dollar, British pound,
and several currencies from Asian countries (although not
the yen), helped drive down import prices.

Worsening economic conditions, in both the United
States and the rest of the world, also contributed to the
decline of import prices for finished goods. Both domes-
tically and internationally, economies started to falter,
which brought about a decline in consumer expenditures,
contractions within the manufacturing sector, and falling
prices. The GDP of the United States, as measured by the
Bureau of Economic Analysis at the U.S. Department of
Commerce, began its decline in the third quarter of 2008
and dropped steeply in the final quarter of the year, evi-
dent in chart 3. By the end of the year, GDP had receded to
a level not far from that of the first 2 quarters of 2007. A
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wide range of factors such as job loss, a severe reduction in
credit, falling home prices, and a declining stock market
put consumers under severe stress in the latter 2 quarters
of 2008. Declining personal consumption expenditures
in the final quarter of the year went hand in hand with
marked decline in GDP. Consumers spent an estimated
$210 billion less in the fourth quarter of 2008 than they

had a year earlier.
Export price trends for August-December

The final 5 months of 2008 bore witness to declining
import and export prices, as well as a decline in the U.S.
trade deficit. Overall levels of both imports and exports of
goods and services also fell during the closing months of
the year, as is illustrated in chart 4. After growing steadily
during 2007 and the first 7 months of 2008, both imports
and exports declined sharply with the onset of autumn.
From August through the end of the year, imports fell
23.8 percent and exports declined 19.2 percent. Wan-
ing demand for both imports and exports, due to poor
economic conditions both domestically and abroad, was
responsible for the declines. Falling crude oil prices were a
major contributor to the reduced trade deficit in the clos-
ing months of 2008, though a resurgent dollar did lessen
the impact to some extent. Even with the strengthening
of the U.S. dollar, the U.S. trade deficit was the smallest it
had been in 6 years as of December of 2008.

As has already been noted, the index for export prices
peaked in July of 2008. During the final 5 months of the
year, the index fell steadily and, by the end of the year,
reached a level that had not been seen since the opening
months of 2007. As was the case with imports, the major
contributors to the index’s rise during the first 7 months
of the year were also those primarily responsible for the
index’s decline during the last 5 months of the year.

Agricultural products.  Declining corn prices were a major
contributor to the overall decline in export prices. After
reaching record highs during the first 7 months of 2008,
a period in which prices experienced some of the largest
gains of the last decade, prices dropped precipitously over
the final 5 months of the year. From the start of August
through the end of the year, prices fell by 51 percent, to a
level not seen since autumn of 2006. A number of factors
contributed to the decline in corn prices.

In August 2008, USDA’s National Agricultural Statis-
tics Service released new estimates for spring-planted row
crops. Corn production was forecast to total 12.3 billion
bushels, with expected yields to average 155 bushels per
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acre, the second-highest yield on record.* Earlier in the
year the USDA had reduced its crop forecasts for corn be-
cause of deluges that had severely aftected the Corn Belt
through much of the planting season. The forecasts of
August greatly allayed fears that the 2008 crop would be
significantly lower than the previous year and did much
to relieve pressure on prices. During the month of August
prices fell by 28.6 percent.

As summer gave way to fall and fall to winter, pric-
es for corn continued to decline. Prices declined by 17
percent in October and 16.7 percent in December. Un-
certainty regarding the overall global economic outlook
helped dampen demand for grain.’” As signs of a global
economic downturn grew stronger, the attractiveness of
commodities as an investment was greatly reduced. Along
with the decline in export demand, the strengthening of
the U.S. dollar over the last 5 months of the year helped
drive down the price of corn.

Prices for soybeans and other oil seeds followed much
the same trend as corn prices. After reaching never-be-
fore-seen highs in July of 2008, in the final 5 months of
the year prices for soybeans and other oil seeds receded to
levels in line with those of late 2007, completely erasing
the record gains of 2008. Many of the same factors that
contributed to the decline in corn prices also drove soy-
bean prices down. In August, the National Agricultural
Statistics Service forecast soybean production at 2.97 bil-
lion bushels for 2008, up 15 percent from the previous
year.®® Fears had persisted that the worst flooding to hit
the Midwest since 1993 would severely hamper planting
and would result in a lower-than-anticipated crop yield.
The strengthening of the U.S. dollar coupled with the
overall decline in the attractiveness of commodities also
helped drive down soybean prices.

Raw materials.  Over the final 5 months of 2008, export
prices for raw materials steadily declined, falling 21.5
percent to a level on par with that of December of 2006.
Prices for raw materials finished the year down 9.4 per-
cent from a year earlier; 2008 was the first year that prices
had declined since 2001.

Exported metals dropped in price significantly over the
last 5 months of 2008. Prices for steel and iron products
declined 9.9 percent. Demand for American steel de-
clined in the latter half of 2008 as economies around the
globe started to slow and the likelihood of a global re-
cession loomed. China, in particular, scaled back demand
for steel in the fall of 2008 because of the slowdown of
construction in China and the rest of the world. Demand
on the part of automobile manufacturers also declined as
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the number of vehicle sales slowed.

Prices for nonmonetary gold and other precious met-
als also declined during the final 5 months of the year.
Gold declined in price by 14.8 percent, and prices for
other precious metals fell 45.6 percent. Many investors
turned away from gold as concerns of inflation subsided,
economies around the world started to slow, and the U.S.
dollar regained some of the value it had lost in the early
months of 2008. Prices for the platinum metals group also
tell sharply through the latter part of 2008, though not
for the same reason as gold prices. The demand for plati-
num fell sharply as automobile sales, especially of larger
vehicles, declined.

As with metals prices, prices for chemicals were on the
decline from August through the end of the year, fall-
ing 12.7 percent. Export chemicals prices finished 2008
down 0.9 percent for the year, which was the first annual
decline since 2001. Prices for chemicals fell in tandem
with prices of upstream products, namely petroleum and
natural gas. The prices of benzene and ethylene, both pet-
rochemicals, declined as crude oil prices dropped in price.
This decline in turn drove down prices for a wide range
of organic chemicals such as styrene, vinyl chloride, and
methyl tertiary-butyl ether. Plastics prices also underwent
a significant decline during the final 5 months of 2008,
falling by 13.9 percent. As they were for the prices of or-
ganic chemicals, declining crude oil prices were the largest
factor in the decline in prices for plastics.

Finished goods. Prices for finished goods exports de-
clined much more slowly during the final 5 months of
2008 than prices for agricultural and raw material exports.
Prices for capital goods declined 0.4 percent, with prices
for computers and semiconductors falling 3.9 percent.
Falling demand, which was brought about by the global
economic slowdown, was exacerbated by oversupply, es-
pecially of components such as DRAM and NAND flash
memory. In addition, technological innovations and com-
petition kept manufacturing costs low and allowed for
prices to continually decline.

It was not until the final 2 months of the year that pric-
es for automotive vehicles and parts declined, and they did
by only 0.2 percent. Prices for passenger cars and trucks
rose in the late summer months and through October,
when new (2009) vehicle models were introduced. After
the introduction of the new models, prices remained sta-
ble through the close of the year. Prices for parts, engines,
bodies, etc. began decreasing in November, falling 0.3
percent during the final 2 months of 2008. It took several
months for the falling prices of inputs, especially steel, to



have an impact on the prices of parts. Auto manufactur-
ers cut back production as the economy slowed and credit
tightened, which dampened demand for vehicular parts.

Prices for consumer goods as a whole did not start to
decline until November, when they began their 0.8-per-
cent slide for the final 2 months of 2008. A wide range of
factors contributed to falling prices for consumer goods.
A number of categories of nondurable consumer goods
such as pharmaceutical and medicinal materials along
with books and magazines began declining in July and
August as the U.S. dollar gained strength against the euro,
British pound, South African rand, and Canadian dollar.
Other consumer goods did not begin declining until No-
vember. Lower prices for materials finally began to drive
down prices for goods such as recreational equipment,
whose price declined 1.6 percent during the November—
December period.

Services and location of origin

Services.  Price trends for the services indexes were in line
with those of imports and exports for the first 7 months
of 2008. During the spring of 2008 and into the summer
months, prices steadily increased for both passenger fares
and freight rates. The price index for export air passenger
fares, a measure of passenger fares paid by residents of
foreign countries to United States carriers, increased 16.9
percent through the first 7 months of the year. The index
for export air freight, a measure of changes in the rates
charged for the transportation of freight from the United
States to foreign locations on U.S. carriers, increased 12.7
percent over the same period. Price increases were espe-
cially large in June and July. On the import side similar in-
creases took place. The index for import air passenger fares,
a measurement of passenger fares paid by U.S. residents to
foreign carriers, increased 32 percent through the first 7
months of the year. The import air freight index, which
measures the changes in rates charged for the transporta-
tion of freight from foreign countries to the United States
on foreign carriers, increased by 14.7 percent. Rising fuel
prices brought about by the sharp increase in the price
for petroleum were responsible for a large part of the fare
and rate increases. Many airlines and carriers responded
to the higher price for jet fuel by increasing fares and add-

Notes

ing surcharges. The depreciation of the U.S. dollar also
contributed to rising prices.

As with the other export and import price measure-
ments, import and export air passenger fares and freight
rates declined during the last few months of the year. Im-
port air passenger fares and freight rates began declining in
August. The former fell 11.9 percent from August to De-
cember, while the latter fell 14.8 percent. Export prices for
the same services did not begin to decline until September
of 2008. During the final 4 months of the year export air
passenger fares declined 9.6 percent and import air freight
rates declined 5.7 percent. Declining fuel prices brought
about a reduction in passenger fares and freight rates along
with surcharges. A resurgence of the dollar over the final
5 months of the year also contributed to declining prices.

Location of origin. 'The International Price Program pub-
lishes a set of import indexes known as location of origin
indexes, each of which is based on a country or region of
origin for goods and services. For a number of the loca-
tions the indexes are disaggregated by manufactured and
nonmanufactured goods. The rise and subsequent decline
of petroleum prices had a significant impact on the loca-
tion of origin indexes of a number of countries and re-
gions. Canada, Mexico, and the Asian Near East, more
commonly known as the Middle East, are the three major
sources for United States petroleum imports. The index
for each of the three locations underwent large increases
during the first 7 months of 2008 and then precipitous de-
clines over the final 5 months. The most notable increase
and decrease occurred in the index for the Asian Near
East. From the beginning of the year through the month
of July, prices for imports from that region climbed 38.5
percent. Over the last 5 months of the year, those prices
declined by 55.2 percent. The Canadian index increased
22.1 percent during the first 7 months of the year and
then declined 25.2 percent during the final 5 months. The
location of origin index for Mexico increased 15.1 percent
before declining 18.1 percent. Even the location of origin
index for the United Kingdom, which exports a modest
amount of petroleum to the United States from its North
Sea fields, was affected by petroleum prices. During the
first 7 months of the year index rose 14.2 percent, only to
fall 17.9 percent over the final 5 months of the year. [

! For every calculation in this article involving change over time, the
base month is the month before the first month of the period that is ref-
erenced. In this example—in which change is measured over the first 7

months of 2008—the first month used in the calculation is December
2007 and the last is July 2008. For changes over the entire year of 2008,
the change is calculated from December 2007 to December 2008.
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