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Confidence in US Economic Recovery
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Price signals from the industrial sector indicate that the recovery
is on firm footing, reducing the risk that low resource utilization
will prompt further price weakness. As the sustainability of the
economic recovery becomes more apparent, we believe the Fed
must prepare markets for a lift in official rates later this year.

Display

Key Producer Prices Rise Despite Low
Capacity Use
Core Intermediate PPI Prices vs. Capacity
Utilization
(6m % Chg.)
9

Index
86
Capacity Utilization

6

82

When policymakers discuss the inflation

Why are intermediate producer prices

outlook, they usually focus on the

rising so rapidly today? In general, when

consumer price index. Less attention is

economies begin to recover from reces-

paid to core intermediate producer prices,

sion, prices of crude commodities such as

where important early signals on demand,

scrap metals tend to rise relatively fast.

(6)

new orders and rising costs surface long

However, it usually takes time before these

(9)

before they are visible at the consumer

price increases pass through to core

level.

intermediate materials and supplies.

Core intermediate prices of materials and

Of course, economic recoveries and price

supplies offer important early intelligence

cycles are not identical. The speed that

because many of these items are tied to

costs climb up the manufacturing chain

cyclical industries such as basic manufac-

has historically been linked to demand

months, reflecting the rebound in

turing, motor vehicles and technology.

growth as well as slack in the industrial

production, capacity utilization in January

Examples include paperboard, lumber and

sector. Industrial capacity utilization has

2010 was still at a relatively low level of

cement as well as steel products, electronic

typically been a key factor because when

69.4%. That’s nearly 10 percentage points

components, motors and generators.

operating rates are high, it is easier for

below its long-term average and well short

firms to pass along cost increases flowing

of the threshold that usually prompts the

Prices Rise for Sensitive Materials

from various inputs. What is unusual today

pass-through of rising raw materials’ prices

Over the past six months, core intermedi-

is that the rebound in core intermediate

to intermediate prices.

ate producer prices rose by 2.6%, implying

prices has occurred while US manufactur-

an annualized gain of 5.2%, according to

ing operating rates are at a low level.

the Bureau of Labor Statistics. In contrast,

78

3

74

0
PPI Prices
(Left Scale)

(3)

70
66
62

95

97

99

01

03

05

07

09

Source: Bureau of Labor Statistics, Federal Reserve Board and
Haver Analytics

Greater Foreign Influence on Prices
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