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1. An exceptional year
The Industrial Product Price Index (IPPI) measures the prices of products sold by manufacturers operating in
Canada. In general, this review looks at the average annual prices for these products in 2021 compared to 2020.
The IPPI is weighted such that, the more revenue a product generates for manufacturers in Canada, the more
importance it has in affecting the index.
According to the IPPI, prices of products sold by manufacturers operating in Canada were 13.9% higher than
the previous year. This was the largest annual change since 1979 (+14.6%), and the 3rd largest annual change
on record for the IPPI, the highest being +19.0% in 1974. Inflationary effects in the 70’s were influenced by
expansionary monetary policy in Canada and other countries (Thiessen, 1999). In 1973-1974 and 1979 we also saw
crises in the crude oil market, with prices per barrel more than doubling in each of those two events (Mouwad,
2008).
Chart 1
Industrial Product Price Index, 1957-2021
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2021 faced a multitude of factors influencing prices, many of which stemmed from the covid-19 pandemic.
Economies reopened slowly as lockdowns were lifted and vaccinations became available, driving up demand.
Monetary policy remained steadily committed to recovery, with neither the U.S. nor Canada raising interest rates
during the year. Supply chains were also disrupted, with ports congested and limited logistical capacity for moving
goods.

2. Industrial product prices surged in 2021
Price gains in the IPPI were widespread, with 20 of 21 major commodity groups covered by the IPPI rising in
average annual price, when compared with 2020.
Prices for energy and petroleum products rose 42.8% in 2021. Excluding energy and petroleum products, the IPPI
grew 11.5% between 2020 and 2021, driven mainly by higher prices for lumber and other wood products (+40.7%),
primary non-ferrous metal products (+21.6%), chemicals and chemical products (+19.4%), and primary ferrous
metal products (+43.1%).
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Chart 2
Industrial Product Price Index, 2019-2021
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3. The pendulum swings for energy and petroleum products
Prices for energy and petroleum products rose 42.8% in 2021. This is the second largest annual percentage
change on record for energy and petroleum product prices since the series began in 1981, the highest being
+45.9% in 2000.
Chart 3
IPPI: Energy and petroleum products, 1982-2021
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Motor gasoline exiting refineries in Canada was 50.7% higher in price in 2021 compared to 2020, while diesel was
40.5% higher. Prices for these refined products are closely linked to the price of crude oil, which rose 68.8% from
2020 to 2021.
4
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In 2020, demand for crude oil dropped sharply due to the COVID-19 pandemic. In 2021, as economies reopened
and demand increased, supply did not recover at the same rate. Supply was limited in part by OPEC+’s agreement
to restrict production. Starting in May 2020, OPEC+ agreed to reduce supply by 9.7mb/d, with plans to gradually
add barrels back on the market in response to demand. Countries outside OPEC+ also reduced production
voluntarily as they faced low prices. By January 2021 the OPEC+ reduction target had been lowered to a 7.2mb/d,
and by August it was revised again to a 5.8mb/d reduction (OPEC, 2021). These gradual supply increases
continued through Q4 2021. In spite of these additional barrels available to the market, demand outpaced supply.
This was in part due to the inability of some oil producers to ramp up production, as well as hesitation to invest in
new oil projects with the uncertainty of COVID-19 continuously looming (EIA, 2022). In October, the price of WTI
crude oil peaked at $84.25, a drastic difference from the negative price (-$37.25) that briefly occurred in May 2020.

4. Softwood lumber prices soar
The year 2021 saw softwood lumber prices soar 61.0% higher than 2020, the largest annual increase on record for
this commodity since the series began in 1980.
Chart 4
IPPI: Softwood Lumber, 2019-2021
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The primary market for Canadian softwood lumber is the residential construction sector in the United States. In
2021, housing starts in the U.S. were up 14.4% over the previous year. Increased demand for domestic renovations
(Gordon, 2021), and labour shortages in the U.S. lumber industry also put upward pressure on prices.
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Chart 5
New Privately-Owned Housing Units Started in the U.S. (Seasonally Adjusted Annual Rate), annual percent change, 2017-2021
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Lumber exports to the U.S. were up by 66% in value, totalling $13.6 billion dollars CAD in 2021. After peaking in
May, prices seemed to correct downwards temporarily, and spiked back up towards the end of the year. This may
have been due in part to a supply crunch caused by flooding in the Pacific Northwest, especially the B.C. interior.
In November, the U.S. imposed an increase on duties for incoming Canadian lumber; however, this does not
impact the change in prices measured by the IPPI which only covers the price paid to the manufacturer. According
to Global Affairs Canada, Canada exported 0.96 billion FBM (foot board measure) in December 2021, slightly
lower than the 1.1 billion FBM observed in December 2020, nonetheless still higher than pre pandemic 0.93 billion
FBM exported in December 2019. Although there wasn’t a large quantifiable duty effect observed in 2021, over the
longer term, duties on softwood lumber could reduce demand as Canadian lumber is costlier for purchasers south
of the border.
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5. Metals
In 2021, prices for both primary ferrous metal products and primary non-ferrous metal products rose 43.1% and
21.6%, respectively.
Chart 6
IPPI: Primary ferrous and non-ferrous metal products, 2011-2021
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5.1 Ferrous Metals
Canadian prices for ferrous metals are sensitive to both North American and international factors.
Global steel production capacity had been trending upwards into 2020 and was projected to increase in 2021
in spite of the pandemic. Actual production was limited at the onset of COVID-19, particularly in North America.
Global capacity utilization fell to ~76% in Q2 2020, and by Q2 2021 was back to ~84%. In North America, capacity
utilization fell to ~56% in Q2 2020, and only returned to ~72% by Q2 2021 (OECD, 2021a), a much slower pace.
This tightness in supply put upwards pressure on North American steel prices.
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Chart 7
IPPI: Primary Ferrous Metal Products, Monthly Index Value, 2019-2021
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When combined, North America accounted for only 6.4% of global steel production in 2020 (OECD, 2021b).
Canada, the United States, and Mexico are part of an integrated steel market; as of 2019, there were no tariffs on
steel trade within this group. Canada is the smallest producer of the three, accounting for 9.8% of North American
production in 2020, while the U.S. had a share of 75.7% (OECD, 2021b). In 2021, the U.S. did have tariffs on steel
imports from most other countries. Amid high prices and tight supply, the U.S. will be replacing tariffs for imports
from the E.U. with a quota system. This should facilitate imports and may alleviate prices pressures on North
American steel, including Canada. This new policy goes into effect at the beginning of 2022.
As economies reopened in 2021, demand recovered faster than expected, which also placed upward pressure on
North American steel prices. China, the world’s largest producer and consumer of steel, was a notable exception.
Steel production in China was limited in 2021 as part of environmental policy, while demand slowed from property
development and construction (Zhang, 2022).

5.2 Non-Ferrous Metals
Prices for primary non-ferrous metal products also increased in 2021, including unwrought copper and copper
alloys (+41.5%), and unwrought aluminum and aluminum alloys (+43.7%).
Prices for copper reached all-time highs in 2021, rallying from November 2020 to May 2021. Short term demand
for copper was driven by faster than expected reopening of economies. Long term expectations also played a
part in pricing as copper is a key material used in electric vehicles and renewable energy projects. Global supply
was tight during 2021, with the year ending in small deficit compared to consumption (Warwick, 2021). The copper
futures market exhibited backwardation several times during the year, which means that current prices were higher
than prices for futures. Backwardation can happen during supply crunches, as the market expects that prices will
decrease as supply is replenished. Beyond the unanticipated demand, logistical constraints and labour issues also
put pressure on supply (Mok & Lu, 2022).
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Chart 8
IPPI: Primary Non-Ferrous Metal Products and Other Primary Non-Ferrous Metal Products, 2019-2021
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Prices for aluminum also rose in 2021, and exhibited a sharp increase at the end of summer. Energy is a major cost
component in the production of aluminum. High natural gas prices during the year led to shutdowns or reductions
in aluminum production, particularly in Europe. Similarly, in China, the combination of environmental policy as well
as high prices for coal both led to reduced output (Hoyle & Wallace, 2022).

6. Chemicals and chemical products
Prices for chemicals and chemical products increased 19.4% in 2021, mostly driven by growing prices for
petrochemicals (+62.4%), plastic resins (+43.7%), and fertilizers, pesticides and other chemical products (+24.9 %).
This was the largest increase on record for the chemicals and chemical products group since the series began in
1981.
At the onset of the year, extreme cold weather in the U.S. disrupted petrochemical production (Garcia, 2021). This
resulted in a supply shock that put upwards pressure on chemical product prices. Higher prices for feedstocks
such as crude oil and natural gas also played a part in driving up costs. In particular, natural gas saw steep price
increases during 2021, and closed the year with record high prices in Europe and Asia. Global consumption of
natural gas increased by 4.6% in 2021. Supply didn’t keep up with this increase which resulted in the upwards
price pressure (IEA, 2022). The price index for ammonia and chemical fertilizers ended the year in December at
123.7% higher than January 2020.
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Chart 9
IPPI: Chemicals and chemical products, Annual Percent Change,1982-2021
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7. Appendix
The Industrial Product Price Index (IPPI) measures price changes for major commodities sold by manufacturers
operating in Canada.
Each month, about 3,600 price quotes, from about 1,100 producers, are used in the calculation of the IPPI. The
prices collected are for goods sold at the factory gate. As a result, the prices covered by the IPPI refer not to
what a purchaser pays, but to what the producer receives. They exclude all indirect taxes, such as sales taxes
and tariffs as this money does not go to the factors of production (i.e. labour, capital, or profit). They also exclude
any transportation service performed by a common carrier beyond the factory gate and any distribution services
performed by the retail or wholesale trade industries.
The Raw Materials Price Index (RMPI) measures price changes for raw materials purchased for further processing
by manufacturers operating in Canada. As a purchasers’ price index, prices include all charges purchasers incur
to bring a commodity to the establishment gate. They include transportation charges, net taxes paid, custom
duties, as well as subsidies, if applicable. The RMPI is produced and published together with the IPPI as it meets
many of the same interest and needs.
Goods in both the IPPI and RMPI are aggregated hierarchically into groups based on the North American Product
Classification System (NAPCS) 2017 v2. For example, ‘motor gasoline’ is a component of ‘refined petroleum
energy products, and biofuels’, which is a component of ‘energy and petroleum products’, which is one of the 21
major groups in the IPPI. An index value and percent change is calculated for each one of these levels.
Each good and group has a weight (also referred to as ‘relative importance’) based on the value of the total sales
of that good by domestic manufacturers in a specific reference year. Groups contain the sum of the weights of
the goods contained therein. A good or group with a higher weight will affect the index proportionally based
on its weight. Therefore a large price movement from a lower weighted group can have less impact than a very
small movement from a higher weighted group. For the IPPI and RMPI, commodity and industry weights are
derived from a combination of the 2016 Supply and Use Tables that closely reflect actual economic transactions
by industry and the sales of goods manufactured by companies as reported for the 2016 Annual Survey of
Manufacturers and Logging (ASML).
Typically, the IPPI and RMPI are measured and published monthly. For the purposes of the year to year
comparisons included in this analytical paper, the annual average index values have been calculated, and
comparisons done between averages.
The current time base for both indexes is January 2020=100.
10
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