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US core CPI inflation came in unchanged but higher than both
consensus and markets expected at 2.2% y/y. The yield on the 2 year US
Treasury note increased by about 2bps following the report but the whole
Treasury curve cheapened by a similar amount. Market-based inflation
expectations edged a little higher including the 5y5y inflation swap that
climbed a touch to 2.2% and the ten year TIPS break-even rate increased by
2–3 bps. The latter has risen from a low of 1.68% on January 3rd to 1.87%
now but is a soft gauge of inflation expectations at best. Broadly speaking, the
hard inflation data and the market-based metrics lean significantly in favour of
our view that the Fed may have over-reacted to market turmoil in late
December among other considerations. More strongly, the activity and
inflation readings do not in the slightest way support market pricing for any
chance of a rate cut. Inflation pressures remain on a CPI basis with the Fed’s
preferred core PCE reading due for an update on March 1st. Core CPI
typically tracks higher and a reasonable estimate for core PCE inflation is to
expect an unchanged resilient 1.9% y/y pace of increase (see chart 1).
The month-ago core inflation reading was resilient at 0.2% m/m for the fourth
consecutive month. The sources of the inflationary pressure exhibited
breadth. In weighted terms, the contributions to year-over-year inflation
were heavily skewed to housing but with numerous other categories
also contributing (see chart 5).
Many economists had anticipated some influence of hedonic quality
adjustments to how prices for various telecommunications services
were captured in this report, but the effects were uncertain going in and
directionally opposite to what some had anticipated. Simply put, there
was no disinflationary influence from the quality adjustments to prices
this time around. The weights on the affected categories were quite
small in any event such that this influence was more hype than
substance. More on the hedonic adjustments is explained more fully by
the BLS here. The affected categories performed as follows:





Land line telephone services: prices were up 0.5% m/m
seasonally adjusted but with limited influence given only a 0.57%
weight in CPI.
Internet services and electronic information providers: these
prices were up 0.3% m/m SA, but again, they only carry a 0.8%
weight in CPI.
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Cable and satellite television service: These prices were up 0.2% m/m SA but with just a 1.5% weight in the CPI
basket.



Prior sources of volatility like wireless telephone services and prescription drugs remain mild drags on headline inflation in
year-ago terms but stabilized in January versus December. The tariff pass-through on laundry machines is also stabilizing.
See charts 2 and 3.



Gasoline prices fell 5.5% m/m and with a 3.7% weight in the basket this knocked 0.2% off the month-ago headline CPI
inflation rate. That explains the zero print for overall CPI in month-ago terms and is something monetary policy should
look through. Indeed, total energy prices were a uniform drag across all categories including electricity prices that fell 0.6% m/
m and up only 0.4% y/y while natural gas fell 0.3% m/m but is up 4.3% y/y. Total energy prices fell 3.1% m/m (-4.8% y/y) and
carry a 7.35% weight in the basket.



Food price inflation has been very mildly gaining of late. See chart 4.



Seasonally adjusted upside influences on the month-ago inflation rate included shelter costs that were up by 0.3% m/
m with about a one-third weight in the basket. Within shelter, rent was up 0.3% (7.9% weight) and owners’ equivalent rent was
up 0.3% m/m (24% weight). Also, medical care services were up 0.3% m/m with a 7% weight as physicians’ services were
0.4% m/m pricier.



Other sources of pressure came from apparel prices (+1.1% m/m) but they carry only a 2.96% weight.
Chart 4

Chart 5
Weighted Contributions To Year-Ago U.S. CPI Change

Food Prices
7

y/y % change

6
5
4
3
2

US CPI Urban
Consumers
Food at Home

1
0
-1
-2
-3
11
12
13
14
15
16
17
18
Sources: Scotiabank Economics, Bureau of
Labor Statistics, Statistics Canada.

19

Rent of Shelter
Motor Vehicle Insurance
Tuition, Other School Fees, and Childcare
Health Insurance
Hospital and Related Services
Other Recreation Services
Miscellaneous Personal Services
Professional Services
Used Cars and Trucks
Video and Audio Services
Motor Vehicle Maintenance and Repair
Water and Sewerage Maintenance
Tobacco and Smoking Products
Housekeeping Supplies
Personal Care Services
Leased Cars and Trucks
Footwear
Appliances
Pets and Pet Products
Garbage and Trash Collection
Internet Svcs/Electronic Information Providers
Motor Vehicle Fees
Furniture and Bedding
Domestic Services
Pet Services Including Veterinary
Tools, Hardware, Outdoor Equipment & Supplies
Alcoholic Beverages at Home
Sporting Goods
Motor Vehicle Parts and Equipment
Recreational Reading Materials
Alcoholic Beverages Away from Home
Tenants' and Household Insurance
Repair of Household Items
Men's and Boys' Apparel
Moving, Storage, Freight Expense
Infants' and Toddlers' Apparel
Postage and Delivery Services
Medical Equipment and Supplies
Photographers and Film Processing
Gardening and Lawncare Services
Educational Books and Supplies
New Vehicles
Photographic Equipment and Supplies
Jewelry and Watches
Personal Care Products
Window and Floor Coverings and Other Linens
Medicinal Drugs
Other Household Equipment and Furnishings
Miscellaneous Personal Goods
Women's and Girls' Apparel
Video and Audio Products
Other Recreational Goods
Public Transportation
Information Technology Commodities
Telephone Services
-0.2

% weighted contribution to
headline CPI y/y, January 2019
0.0

0.2

0.4

0.6

0.8

1.0

1.2

Sources: Scotiabank Economics, BLS.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com

2

GLOBAL ECONOMICS
| SCOTIA FLASH
February 13, 2019

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein have
been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their accuracy or
completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct
or consequential loss arising from any use of this report or its contents.
These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or trading
strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not constitute, a
recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation
23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed
as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other transaction. Scotiabank may
engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.
Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.
Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.
This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.
™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.
Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.; Citadel
Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited; Scotiabank
Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. – all members of
the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with limited liability and is
authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is authorised by the UK
Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK Prudential
Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation Authority are available
from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the UK Financial Conduct
Authority and the UK Prudential Regulation Authority.
Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated by
the Mexican financial authorities.
Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com

