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US Core CPI Inflation
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Sources: Scotiabank Economics, BLS, BEA.

Chart 2
US Core PCE and CPI Inflation
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Did Markets Over-React to US CPI?

e  USCPI surprised lower for a change...

e ...and markets may be prematurely judging Fed implications in August trading

US CPl, m/m SA /] yly % change, July:
Actual: 0.0/ 8.5

Scotia: 0.4 /8.9

Consensus: 0.2 /8.7

Prior:1.3 /9.1

US core CPl, m/m SA /] y/y % change, July:
Actual: 0.3/5.9

Scotia: 0.6 / 6.1

Consensus: 0.5/ 6.1

Prior: 0.7 /5.9

US CPl inflation surprised lower for a change. That prompted out-sized movements in
markets because a) the Fed has conditioned markets to attach excessive importance to
every backward-looking data wiggle, b) markets have adapted to positioning toward
persistent upside surprises and had to quickly cover, and c) it’s August! Being August, this
recap will be short.

US 2s rallied by about 17bps and 10s rallied by about 7bps in a bull steepener move. S&P
500 futures took off by about 1%4%. The dollar depreciated by about %% on a DXY basis.

In my view, it’s premature to judge whether the Fed’s next move in September will be a 50
or 75 point hike given that we’ll get one more PCE reading which is the Fed’s preferred
measure, one more CPI print and another jobs report before then plus the fact that
September often carries its own surprises along the way. At this point, | think a reasonable
perspective would lean heavily against the view that one softish CPI print would dissuade
the Fed’s hawks. They may trade-off the one CPl downside surprise against the ongoing
tightening in the US job market and concern that wage pressures present the risk of more
persistent inflation. In any event, | continue to think we’re dealing with longer wave forces
and it’s silly to think one inflation reading settles anything.

Core CPIl was up by just 0.3% m/m which was softer than expected and ends or at least
suspends a string of firmer readings that often surprised higher (chart 1). Headline CPI was
weaker than expected partly because of core but also because gasoline prices fell by more
than anticipated in seasonally adjusted terms (-7.7% m/m).

Among the uncertainties is whether core PCE will follow core CPl on August 26th given
that the two readings have not been tracking each other very well for some time (chart 2).

High contact service prices played a role in explaining the softish core CPI reading. Airfare
fell by 7.8% m/m, intercity transportation fell 0.3% m/m and lodging away from home fell
2.7% m/m.

New vehicle prices were up 0.6% m/m but used vehicles fell 0.4% for what is roughly a net
wash in terms of overall vehicle prices.

Owners’ equivalent rent was up 0.6% m/m which remains in line with the trend. Rent
remains hot at 0.7% m/m.

Charts 3-6 break out drivers and please see the more detailed accompanying table.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by
email at scotia.economics@scotiabank.com
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July Changes in US Headline CPI Categories
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July 12-Month Changes in
US Headline CPI Categories
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July Weighted Contributions to
the 12-Month Change in US Headline CPI
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Jul2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN chy a/ r"';’ 10-yeartrend Ja::';f;'_“;:ets'::s CT‘L '::;’ We'g(':;; yly m/m 203:3}3 Std.Dev.  Z-Score 2021;2‘31/3 Std.Dev.  Z-Score
Food 09 ey~ 1 13.42 146 0.15 13 0.8 126 17 1 8.1
Food, home Bl —~— 13 8.32 1.09 o.n 0.2 11 14 12 19 6.4
Cereals & bakery products 15.0 W/ ___.____‘_P,./ 1.8 1.06 0.16 0.02 0.4 0.9 16.6 0.9 17 83
Meats, poultry, fish & eggs 10.9 —f\u,-_J\f“ N 0.5 1.91 0.21 0.01 -0.2 32 34 21 39 22
Dairy & related products 14.9 V_/'\'__,_,_f"\.j ﬂ_,_p-\__v_/ 17 0.79 0.12 0.01 -0.6 1.6 9.7 11 31 44
Fruits & vegetables 9.3[mum i Al e’ 05 143 013 0.01 04 17 52 10 20 41
Non-alcoholic bevarages 38| e~ 23 0.95 013 0.02 06 10 127 05 16 8.4
Other food at home 15.8], S e 18 220 035 0.04 05 06 238 10 16 9.4
Food, away 6l 0.7 510 0.39 0.04 2.7 03 16.5 25 05 9.8
Full services meals & snacks 8.9 e _,__‘___,_f/ 0.6 2.39 0.21 0.01 2.6 0.4 171 24 05 13.0
Limited services meals and snacks 12— 08 247 018 0.02 28 03 136 25 07 6.7
Food at employee sites and school BT, T e 09 0.03 0.00 0.00 2.8 2.4 6.8 28 19 -8.7
Food from vending machines & mobile vendors 73 W —Mﬁ\_‘,_/“""’ 0.1 0.04 0.00 0.00 31 1.0 43 25 13 37
Other food away from home 6.7 W M 0.8 0.17 0.01 0.00 25 13 32 23 1.0 4.4
Energy 329 | v Ao S e -4.6 8.67 2.85 -0.40 -19 10.0 35 16 9.6 33
Energy comm. 489\ PN S ST -6 5.19 2.33 -0.39 -2.8 17.0 2.8 3.0 171 25
Fuel oils & other fuels 546y s’ -8.1 027 015 -0.02 -23 15.8 36 2.7 14.4 36
Motor fuel 45 s P S o ST -76 493 219 -037 -28 17.1 2.8 3.0 173 2.4
Gasoline 440 | ren S ST 27 48 212 -037 -28 121 27 30 17.4 24
Other 685 | s 24 o11 0.07 0.00 23 19.5 36 36 179 36
Energy serv. 188| e’ 0.1 3.47 0.65 0.00 0.0 24 7.1 0.5 27 6.9
Electricity 152|mvn i T 16 2.54 0.39 0.04 05 15 10.0 1.0 17 85
Utility (piped gas service) 305 vy e -36 093 0.28 -0.03 14 75 42 -09 73 43
Allitems less food and energy 5.9 Y __v_/-’"' 0.3 77.91 4.60 0.23 2.0 0.2 17.3 18 0.4 10.0
Commodities less food and energy 7.0 o ____,__./""\ 0.2 21.25 149 0.04 -0.3 0.4 18.8 0.2 0.9 17
Household furnishings 108 ol 0.6 3.80 0.41 0.02 0.8 12 9.7 -0.9 12 9.8
Window & floor coverings 6.9 | emrsent e et -0.2 0.29 0.02 0.00 -23 17 54 -28 18 55
Furniture & bedding 148 et 0.9 0.97 0.14 0.01 -0.3 17 838 -0.9 21 7.6
Appliances 53 Py T N T -0.6 0.25 0.01 0.00 12 31 21 -16 3.0 23
Other household equipment 7.8 W-WJ‘ WWJ” -0.5 0.56 0.04 0.00 -35 18 6.1 -3.7 15 7.7
Tools & hardware 10.8 NN o 04 0.93 0.10 0.00 -0.1 10 10.5 -0.3 12 9.1
Housekeeping supplies 1.0\ A W 13 0.93 0.10 0.01 0.3 12 9.0 04 13 81
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Jul2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
USINFLATION COMPONENT BREAKDOWN chy::;f 10-yeartrend Ja::'(;’;";':ets’::g C'EQ ':gg We'g(':/:; yly m/m 2015;;3‘;3 Std.Dev.  Z-Score 2021':31/3 Std.Dev.  Z-Score
Apparel B[ [ o ST -0.1 2.46 0.13 0.00 -0.5 10 5.7 03 17 27
Men's & boys apparel 6.1 W W\_‘,./f_ -12 0.63 0.04 -0.01 -03 15 42 0.5 2.3 25
Women's & girls apparel 41| rmmtp [ ST 0.9 0.96 0.04 0.01 13 19 29 -0.1 25 17
Footwear 6.2\ weaan [T ST 01| 060 0.04 0.00 0.2 13 45 08 17 33
Infant & toddler's apparel 82 WW" ‘\-H_V.‘h/\/"\' -13 0.12 0.01 0.00 0.4 38 21 0.5 36 22
Jewlery & watches 12 [t Mgl o ar -05 0.16 0.00 0.00 10 3.4 0.1 15 38 -0.1
Trans. less fuel 88 A _____,__/"\ 0.1 852 0.75 0.01 -03 0.9 10.3 0.4 15 5.6
New vehicles 104 A 0.6 403 0.42 0.02 0.1 0.7 157 0.8 12 78
Used cars & trucks 6.6 M ____,_/V\ 0.4 3.98 0.26 -0.02 -13 21 38 11 48 11
Motor vehicle parts & equipment 1471, e ~ 04 0.43 0.06 0.00 0.2 11 131 0.9 22 6.1
Medical comm, 37 ‘\r"-—"‘\m\w W 0.6 148 0.05 0.01 21 17 0.9 23 15 10
Medicinal Drugs 35w 0.6 138 0.05 0.01 22 18 0.7 23 16 0.8
Medical equipment & supplies 6.6 ""—"""""""'"‘W_f" "'""‘-'\,f 0.8 0.10 0.01 0.00 04 12 50 0.3 12 53
Recreation comm. IX | Y AN 02 188 0.08 0.00 -26 11 63 -23 09 11
Video & audio products 66 AN TN -0.7 0.28 -0.02 0.00 -10.1 24 15 9.2 22 12
Pets & pet products ] PN 06 055 0.05 0.00 04 15 58 05 15 58
Sporting goods 5.2 | ™ N -0.2 0.55 0.03 0.00 -0.7 15 38 -0.6 12 48
Photographic Equipment & supplies 6.1 W ‘J"-J\-/\/-““- 41 0.02 0.00 0.00 -17 46 17 3.0 40 2.3
Recreational reading materials 54 [ A N 10 0.10 0.1 0.00 16 19 21 15 18 22
Other recreational goods 36 W"' M 12 0.38 0.01 0.00 6.5 13 7.6 -5.2 17 50
Educ. & communication comm. 10|ty | e L -08 0.77 -0.05 -0.01 -37 10 -32 -35 09 -39
Educational books & supplies 3.1 W M 0.0 0.09 0.00 0.00 22 3.0 0.3 36 2.7 -0.2
IT commodities 81| e | pn T\ -0.9 0.69 -0.06 -0.01 6.1 19 11 -6.8 18 0.7
Alcohol 82| s pyreapfM A 05 0.87 0.04 0.00 13 03 85 14 0.4 7.7
Alcoholic beverages at home 31 | AW AA SANAST 0.4 0.58 0.02 0.00 0.8 0.6 38 0.8 05 44
Alcoholic beverages away from home 57 W Wf' 0.3 0.29 0.02 0.00 19 0.5 82 22 0.7 53
Other goods 6.7 | 03 134 0.09 0.00 14 0.9 6.2 14 07 74
Tobacco & smoking products 77 | e e~ 03 0.51 0.04 0.00 43 15 22 44 38 0.9
Personal care products 50 '\,.MWW/ w~v----—/ 1.0 0.64 0.03 0.01 -0.3 0.6 9.1 -0.1 08 6.2
Miscellaneous personal goods 9.0 w«f M -18 0.19 0.02 0.00 -2.4 31 37 -17 24 45
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Jul 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN o ::;’ 10-yeartrend Ja:;g:;'_"::ets'::; c':i ':;’ We'g(';{tj yly m/m 20::.3}3 Std.Dev.  Z-Score 2021;2'31/3 Std.Dev.  Z-Score
Services less energy services 5.5 —*-'—"‘"-"“"-wl"') _,__\_ﬁ/,/ 0.4 56.66 3.12 0.23 2.8 0.2 1.5 24 0.6 4.9
Shelter 57— ———— 0.5 32.29 1.84 0.16 33 0.2 14.3 25 12 2.8
Rent of shelter 58| i e 0.5 31.92 1.85 0.16 33 0.2 135 25 12 28
Rent of primary residence 63| ——— 0.7 7.24 0.46 0.05 3.7 0.1 19.5 29 1.1 3.1
Lodging away from home 1.0 |t (N T -2.7 1.03 0.01 -0.03 23 2.0 -0.6 22 22 -05
OER of residences s - S— 0.6 23.66 1.37 0.14 3.2 0.2 12.7 2.4 1.1 3.2
Tenants' & household insurance 0.4 [ MmN A 0.1 0.36 0.00 0.00 1.4 1.2 0.8 23 15 2
Water, sewer, trash collection 4.4 .\""“M’"‘w‘-"’ W—"" 0.4 1.08 0.05 0.00 3.6 0.6 1.4 4.3 1.0 0.1
Water & sewage maintenance 4.0 M WV\A./M-F— 0.5 0.78 0.03 0.00 4.0 0.8 0.1 4.8 1.4 -0.6
Garbage & trash collection 52 r—“—\_,-_,«u}w\l '\‘-\r-——"""“‘/ 0.1 0.30 0.02 0.00 25 1.5 1.8 25 1.1 25
Household ops. 6.5( e S g ST 0.1 0.82 0.05 0.00 3.8 13 2.2 26 1.6 2.4
Domestic services G | N o SIS e ¥ 0.6 0.24 0.01 0.00 2.0 1.1 2.9 1.6 1.0 3.4
Gardening & lawncare 4.1 __v_,r'\_\_,_/\r’L, J_'_‘\___, 0.2 0.30 0.01 0.00 4.3 2.7 -0.1 2.8 2.6 0.5
Moving, storage, freight 55 W..._,.r-""\r-m.r\,\;!\ v—a\_._/—f'\w 1.5 0.10 0.01 0.00 56 3.9 0.0 3.3 3.9 0.6
Repair of household items 54| et T 0.1 0.12 0.01 0.00 4.8 21 03 42 20 0.6
Medical serv. 5[ eSS T 0.4 6.82 0.35 0.03 2.9 1.0 23 3.0 0.8 25
Professional Services 2.2 |mmmem ™\ PV S 0.0 3.45 0.08 0.00 1.5 0.9 0.7 1.8 0.8 0.5
Hospital & related services 4.0 MM e e 05 2.51 0.10 0.01 3.8 1.1 0.2 45 13 -0.4
Health insurance 20.6 M W 22 0.86 0.18 0.02 50 58 2.7 3.6 6.0 2.8
Transportation serv. 9.2 —;J“' w_f“"" -0.5 5.86 0.54 -0.03 2.6 11 6.0 2.6 1.0 6.8
Leased cars & trucks 3.6 | N N — 06 0.76 -0.03 0.00 05 3.0 -16 32 -0.6
Motor vehicle maintenance & repair 81 o " 1.1 1.02 0.08 0.01 2.2 0.7 85 2.0 0.6 10.6
Motor vehicle insurance 7.4 HMWJP ——\.,-\_.,J\-‘— 1.3 2.38 0.18 0.03 55 2.6 0.7 4.8 2.0 1.3
Motor vehicle fees 1.8 [Nermy SNy piae N e 0.7 0.50 0.01 0.00 1.8 0.7 0.0 2.2 1.9 -0.2
Public transportation 19.0 ooy N —— -6.1 1.05 0.20 -0.06 1.2 15 13.4 1.0 3.6 50
Recreation serv. 45|t 0.4 3.3 0.14 0.01 26 0.7 29 23 0.7 29
Video & audio services 3.8 W W -0.6 1.16 0.04 -0.01 2.7 14 0.8 2.6 13 0.9
Pet services 93 e 1.2 0.51 0.05 0.01 3.1 0.8 8.1 3.3 0.9 6.5
Photo services 3.9 [~ -0.7 0.03 0.00 0.00 -0.2 2.0 2.0 0.8 1.8 1.7
Other recreation services 35 '\-—MW“' W"\' 0.9 1.43 0.05 0.01 2.4 0.6 1.9 1.7 1.1 1.7
Educ. & communication serv. ] e N e e o -0.1 5.31 0.08 -0.01 0.4 13 0.8 11 13 0.3
Tuition, school fees, child care 26 [T TN T, — 0.1 2.48 0.06 0.00 2.8 0.6 -0.3 33 0.8 -1.0
Postage & delivery 41| e — N 0.4 0.08 0.00 0.00 23 2.0 0.9 3.3 2.0 0.4
Telephone services 00|~ "=~ 0.0 1.81 0.00 0.00 -2.4 3.0 0.8 -1.3 24 05
Internet services 17 W‘V’W W -0.8 0.93 0.02 -0.01 -0.2 1.5 13 0.1 13 12
Other personal serv. 59| A | 0.4 136 0.08 0.01 2.7 0.7 4.8 2.4 0.6 5.5
Personal care services 43 M W 0.2 0.54 0.02 0.00 2.3 0.7 2.9 18 0.8 3.0
Miscellaneous personal services 70| ~eemrri o S 0.5 0.82 0.06 0.00 29 0.9 4.4 27 0.7 5.9
*Number may not add due to rounding
Sources: Scotiabank Economics, BLS.
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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.
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