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Chart 2 

Fed Speakers Counter Market’s Reaction to US CPI 

• US CPI inflation lands on the screws… 

• ...with very little breadth in key services inflation... 

• ...driving a dovish market reaction… 

• ...while Fed officials continue to guide further hikes including 25bps next time 

• The uncertain path forward keeps inflation risk slanted upward 

 

US CPI, m/m % SA // y/y %, December: 

Actual: -0.1 / 6.5 

Scotia: 0.0 / 6.5 

Consensus: -0.1 / 6.5 

Prior: 0.1 / 7.1 

 

US core CPI, m/m % SA // y/y %, December: 

Actual: 0.3 / 5.7 

Scotia: 0.4 / 5.8 

Consensus: 0.3 / 5.7 

Prior: 0.2 / 6.0 

 

US CPI landed on the screws at -0.1% m/m SA for headline inflation and +0.3% m/m for 

core CPI which on both counts was just a tick beneath my estimates and further below 

nowcasts. The annualized m/m rate of change in core CPI accelerated to 3.7% from 2.4% 

in November which puts the three-month moving average at 3.1% (chart 1). That is cooler 

than earlier periods but still persistently too warm for the Fed’s liking and that may be 

what the Fed will emphasize especially as evidenced in Powell's speech in November and 

his communications in December. Breadth, however, was generally rather soft. Forward-

looking risks probably remain more skewed toward upside than downside risk. 

MARKET REACTION 

Markets reacted favourably as the two-year Treasury yield fell by about 3–4bps post-data, 

fed funds futures shaved 3–4bps off of pricing for the February 1st meeting that is now 

basically pricing a 25bps hike and also reduced terminal rate pricing by just 1–2bps with 

still another 50+bps of tightening priced that would raise the fed funds upper limit to 

about 5% versus the FOMC’s 5.25% median estimate. 

FED REACTION—STICKING TO THEIR GUNS 

We’ve already heard from Philly’s Harker (voting) who said he leans toward downshifting 

to a 25bps pace and a terminal rate a little above 5%, so presumably he’s one of the 5¼% 

dots. Bullard said he still favours getting above 5% “as soon as possible.” and that there is 

too much optimism in markets that inflation will fall. Barkin next (12:40pmET, nonvoting). 

HOW LOW CAN IT GO? 

Where to from here for CPI? Chart 2 shows three scenarios for the year-over-year rate. 

The lowest scenario is derived by only allowing year-ago base effects to work through 

while keeping the CPI index level unchanged on a monthly basis over the next year; it 

shows how much of a deceleration would be driven by shifting year-ago comparisons. The 

next lowest line comes from combining this shift in year-ago base effects with average 

monthly seasonality in price pressures drawn from before the pandemic; it shows that 

inflation decelerates but bottoms at just under 2% y/y. The third line is our Scotia 

Economics forecast for CPI that expects it to end the year at 3.8% y/y (consensus 3%) by 

forecasting greater trend pressures than average seasonality would suggest. 

Chart 1 
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There is a lot of uncertainty around all CPI views going forward, but I still think Powell will see 

more upside risk than downside risk to inflation going forward given evolving developments. 

One is how tight the job market is and what that may mean to real wage pressures going 

forward and his connection to core service prices defined as within PCE (not CPI) and by 

stripping out shelter and energy. Two is that pandemic developments might exert renewed 

pressure on supply chains and upward risk to prices via China’s abrupt ending of Covid Zero 

policies and the XBB.1.5 variant in the US. Markets and some economists may therefore be 

more focused upon the latest inflation print than the Fed may be as it sticks to its tightening 

path and leaning against easing bets. 

DETAILS—LACK OF BREADTH EITHER UP OR DOWN 

Core goods price inflation was a little less weak last month than the prior month, but prices still 

fell (chart 3). Core services (ex– energy services) inflation picked up a touch but was flat ex-

shelter.  

Charts 4 and 5 (next pages) illustrate unweighted m/m changes in CPI components and their 

weighted contributions to m/m CPI respectively. It was basically a matter of housing versus 

gasoline with a few other small effects that overall point to narrow breadth in weighted 

movements. 

Charts 6 and 7 do the same thing for year-over-year rates of inflation by component. 

Among individual components, shelter was up 0.8 m/m with rent of primary residence at 0.8% 

and OER at 0.8%. There is so far zippo cooling evidence in terms of housing with all of that still 

ahead of us later in the year and gradually so (see the Global Week Ahead for how the lags 

work). Also recall that PCE attaches half the weight to shelter that CPI does. 

Food was up 0.3% led by 'away from home' as at home was up 0.2 Chart 8. Gasoline fell 9.4% 

and shaved 0.4 ppts off of headline CPI SA. 

Medical care services were up 0.1 and ditto for medical care commodities. 

Airfare was down 3.1% m/m and has fallen in six of the past seven months (chart 9). Lodging 

was up by 1.5% m/m, car rentals fell by 1.6%. 

New and used vehicle prices had minimal effects in weighted terms (chart 10).  

Apparel prices were up by 0.5% m/m SA which at a 2.4% weight meant nothing in terms of weighted contributions to CPI (chart 11). 

Please also see the accompanying detailed table including micro-charts and z-scores of deviations from historical norms for price changes. 

Chart 3 
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Chart 4 Chart 5 
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Chart 6 Chart 7 
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Dec 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN
y/y % 

change
10-year trend

Pandemic trend 

(Jan 2019–Present)

m/m % 

change

Weights    

(%)
y/y m/m

2015–2019 

avg. y/y
Std. Dev. Z-Score

2011–2019 avg. 

y/y
Std. Dev. Z-Score

Food 10.4 0.3 13.78 1.43 0.04 1.3 0.8 12.0 1.7 1.1 7.6

Food, home 11.8 0.2 8.53 1.01 0.02 0.2 1.1 10.2 1.2 1.9 5.7

Cereals & bakery products 16.1 0.0 1.12 0.18 0.00 0.4 0.9 17.9 0.9 1.7 9.0

Meats, poultry, fish & eggs 7.7 1.0 1.90 0.15 0.02 -0.2 3.2 2.5 2.1 3.9 1.4

Dairy & related products 15.3 -0.3 0.81 0.12 0.00 -0.6 1.6 9.9 1.1 3.1 4.5

Fruits & vegetables 8.4 -0.6 1.43 0.12 -0.01 0.4 1.7 4.7 1.0 2.0 3.6

Non-alcoholic bevarages 12.6 0.1 0.98 0.12 0.00 0.6 1.0 11.5 0.5 1.6 7.6

Other food at home 13.9 0.4 2.29 0.32 0.01 0.5 0.6 20.8 1.0 1.6 8.2

Food, away 8.3 0.4 5.23 0.43 0.02 2.7 0.3 18.9 2.5 0.5 11.1

Full services meals & snacks 8.2 0.1 2.44 0.20 0.00 2.6 0.4 15.2 2.4 0.5 11.6

Limited services meals and snacks 6.6 0.5 2.53 0.17 0.01 2.8 0.3 11.7 2.5 0.7 5.8

Food at employee sites and school 129.6 0.6 0.08 0.10 0.00 2.8 2.4 51.8 2.8 1.9 66.1

Food from vending machines & mobile vendors 14.8 1.4 0.04 0.01 0.00 3.1 1.0 11.8 2.5 1.3 9.4

Other food away from home 6.0 1.0 0.17 0.01 0.00 2.5 1.3 2.6 2.3 1.0 3.7

Energy 7.3 -4.5 8.06 0.59 -0.36 -1.9 10.0 0.9 1.6 9.6 0.6

Energy comm. 0.4 -9.4 4.31 0.02 -0.40 -2.8 17.0 0.2 3.0 17.1 -0.2

Fuel oils & other fuels 26.0 -11.9 0.26 0.07 -0.03 -2.3 15.8 1.8 2.7 14.4 1.6

Motor fuel -0.9 -9.2 4.05 -0.04 -0.37 -2.8 17.1 0.1 3.0 17.3 -0.2

Gasoline -1.5 -9.4 3.95 -0.06 -0.37 -2.8 17.1 0.1 3.0 17.4 -0.3

Other 32.3 -8.5 0.10 0.03 -0.01 -2.3 19.5 1.8 3.6 17.9 1.6

Energy serv. 15.6 1.5 3.56 0.56 0.05 0.0 2.4 6.4 0.5 2.7 5.7

Electricity 14.3 1.0 2.61 0.37 0.03 0.5 1.5 9.4 1.0 1.7 8.0

Utility (piped gas service) 19.3 3.0 0.95 0.18 0.03 -1.4 7.5 2.8 -0.9 7.3 2.8

All items less food and energy 5.7 0.3 78.35 4.47 0.24 2.0 0.2 16.4 1.8 0.4 9.5

Commodities less food and energy 2.1 -0.3 20.88 0.44 -0.06 -0.3 0.4 6.2 0.2 0.9 2.2

Household furnishings 7.3 0.2 3.80 0.28 0.01 -0.8 1.2 6.8 -0.9 1.2 6.9

Window & floor coverings 4.8 -0.4 0.29 0.01 0.00 -2.3 1.7 4.1 -2.8 1.8 4.3

Furniture & bedding 4.7 0.0 0.95 0.04 0.00 -0.3 1.7 2.9 -0.9 2.1 2.7

Appliances 1.1 0.2 0.24 0.00 0.00 -1.2 3.1 0.7 -1.6 3.0 0.9

Other household equipment 3.3 -1.1 0.55 0.02 -0.01 -3.5 1.8 3.7 -3.7 1.5 4.7

Tools & hardware 10.6 1.4 0.96 0.10 0.01 -0.1 1.0 10.3 -0.3 1.2 8.9

Housekeeping supplies 11.6 0.3 0.95 0.11 0.00 0.3 1.2 9.5 0.4 1.3 8.5
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Dec 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN
y/y % 

change
10-year trend

Pandemic trend 

(Jan 2019–Present)

m/m % 

change

Weights    

(%)
y/y m/m

2015–2019 

avg. y/y
Std. Dev. Z-Score

2011–2019 avg. 

y/y
Std. Dev. Z-Score

Apparel 2.9 0.5 2.41 0.07 0.01 -0.5 1.0 3.5 0.3 1.7 1.5

Men's & boys apparel 2.2 1.6 0.60 0.01 0.01 -0.3 1.5 1.6 0.5 2.3 0.8

Women's & girls apparel 4.1 -0.3 0.96 0.04 0.00 -1.3 1.9 2.9 -0.1 2.5 1.7

Footwear 0.8 -0.2 0.59 0.00 0.00 0.2 1.3 0.4 0.8 1.7 0.0

Infant & toddler's apparel 5.0 0.8 0.11 0.01 0.00 0.4 3.8 1.2 0.5 3.6 1.3

Jewlery & watches 5.0 3.3 0.15 0.01 0.01 1.0 3.4 1.2 1.5 3.8 0.9

Trans. less fuel -0.9 -1.2 8.21 -0.07 -0.10 -0.3 0.9 -0.7 0.4 1.5 -0.9

New vehicles 5.9 -0.1 4.07 0.24 0.00 0.1 0.7 8.8 0.8 1.2 4.2

Used cars & trucks -8.8 -2.5 3.62 -0.32 -0.09 -1.3 2.1 -3.6 1.1 4.8 -2.1

Motor vehicle parts & equipment 9.9 0.1 0.44 0.04 0.00 0.2 1.1 9.2 0.9 2.2 4.2

Medical comm. 3.2 0.1 1.47 0.05 0.00 2.1 1.7 0.6 2.3 1.5 0.6

Medicinal Drugs 2.8 0.0 1.37 0.04 0.00 2.2 1.8 0.3 2.3 1.6 0.4

Medical equipment & supplies 9.2 2.3 0.10 0.01 0.00 0.4 1.2 7.1 0.3 1.2 7.5

Recreation comm. 4.1 0.1 1.87 0.08 0.00 -2.6 1.1 6.3 -2.3 0.9 7.1

Video & audio products -7.5 0.0 0.27 -0.02 0.00 -10.1 2.4 1.1 -9.2 2.2 0.8

Pets & pet products 12.6 0.1 0.58 0.07 0.00 0.4 1.5 8.3 0.5 1.5 8.3

Sporting goods 3.5 -0.5 0.55 0.02 0.00 -0.7 1.5 2.7 -0.6 1.2 3.4

Photographic Equipment & supplies 5.9 3.5 0.02 0.00 0.00 -1.7 4.6 1.7 -3.0 4.0 2.2

Recreational reading materials 4.4 -0.1 0.10 0.00 0.00 1.6 1.9 1.5 1.5 1.8 1.7

Other recreational goods 2.1 0.9 0.36 0.01 0.00 -6.5 1.3 6.4 -5.2 1.7 4.2

Educ. & communication comm. -10.1 -0.8 0.73 -0.07 -0.01 -3.7 1.0 -6.3 -3.5 0.9 -7.3

Educational books & supplies 5.4 0.2 0.09 0.00 0.00 2.2 3.0 1.1 3.6 2.7 0.6

IT commodities -11.8 -0.9 0.64 -0.08 -0.01 -6.1 1.9 -3.0 -6.8 1.8 -2.8

Alcohol 5.8 0.5 0.88 0.05 0.00 1.3 0.3 13.1 1.4 0.4 12.1

Alcoholic beverages at home 5.3 0.6 0.58 0.03 0.00 0.8 0.6 7.5 0.8 0.5 8.5

Alcoholic beverages away from home 6.8 0.8 0.29 0.02 0.00 1.9 0.5 10.6 2.2 0.7 6.9

Other goods 7.2 -0.1 1.36 0.10 0.00 1.4 0.9 6.8 1.4 0.7 8.1

Tobacco & smoking products 5.5 -0.1 0.52 0.03 0.00 4.3 1.5 0.8 4.4 3.8 0.3

Personal care products 7.5 -0.1 0.65 0.05 0.00 -0.3 0.6 13.4 -0.1 0.8 9.2

Miscellaneous personal goods 10.8 0.1 0.19 0.02 0.00 -2.4 3.1 4.3 -1.7 2.4 5.2
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Dec 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN
y/y % 

change
10-year trend

Pandemic trend 

(Jan 2019–Present)

m/m % 

change

Weights    

(%)
y/y m/m

2015–2019 

avg. y/y
Std. Dev. Z-Score

2011–2019 avg. 

y/y
Std. Dev. Z-Score

Services less energy services 7.0 0.5 57.47 4.02 0.29 2.8 0.2 18.0 2.4 0.6 7.3

Shelter 7.5 0.8 32.93 2.47 0.26 3.3 0.2 25.1 2.5 1.2 4.3

Rent of shelter 7.6 0.8 32.57 2.48 0.26 3.3 0.2 23.3 2.5 1.2 4.3

Rent of  primary residence 8.3 0.8 7.45 0.62 0.06 3.7 0.1 34.5 2.9 1.1 4.9

Lodging away from home 3.2 1.5 0.89 0.03 0.01 2.3 2.0 0.5 2.2 2.2 0.5

OER of residences 7.5 0.8 24.24 1.82 0.19 3.2 0.2 21.1 2.4 1.1 4.7

Tenants' & household insurance 0.4 0.1 0.36 0.00 0.00 1.4 1.2 -0.8 2.3 1.5 -1.2

Water, sewer, trash collection 4.9 0.3 1.09 0.05 0.00 3.6 0.6 2.2 4.3 1.0 0.6

Water & sewage maintenance 4.5 0.3 0.78 0.04 0.00 4.0 0.8 0.7 4.8 1.4 -0.2

Garbage & trash collection 6.1 0.2 0.31 0.02 0.00 2.5 1.5 2.5 2.5 1.1 3.3

Household ops. 6.6 0.1 0.83 0.05 0.00 3.8 1.3 2.2 2.6 1.6 2.5

Domestic services 3.7 1.7 0.24 0.01 0.00 2.0 1.1 1.6 1.6 1.0 2.0

Gardening & lawncare 4.1 0.2 0.30 0.01 0.00 4.3 2.7 -0.1 2.8 2.6 0.5

Moving, storage, freight 1.1 -1.3 0.10 0.00 0.00 5.6 3.9 -1.2 3.3 3.9 -0.6

Repair of household items 5.4 0.1 0.11 0.01 0.00 4.8 2.1 0.3 4.2 2.0 0.6

Medical serv. 4.1 0.1 6.79 0.28 0.01 2.9 1.0 1.2 3.0 0.8 1.3

Professional Services 3.0 0.1 3.46 0.10 0.00 1.5 0.9 1.6 1.8 0.8 1.5

Hospital & related services 4.6 1.5 2.49 0.11 0.04 3.8 1.1 0.7 4.5 1.3 0.0

Health insurance 7.9 -3.4 0.84 0.07 -0.03 5.0 5.8 0.5 3.6 6.0 0.7

Transportation serv. 14.6 0.2 6.02 0.88 0.01 2.6 1.1 10.9 2.6 1.0 12.4

Leased cars & trucks -3.6 1.5 0.76 -0.03 0.01 0.5 3.0 -1.4 -1.6 3.2 -0.6

Motor vehicle maintenance & repair 13.0 1.0 1.09 0.14 0.01 2.2 0.7 15.4 2.0 0.6 19.1

Motor vehicle insurance 14.2 0.6 2.53 0.36 0.02 5.5 2.6 3.3 4.8 2.0 4.6

Motor vehicle fees 1.8 0.1 0.50 0.01 0.00 1.8 0.7 0.0 2.2 1.9 -0.2

Public transportation 18.9 -2.8 0.91 0.17 -0.03 -1.2 1.5 13.3 1.0 3.6 5.0

Recreation serv. 5.7 0.3 3.15 0.18 0.01 2.6 0.7 4.7 2.3 0.7 4.5

Video & audio services 4.2 -0.3 1.14 0.05 0.00 2.7 1.4 1.0 2.6 1.3 1.2

Pet services 9.1 -0.4 0.52 0.05 0.00 3.1 0.8 7.8 3.3 0.9 6.3

Photo services 5.8 -0.2 0.03 0.00 0.00 -0.2 2.0 3.0 0.8 1.8 2.7

Other recreation services 5.7 1.1 1.45 0.08 0.02 2.4 0.6 5.5 1.7 1.1 3.7

Educ. & communication serv. 2.4 0.3 5.32 0.13 0.02 0.4 1.3 1.5 1.1 1.3 1.1

Tuition, school fees, child care 3.3 0.3 2.50 0.08 0.01 2.8 0.6 0.9 3.3 0.8 -0.1

Postage & delivery 4.6 0.2 0.08 0.00 0.00 2.3 2.0 1.2 3.3 2.0 0.7

Telephone services 1.9 0.3 1.81 0.03 0.01 -2.4 3.0 1.4 -1.3 2.4 1.3

Internet services 1.1 0.1 0.92 0.01 0.00 -0.2 1.5 0.9 0.1 1.3 0.8

Other personal serv. 5.5 -0.2 1.37 0.08 0.00 2.7 0.7 4.2 2.4 0.6 4.9

Personal care services 6.3 0.3 0.54 0.03 0.00 2.3 0.7 5.7 1.8 0.8 5.5

Miscellaneous personal services 5.1 -0.4 0.82 0.04 0.00 2.9 0.9 2.4 2.7 0.7 3.3

*Number may not add due to rounding

Sources: Scotiabank Economics, BLS.
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