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CPI: Headline Leaps As Core Eases Only Slightly

Bottom Line: CPI rose sharply more than expected in June as higher energy prices
pushed up prices even more than expected, with year-on-year readings coming in
over 9%. Core CPI rose more than expected, up 0.7% on the month, with year-on-
year readings falling only a tenth to 5.9%.

Owner's Equivalent Rent (OER), a key measure of shelter prices and nearly a third
of core CPI, held its fastest pace in this cycle, annualizing at over 7% in the last
three months. OER historically lags home price moves by over a year, and we
expected the acceleration to ease only very slowly over the balance of the year and
in early 2023.

Core goods components rebounded for the third month, with a notable upward
surprise in used car prices, a category that drove the initial acceleration in core
inflation early in this cycle. While consumers continued to shift back towards services
after massive goods consumption during the pandemic, clothing and other good
prices were higher than expected in June. New car prices rose amid continued slow
production due to supply chain constraints. Service prices rose steadily. Importantly,
medical care services were higher for the fourth month. Historically a significant
driver of core prices before the pandemic, medical care price inflation could persist
and hold up core prices longer than expected, even after OER starts decelerating.

Overall, we expect core inflation pressures to remain a significant concern
through the summer months. That said, high goods inventories should begin
to offer some downward pressure on prices later this summer, just as the
lagged impact of housing prices on OER starts to become a source of
deceleration on core CPI.
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The CPI ROSE by 1.32% in June, compared with market expectations for an
increase of 1.10%.

Food prices increased by 0.99%, while energy prices rose by 7.5%. Prices for
gasoline rose by 11.2%, while prices for fuel oil declined by 0.7%, prices for
electricity climbed by 1.7%, and prices for natural gas rose by 8.2%. Energy prices
are now 41.5% ABOVE their year-ago level.

Overall consumer prices are now 9.0% ABOVE their year-ago level; in June 2021,
consumer prices were 5.3% ABOVE their year-ago level.

The Core CPI ROSE by 0.71%, compared with market expectations for an increase
of 0.50%. Prices for commodities excluding food and energy commodities rose by
0.8%. Gains in used cars & trucks (+1.6%), apparel (+0.8%) drove core. Prices for



services excluding energy services rose 0.7% with a further increase in
transportation (+2.1%), medical care services (+0.7%), and owner's equivalent rent
(+O.7°/o).

Core consumer prices are now 5.9% ABOVE their year-ago level; in June 2021,
consumer prices were 4.4% ABOVE their year-ago level.

Monthly Core CPI
(contribution by component shaded bars)
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Medical care
commodities 0.39% 0.25% 2.84% 4.35% 3.22% 0.45% -2.48% 0.41%
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Month-over-month % change for most recent months, followed by annualized % changes for periods
noted. 5- and 10-year are simple averages of annual % changes. Prof. serv. includes physician, dental,
eye and other professional medical services.

Transportation | 3.85% @ 2.00% 23.98% @ 25.95% | 19.62% 21.28% -2.64% | 7.21%
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repair

Airline fare -1.82% | 12.56% 195.18% | 143.41% | 34.06% 0.73% -19.35% @ 4.71%

Month-over-month % change for most recent months, followed by annualized % changes for periods
noted. 5- and 10-year are simple averages of annual % changes. NOTE - Transportation and Private
Trans. includes fuel as well as services like vehicle insurance and licensing fees.





