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Sources: scotiabank Economics, BLS. Fed funds futures are pricing a few basis points more than a half-point rate hike next week
and material odds of a 75bps at the July meeting. The Fed has made it clear it will be
Chart 2 considering a 50bps move next week and so given its emphasis upon avoiding surprises
US Inflation Showing High Breadth and holding hands along the way it may be highly reticent to deviate from this guidance.

The costs to turning its meeting-by-meeting forward guidance into a dumpster fire may
be deemed to be too high and they can use forward guidance to support market
tightening that is greater than the immediate pace at which the target range is hiked.
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89 92 95 98 01 04 07 10 13 16 19 22 move in July, higher odds they will signal a continuation of big moves into the September
Sources: Scotiabank Economics, BLS. . . L . L
meeting and that our forecast for a terminal rate of 3% faces significant upside risk into

year-end.

Headline CPI prices were up 1.0% m/m in seasonally adjusted terms which is quite a bit
faster than consensus (0.7%) and close to my 0.9% estimate at the very top end of
consensus. Core inflation ex-food-and-energy was up 0.6% m/m and a touch faster than
consensus and my estimate that were both 0.5%, but the year-over-year rate of 6% was a
tick higher than consensus and on my estimate.

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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Momentum remains very high with no signs that inflationary pressures are easing up which counsels hitting the policy rate harder.
Annualized month-over-month core CPl inflation picked up to 7.8% from 7.0% the prior month for the hottest reading since June of last
year. Chart 1 shows how sustained the price pressures have been using this measure which remains the preferred gauge for assessing
inflationary pressures at the margin as opposed to year-over-year measures.

High breadth was the added killer (chart 2). Very high breadth. 86% of the CPI basket is up by more than the Fed’s 2% inflation target. 78%
of the basket is up by more than 3% and 68% is up by more than 4% or double the Fed’s target. It takes until we get to about 5.7% y/y for
over half of the basket to be rising by less than this figure. All told, this is astronomical breadth.

Chart 3 shows the weighted contributions to the 1% m/m rise in total CPI by individual component. Gasoline prices were the highest
contributor followed by the way the US captures housing inflation and then followed by airfare, used vehicles, home heating, rents, new
vehicles and onward. These are major components of the household budget and they are all lit up. Chart 4 shows the changes in m/m
prices by category without applying weights to the respective categories. Charts 5 and 6 do the same thing to the year-over-year rates by
category.

Core goods price inflation is ebbing in year-over-year terms but the warnings about the need to discount this as pandemic effects
dissipate in favour of expecting accelerating reopening effects on services are coming true (chart 7). Service price inflation continues to
accelerate.

Food prices were up 1.2% m/m with food at home up 1.4% and away from home up 0.7% (chart 8). Energy prices were up 3.9% m/m led by
gas at 4.1% that matched the estimate, but also piped gas prices were up 8% which was softer than market price increases. Housing
inflation is shown in chart 9. I'm surprised that both new and used vehicle prices were up 1% m/m and 1.8% m/m respectively given other
sources that were indicating they'd be little changed and cancel out, but the year-over-year rates have cooled (chart 10). Still, the weights
imply little contribution from either.

High contact prices gained again as expected. Airfare was up 12.6% m/m, vehicle rentals up 1.7% m/m since if you can't get one then rent
one, lodging was up 0.9% and note previously mentioned take-out prices etc etc

Please also see the detailed table on the back page that breaks down all components of the basket with micro charts, weights, standard
deviations and z-scores as a measure of how abnormal the price changes by category are relative to multi-year periods.

As a final observation, given the higher odds that the Fed will pick up the size of hikes likely in July with June risk, this makes is significantly
more likely that the Bank of Canada will hike by a bigger amount than 50bps at its July meeting and probably 75bps. Both central banks
are absurdly behind where they should be. Similar domino effects are occurring across gilts and EGBs as a faster pace of Fed tightening is
implying spillover effects into other central bank decisions.
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May Weighted Contributions to
the 12-Month Change in US Headline CPI
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May 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN VY%l 4o.yeartreng  Fandemictrendl  m/mf%)  Weights yly mim| 20200 qibev.  zescore OO G bev.  z-score

change (Jan 2019-Present) change (%) avg.yly yly

Food o~ 12 13.36 135 0.16 13 08 16 17 11 14
Food, home nopep o~ 14 8.25 0.98 0.12 02 11 103 12 19 58
Cereals & bakery products ne W/‘““‘/'-sr—"»-/ 15 1.05 0.12 0.02 0.4 09 12.8 09 17 6.3
Meats, poultry, fish & eggs U2 AT 11 188 0.27 0.02 02 32 45 21 39 31
Dairy & related products ns Ww’/"‘*\,v_/ 29 0.76 0.09 0.02 -0.6 16 77 11 31 34
Fruits & vegetables 82~ Al 06 143 02 0.01 0.4 17 45 10 20 35
Non-alcoholic bevarages 120 MW 17 0.94 0n 0.02 0.6 1.0 10.9 05 1.6 73
Other food at home 111 Y S g 16 219 028 0.04 05 06 1858 10 16 74
Food, away we S 07 512 0.38 0.04 27 03 15.8 25 05 9.4
Full services meals & snacks 9.0 ——-+f-———’*\—/——-—w—// 0.8 2.38 0.21 0.02 2.6 04 17.4 24 05 132
Limited services meals and snacks 73k 07 249 0.8 0.02 28 03 139 25 07 68
Food at employee sites and school 305 T e 04 0.04 -0.01 0.00 28 24 136 28 19 74
Food from vending machines & mobile vendors 80P et SNS e 20 0.04 0.00 0.00 31 10 50 25 13 42
Other food away from home 5.0\ AN A n | 05 017 0.01 0.00 25 13 19 23 10 27
Energy 346y S e 39 830 287 032 19 10,0 37 16 96 34
Energy comm. 503}y ur e S ST 45 493 248 0.22 -28 1.0 34 30 171 28
Fuel oils & other fuels 759 S 131 024 018 0.03 23 158 50 27 144 51
Motor fuel 19 mmm e S ST 41 469 230 0.19 28 171 30 30 173 27
Gasoline 487 | N S N ST 41| 459 224 019 28 11 30 30 174 26
Other Blfn TS 76| 009 007 001 23 195 39 36 179 39
Energy serv. 62l T 30 337 05 0.10 0.0 24 66 05 27 59
Electricity 20l T 13 251 030 0.03 05 15 78 10 17 66
Utility (piped gas service) 302 80 0.86 026 0.07 14 75 42 09 73 42
Allitems less food and energy 6.0 w__,__.,_// ___V_/‘/ 0.6 78.34 470 0.47 20 0.2 17.8 18 0.4 10.2
Commodities less food and energy 8.5( S _,__\,_/‘/\ 0.7 2151 1.83 0.15 -0.3 0.4 22.7 0.2 0.9 9.4
Household furnishings ol 0.1 374 0.36 0.00 -08 12 88 -0.9 12 89
Window & floor coverings 72| emrnind ot -04 030 0.02 0.00 -23 17 55 28 18 56
Furniture & bedding 127 \,,_.,_,,«w\,/. M,..J‘"A -0.2 0.97 0.12 0.00 -0.3 17 7.5 -0.9 21 6.6
Appliances 6.4 Moy W N T -07 026 0.02 0.00 12 31 24 16 30 26
Other household equipment 58 o™ o~ 20 059 0.03 0,01 35 18 50 37 15 6.4
Tools & hardware 110] N SN 11 0.93 0.10 0.01 01 10 107 -03 12 93
Housekeeping supplies 92 h N 10 0.93 0.09 0.01 03 12 75 04 13 67
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May 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
US INFLATION COMPONENT BREAKDOWN d:' : z:: 10-yeartrend Ja:;z‘:;ﬂf::::g glamn:: We'g:;/:s) yly m/m 20:’:3}3 Std.Dev.  Z-Score| 2 201 a;'/gy Std.Dev.  Z-Score
Apparel R e e as 07 254 013 0.02 05 10 56 03 17 27
Men's & boys apparel 7.3 \"“*WV&.,/" ‘\M 02 0.64 0.05 0.00 -0.3 15 50 05 2.3 30
Women's & girls apparel 41 WW 0.6 1.00 0.04 0.01 -13 19 29 -0.1 25 17
Footwear 15N wmon J ST 0.9 061 0.03 001 0.2 13 32 08 17 22
Infant & toddler's apparel 10.2 W\.—W ’\«-'VVJ\/‘A 20 0.12 0.01 0.00 04 38 26 05 36 27
Jewlery 8 watches 0.6 oMol A A TN 0.9 016 000 0.00 10 34 05 15 38 06
Trans. less fuel 14.1] A ___/va 14 8.56 121 0.12 -0.3 0.9 16.3 0.4 15 9.2
New vehicles S 10 401 051 0.04 01 07 190 08 12 96
Used cars & trucks w6l M S 18 404 065 007 13 21 84 11 48 31
Motor vehicle parts & equipment %] Y S 15 042 0.06 001 0.2 11 143 09 22 67
Medical comm. 240 s 03 150 0.04 0.00 21 17 02 23 15 04
Medicinal Drugs 23 01 140 0.03 0.00 22 18 01 23 16 0.0
Medical equipment & supplies 47 ”"W w 20 0.10 0.00 0.00 0.4 12 35 03 12 37
Recreation comm. 38 MM M 0.1 190 0.07 0.00 -2.6 11 6.0 23 0.9 6.7
Video & audio products 52 A T 14 029 -002 0.00 101 24 20 92 22 18
Pets & pet products 83 MWJ\,//’“‘—\,\,./"/ 10 0.55 0.05 0.01 04 15 54 05 15 54
Sporting goods 5.7 g™ 02 0.56 0.03 0.00 07 15 42 06 12 52
Photographic Equipment & supplies 37 W \f\/\N"“ 2.7 0.02 0.00 0.00 -17 46 12 -3.0 40 17
Recreational reading materials 27 "’“me\’\’\»\j» 0.0 0.10 0.00 0.00 16 19 0.6 15 18 0.7
Other recreational goods 14 WWN W\_\/—M 0.2 038 0.01 0.00 -6.5 13 59 -5.2 17 38
Educ. & communication comm. -6.0 MWM M 17 0.82 -0.05 -0.01 -37 1.0 -2.2 -35 0.9 -2.8
Educational books & supplies 37 W W 22 0.09 0.00 0.00 22 30 05 36 2.7 0.0
IT commodities T et T 22 073 -0.05 0,02 61 19 05 68 18 02
Alcohol 80} pgernreaAM A A 05 088 0.04 0.00 13 03 79 14 0.4 72
Alcoholic beverages at home 27 prgran AN A SANAS 03 059 002 0.00 08 06 31 08 05 36
Alcoholic beverages away from home 5.9 M 08 029 002 0.00 19 05 86 22 07 56
Other goods 62 N 08 135 0.08 0.01 14 09 57 14 0.7 67
Tobacco & smoking products 7.9 |t 09 052 0.04 0.00 43 15 24 44 38 09
Personal care products 28 A s e 03 064 002 0.00 03 06 54 01 08 35
Miscellaneous personal goods 116 —-«-f\w-'\,f‘\f M 24 0.19 0.02 0.00 -24 31 45 -17 24 55
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May 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN yly% 10-yeartrend  _Pandemictrend)  m/m%|  Weights yly mim| 2017201 g bev.  z-score| 2010108 oy pev.  z-score

change (Jan 2019-Present) change (%) avg.yly yly
Services less energy services 52—~y ——~~— | 0.6 56.83 2.96 0.34 2.8 0.2 10.2 2.4 0.6 44
Shelter 5.5 ._,—'—"—'“‘\/'—“%\/ 0.6 32.45 1.78 0.19 33 0.2 13.2 25 1.2 2.6
Rent of shelter 55 .._/N’\/‘—\// 0.6 32.08 176 0.19 33 0.2 11.9 25 12 25
Rent of primary residence 52 A—'-/"M\/ "'"\w_/ 0.6 7.28 0.38 0.04 3.7 0.1 1.3 29 11 2.1
Lodging away from home 193 “-V"‘M\.f' M 0.9 0.99 0.19 0.01 2.3 2.0 84 2.2 2.2 78
OER of residences 51—~ | 06 2382 121 014 32 02 92 24 1 25
Tenants' & household insurance 04 Ao, TN A~ -0.1 037 0.00 0.00 14 12 -15 23 15 17
Water, sewer, trash collection 4.4 M Wﬂ 0.3 110 0.05 0.00 3.6 0.6 14 43 1.0 041
Water & sewage maintenance 4.0 M w 0.2 0.79 0.03 0.00 4.0 0.8 0.1 4.8 14 -0.6
Garbage & trash collection 54 r~—\.,v-/'\y/"" \VV"AA’ 04 0.31 0.02 0.00 25 15 2.0 25 11 2.7
Household ops. 5.3| N N T 21 0.82 0.04 0.02 38 13 12 26 1.6 16
Domestic services 6 e 0.8 0.24 0.00 0.00 20 11 -0.4 16 1.0 0.0
Gardening & lawncare a1 N T 02 030 0.01 0.00 43 27 -0.1 28 26 05
Moving, storage, freight 4.0 oSy e o~ 24 0.10 0.00 0.00 56 3.9 0.4 33 39 0.2
Repair of household items 5.4 "W‘W W 0.1 0.12 0.01 0.00 4.8 2.1 0.3 4.2 2.0 0.6
Medical serv. 20Nl N T N~ 0.4 6.88 0.28 0.03 29 1.0 11 3.0 0.8 12
Professional Services 1.9 ""W’w \/\/‘\/\"’\— 0.1 3.57 0.07 0.00 15 0.9 0.4 1.8 0.8 0.1
Hospital & related services 3.8 MW A N 0.4 254 0.10 0.01 38 11 0.0 45 13 -0.6
Health insurance B N\ 20 0.84 0.12 0.02 5.0 5.8 15 36 6.0 17
Transportation serv. 79— NS 13 5.67 0.45 0.07 26 11 48 26 1.0 55
Leased cars & trucks -3.6 M ‘\'\_,\,/\ -3.6 0.63 -0.02 -0.02 0.5 3.0 -14 -16 3.2 -0.6
Motor vehicle maintenance & repair 6.1 MM 0.5 102 0.06 0.01 22 0.7 56 2.0 0.6 7.1
Motor vehicle insurance 45— N 05 2.40 0.1 0.01 55 26 -0.4 48 20 0.2
Motor vehicle fees 1.0 [N A e AN 0.1 0.51 0.01 0.00 18 07 i 22 19 06
Public transportation 263 p— A N —— 86 0.84 0.22 0.07 12 15 18.2 10 36 7.1
Recreation serv. 29[t N 0.5 3.16 0.15 0.02 26 0.7 35 23 0.7 35
Video & audio services 5.6 MM N AN 14 116 0.06 0.02 27 14 2.0 2.6 13 2.2
Pet services 7.8 ‘—/\WM’/ -0.6 0.52 0.04 0.00 3.1 0.8 6.1 33 0.9 4.9
Photo services 5.6 [N 04 0.03 0.00 0.00 -0.2 20 29 08 18 26
Other recreation services 32 WV“M”“"%I‘A "\""_"\4-\,\/"‘/\ 0.3 1.45 0.05 0.00 24 0.6 14 1.7 11 14
Educ. & communication serv. 17 w /\_r“’\’\/—— 0.2 5.38 0.09 0.01 0.4 13 1.0 11 13 0.5
Tuition, school fees, child care 25 M k\_\/-’ 0.2 2.51 0.06 0.01 2.8 0.6 -0.5 33 0.8 -11
Postage & delivery 13— 0.7 0.08 0.00 0.00 23 20 1.0 33 20 05
Telephone services 0.2 Wﬂ 0.0 1.84 0.00 0.00 -2.4 3.0 0.9 -13 2.4 0.6
Internet services 25 W W 0.5 0.94 0.02 0.00 -0.2 15 18 0.1 13 18
Other personal serv. 6.5 W wm/ 0.1 137 0.09 0.00 27 0.7 5.6 2.4 0.6 6.5
Personal care services 6.2 M w 0.5 0.54 0.03 0.00 2.3 0.7 5.6 18 0.8 53
Miscellaneous personal services 6.6 WMN’\-«\/"\-W‘_\,/ -0.1 0.83 0.05 0.00 2.9 0.9 4.0 2.7 0.7 53
*Number may not add due to rounding
Sources: Scotiabank Economics, BLS.
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