US CPIl is One Encouraging Step Forward
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This is a great report! But settle down folks, it’s just one print. It's an encouraging one, but
al the evidence bar for the Federal Reserve to be cutting any time soon is set much higher
than a single inflation print.
o | Nevertheless, core CPI inflation landed at 0.16% m/m SA for the softest reading since
August 2021. Underlying details were even better as they showcased very soft core
o services inflation that now joins soft core goods inflation, alongside further improvement
R R R R AR A A in the breadth of price changes.
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SPLZILSISTLn0ZoS IS Chart 1 shows the drop in annualized core CPI. Chart 2 serves as a reminder of translation
Sources: Scotiabank Economics, BLS. risk into core PCE later this month. Core PCE could be quite soft given its lower weight on
shelter and higher weight on core services inflation that appears to have imploded. It's
feasible that on June 28th we’ll get the first one-handled core PCE m/m SAAR reading in
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about six months or even lower. Core PCE puts a Chart5s Chart 6
lower weight on shelter that was still firm in CPl,and (g |nflation Showing Falling Breadth US Inflation Showing Falling Breadth
a higher weight on core services inflation that 100 [ % of components 100
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Markets reacted with a violent positioning swing

that brought the US 2-year yield down 13bps to 60

4.69% which is getting back down to levels last seen 50 50

in early April before a two-month rates sell off 40 40

ensued. The US 5s yield fell similarly to 4.26% andis 30 30

arguably still cheap. The dollar immediately 20 20

depreciated including on a DXY basis, against 0 | i 10 :

almost all major and semi-major crosses, and o | Over4%ylygrowth i AR o MY ILeSISth‘?n OI% yl/y_ glrowlth _F
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to the USD. Sources: Scotiabank Economics, BLS. Sources: Scotiabank Economics, BLS.

Still, bear in mind that for the most part the US 2-year yield has only taken out the jump that occurred after last Friday’s nonfarm payrolls
report. On net, the yield is about 5-6bps lower than it was before nonfarm with this morning’s reaction.

Fed funds futures are now pricing about 21bps of a cut by September which is consistent with our call for a first quarter-point reduction at
that meeting. July 31 FOMC cut pricing only marginally increased but is still a rounding error, albeit that the door cannot be slammed on
that meeting with one more CPI and two more PCE reports due by then. Markets are pricing a little over 50bps of easing this year which is
also our call.

Canada’s curve followed suit with a 12bps rally on the day in 2s and 5s. In my opinion, Canada 5s are starting to look a little pricey whereas
US 5s arguably remain cheap in absolute terms and relative to Canada.

THE FOMC WILL REQUIRE MUCH MORE EVIDENCE
Still, it’s a single print. Core CPl at 2.0% m/m SAAR in May follows six months of three- and four-handled readings.

| wouldn’t expect Chair Powell to come out doing waist high leg kicks and pirouettes on this one print during his presser this afternoon. He'll
sound encouraged and retain the cautious optimism he had in his last presser, but say they don’t yet have the required ‘greater’ confidence
toward achieving dual mandate goals to begin easing.

Much of their slowing growth and rebalancing narrative remains only partly achieved and requires further evidence to take the economy
away from excess demand as a driver of inflation toward balance.

DETAILS

Chart 3 shows that the bottom fell out of core services inflation last month. At 0% m/m SA, CPI services less energy and housing was the
softest reading since September 2021.

Chart 4 shows that this development joined still soft core goods inflation.

Breadth also continues to improve (charts 5, 6).

Charts 7 and 8 show the breakdown of the CPI basket in y/y terms and weighted contributions to the headline y/y inflation rate respectively.
Charts 9 and 10 do likewise for the month-over-month changes in the basket’s prices.

Charts 11-19 offer further charts across select components.

The appendix provides a fuller break down of the report with micro charts and z-score measures of deviations from recent performance.
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Chart9 Chart 10

May Changes in US Headline CPI Categories May Weighted Contributions to

Monthly Change in US Headline CPI

Prescription Drugs
Other Meats
Dental Services

Owner's Equivalent Rent
Rent of Primary Residence
Prescription Drugs

Pork
Cigarettes Used Cars & Trt.!cks |
Men's Apparel Den‘tal Serv!ces I
Elementary & High School Tuition Hospftal Serv!ces J
Day Care & Preschool Other Recreation Services |
Nursing Homes Day Care & Preschool
) Men's Apparel
Appliances ci "
Used Cars & Trucks igarettes L
. . Other Meats
Hospital Services 3
. Pork
Camera Equipment ) 3
. Tools & Outdoor Equipment
Pet Services . 3
, ) College Tuition
Owner's Equivalent Rent ) -
- . Fresh Fruits
Rent of Primary Residence . -
Tools & Outdoor Equipment Pet Services 3
qu'p ) Elementary & High School Tuition
Fresh Fruits ’ . F
. ) Plumbing Maintenance
Postage & Delivery Services ) I
. . Appliances
Other Recreation Services . 3
Plumbing Maintenance Nursing Homes I
g I it Alcoholic Beverages at Home
. College Tuition Other Household Equipment
Alcoholic Beverages at Home ) ) 3
A . Postage & Delivery Services i
Internet Service Prf)wders Camera Equipment I
Other HO_USEhOId Equr‘p?nt Internet Service Providers i
Professional School Tuition Other Food at Home I
Other F°°‘f‘ at Home Professional School Tuition i
S.p'ort|r‘1g quds Sporting Goods |
Physicians ServAches Physicians' Services |
Electricity A/V Products
A/V Products Electricity i
Vehicle Insurance Processed Fruits & Vegetables
Processec-i Fruits & Vegetables Parking Fees :
Lodging Away from Home Eggs i
Parking Fees Miscellaneous Personal Goods I
Toys Toys
Beef Other Intercity Transportation
Non Alcoholic Beverages Fish & Seafood i
Footwear Educational Books I
Miscellaneous Personal Goods Beef i
Fresh Vegetables Jewelry & Watches :
Eggs Lodging Away from Home i
Fish & Seafood Fuel Oil & Oil Fuels i
Dairy Products Car & Truck Rental i
New Cars & Trucks Fresh Vegetables
Jewelry & Watches Footwear
Women's Apparel Infant & Toddler Apparel i
Miscellaneous Personal Services Cereals & Cereal Products
Utility Gas Service Vehicle Insurance i
Cereals & Cereal Products Non Alcoholic Beverages
Fuel Oil & Oil Fuels Dairy Products i
Cable & Satellite TV Utility Gas Service i
Car & Truck Rental Miscellaneous Personal Services |_
Other Intercity Transportation Women's Apparel |_
Educational Books Computers ] percentage
Infant & Toddler Apparel Cable & Satellite TV [} ) PQ'”t
Telephone Hardware m/m % Telephone Hardware i contr|but|c:)n
Computers changein New Cars & Trucks . to rfj/ngpf)
Gasoline CPI, SA Airline Fare change in SA,
Airline Fare Gasoline
4 > 4 -020 -010 0.00 010  0.20

Sources: Scotiabank Economics, US BLS. Sources: Scotiabank Economics, US BLS.

Global Economics 4



Scotiabank.

SCOTIA FLASH

Chart 11

US Food Prices

3.0  m/m % change, SA

20 Food at home
15 F
1.0
0.5
0.0
-0.5

-1.0

-15 ¢+
20 21 22 23 24

Sources: Scotiabank Economics, BLS, Haver.

Chart 14

US Rent Inflation
10 r m/m %
0.9 | change, SA

Residence
0.8 |
07
06 |
05

04
Averagg

Food away
from home

CPI: Rent of Primary

21 22 23 24
Sources: Scotiabank Economics, BLS.

03 fFo_g- Ly
02

il

0.0

Chart 17
US CPI: Household Furnishings

14 rm/m %, SA
12 F
1.0 F
08
06
04
02 F
0.0
-0.2
-0.4
-0.6 F

-08 *
15 16 17 18 19 20 21 22 23

Sources: Scotiabank Economics, BLS.

24

Chart 12

US CPI: Gasoline

20 m/m %, SA

25 L
15 16 17 18 19 20 21 22 23 24

Sources: Scotiabank Economics, BLS

Chart 15

New vs Used Vehicle Inflation

10

m/m % change, SA

6 L
7 18 19 20 21 22 23 24

Sources: Scotiabank Economics, BLS.

Chart 18

US CPI: Recreation Services

15 [m/m %, SA

10
05

o0 ' ""V"l [

-05

-1.0

15 b
15 16 17 18 19 20 21 22 23 24
Sources: Scotiabank Economics, BLS.

June 12,2024
Chart13

Sticky Housing Inflation

10 m/m %
0.9 } change SA CPI: OER of Primary
’ Residence

0.8
07
06 |
05
04 F

Averagd
03
0.2 H
0.0 K22 11

21 22 23 24

Sources: Scotiabank Economics, BLS.

Chart 16

US Apparel
2 ¢ m/m % change, SA

4 L
17 18 19 20 21 22 23 24

Sources: Scotiabank Economics, BLS.

Chart19

US Airfare
20 r m/m % change, SA

15 16 17 18 19 20 21 22 23 24

Sources: Scotiabank Economics, BLS.

Global Economics



Scotiabank.

SCOTIA FLASH

June 12,2024

May 2024 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
USINFLATION COMPONENT BREAKDOWN I ::;’ 10-yeartrend Ja:zgf;i“;:et:::s CT\Q ’:;’ Weig(':/:? yly m/m 20:?,:3;3 Std.Dev.  Z-Score 2021;2.31/3 Std.Dev.  Z-Score
Food 2| TN 01 1340 0.28 0.01 13 0.8 11 17 11 03
Food, home 10|\~ 0.0 8.06 0.09 0.00 0.2 11 07 12 19 -0.1
Cereals & bakery products 0.7 ,...,} \ ,___,_U/‘\_ 0.2 1.05 0.01 0.00 0.4 0.9 03 0.9 17 -01
Meats, poultry, fish & eggs 24—\ NN TN 02 1.70 0.04 0.00 -02 32 08 21 39 0.1
Dairy & related products -1.0 -—"\-——"“'/\- A,_/\__ -0.5 0.73 -0.01 0.00 -0.6 1.6 -03 11 31 -0.7
Fruits & vegetables 0.6 "\Wﬂ'\\f—li\\ﬂ M 0.0 1.39 0.01 0.00 0.4 17 0.1 1.0 2.0 -0.2
Non-alcoholic beverages 13| N N -03 1.03 0.01 0.00 06 10 07 05 16 05
Other food at home 10 N TN 0.0 217 0.02 0.00 05 0.6 08 10 16 0.0
Food, away 40| AN TN 0.4 533 0.19 0.02 27 03 4.4 25 0.5 29
Full services meals & snacks 35 VA 0.4 2.44 0.08 0.01 26 0.4 25 24 05 22
Limited services meals and snacks 45| IS __ TN 02 251 0.10 0.01 28 03 5.2 25 07 29
Food at employee sites and school 38 S 0.2 0.08 0.00 0.00 28 24 0.4 28 19 05
Food from vending machines & mobile vendors 5.7 _v_,..,_..\,-f\ _vﬂ 1.0 0.05 0.00 0.00 3.1 1.0 2.6 25 13 24
Other food away from home 5.7 Ww,f‘"‘ w\__,,«-"‘-""‘* 0.8 0.26 0.01 0.00 25 13 2.4 23 1.0 34
Energy 37 fwem e S N em TN -2.0 7.03 0.25 -0.14 -19 10.0 0.6 16 9.6 0.2
Energy comm, 22[ v rer S N o SN -35 394 0.08 -0.14 -2.8 17.0 03 3.0 174 0.0
Fuel oils & other fuels 28|umy_rmmer SN N -10 016 0.00 0.00 -23 15.8 03 2.7 14.4 0.0
Motor fuel 2.0[mm oA n S N SN -36 378 0.07 -0.14 -2.8 17.1 03 3.0 173 -0.1
Gasoline 22 fwm S N o SN 36 3.67 007 013 -28 171 03 30 174 00
Other 25 | pa S N N -23 on 0.00 0.00 23 19.5 00 36 12.9 -03
Energy serv. 47 |- -02 3.09 0.15 -0.01 0.0 24 19 05 21 16
Electricity Y| S 4 VIO N 0.0 2.44 015 0.00 05 15 37 1.0 17 29
Utility (piped gas service) 0.2| A emneet™ N, -0.8 0.65 0.00 -0.01 14 75 02 -09 73 02
Allitems less food and energy 34 N \\_‘_//"‘M 0.2 79.58 2N 0.16 2.0 0.2 6.1 18 0.4 3.8
Commodities less food and energy -1.7 I\ _,_/"\.._’ 0.0 18.61 -0.36 0.00 -0.3 0.4 -35 0.2 0.9 -21
Household furnishings 25N e TN 0.0 3.97 -0.11 0.00 -0.8 12 -1.4 -0.9 12 -13
Window & floor coverings 3.0 |nernt ™\ e TN -2.0 0.30 -0.01 -0.01 2.3 17 0.4 -2.8 18 -0.1
Furniture & bedding 37 | ™\ e 0.6 0.95 -0.04 -0.01 0.3 17 2.0 -0.9 21 13
Appliances ] LV el W S i 06 0.22 -0.01 0.00 12 31 12 -16 30 -11
Other household equipment -1.8 V_“MNMM -0.6 0.51 -0.01 0.00 -35 1.8 0.9 -3.7 15 13
Tools & hardware K] T o GNP e 0.4 0.70 -0.04 0.00 -0.1 1.0 31 -03 12 -24
Housekeeping supplies -0.1 VAN M 0.2 0.79 0.00 0.00 0.3 12 -0.3 0.4 13 -0.4
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May 2024 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
USINFLATION COMPONENT BREAKDOWN chya/r{g/;’ 10-yeartrend Ja:;’;:’;i“;::s’::s c’:/a ’:g/: Weig('zz yly m/m 203-;3;3 Std.Dev.  Z-Score 2021':31/3 Std.Dev.  Z-Score
Apparel 0.8ty [N oy ST -0.3 261 0.02 -0.01 -05 10 14 03 17 03
Men's & boys apparel 26 -‘-W W 0.6 0.67 0.02 0.00 -0.3 15 19 0.5 2.3 0.9
Women's & girls apparel 0.2 W m -0.7 1.06 0.00 -0.01 -13 1.9 0.8 -0.1 25 0.1
Footwear 11 [N [N o SN -04 0.54 0.01 0.00 02 13 07 08 17 02
Infant & toddler's apparel 0.9 [sm Mt W o AN 22 0.10 0.00 0.00 04 38 -03 05 36 04
Jewlery & watches 1.0 ANV, A N -0.6 0.24 0.00 0.00 10 34 -0.6 15 38 -0.7
Trans. less fuel 39 N -0.1 6.03 -0.30 -0.01 -0.3 09 -41 0.4 15 -29
New vehicles -0.8 M -05 3.60 -0.03 -0.02 0.1 0.7 13 08 12 13
Used cars & trucks 93 |\ NN 06 1.90 -0.26 0.01 13 21 -39 11 48 22
Motor vehicle parts & equipment -11 AN ___J'\\H 05 0.46 -0.01 0.00 02 11 -13 0.9 22 -0.9
Medical comm. B p N e T 13 146 0.05 0.02 21 17 0.6 23 15 0.6
Medicinal Drugs 34| N o T 13 134 0.05 0.02 22 18 0.7 23 16 0.7
Medical equipment & supplies 0.1 [rammern [N S 0.7 0.12 0.00 0.00 04 12 -0.4 03 12 -0.4
Recreation comm. -2.3 -._wm m -0.1 2.01 -0.05 0.00 -2.6 11 0.3 -2.3 0.9 0.0
Video & audio products A | A N TN e 0.0 0.28 -0.01 0.00 -10.1 24 24 -9.2 22 22
Pets & pet products -15 .\__\,_v_.-\f\ ..--\_,./\\ 0.0 0.61 -0.01 0.00 04 15 -1.3 05 15 -13
Sporting goods 03 [t ™ TN -03 0.64 0.00 0.00 0.7 15 03 0.6 12 03
Photographic Equipment & supplies 92 |/ WY A A 7 0.4 0.02 0.00 0.00 17 46 24 -3.0 40 3.0
Recreational reading materials -1.8 "WM \""""‘m's',-\ -1.0 0.10 0.00 0.00 1.6 1.9 -18 15 1.8 -19
Other recreational goods 6.5 [N o S -0.1 0.34 -0.03 0.00 6.5 13 0.0 52 17 -0.7
Educ. & communication comm. =14 *-n—n--'\.mf\,.. W -1.6 0.85 -0.07 -0.01 -3.7 1.0 -3.6 -35 0.9 -43
Educational books & supplies -0.6 M M 0.7 0.08 0.00 0.00 2.2 30 -0.9 36 2.7 -15
IT commodities RN NS RNV 1.9 0.77 -0.06 -0.01 6.1 19 11 6.8 18 07
Alcohol L] W NNV W 0.1 0.84 0.01 0.00 13 03 13 14 0.4 0.9
Alcoholic beverages at home 14 HW’N"""A“ M 0.2 0.47 0.01 0.00 0.8 0.6 0.9 0.8 05 12
Alcoholic beverages away from home 22 M __'mf'"\ 0.1 0.37 0.01 0.00 1.9 05 0.7 22 0.7 0.0
Other goods 34| N T 05 136 0.04 0.01 14 0.9 24 14 0.7 28
Tobacco & smoking products 7.8 M Nﬂﬁ"w“ 16 0.54 0.04 0.01 43 15 2.3 44 38 0.9
Personal care products 1.3 | s /™ S -0.3 0.66 0.01 0.00 -0.3 0.6 2.8 -0.1 0.8 17
Miscellaneous personal goods -2.2 -.aw,/'\f'\. m -04 0.16 0.00 0.00 -2.4 31 0.1 -17 24 -0.2
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May 2024 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

US INFLATION COMPONENT BREAKDOWN o a’;’:; 10-yeartrend | PRcemCtrend] o ’:;/: Weighs yly m/m Zoli'gz.z;; Std.Dev.  Z-Score 2021;2‘3}3 Std.Dev.  Z-Score
Services less energy services 5.3 __,__,..\_,__\4/\ __\_\_‘,_/\‘— 0.2 60.97 3.09 0.12 2.8 0.2 10.7 24 0.6 4.6
Shelter 54| . A~ T 0.4 36.14 1.87 0.14 33 0.2 12.6 25 12 25
Rent of shelter 54|l N T 0.4 3574 1.85 0.74 33 0.2 11.3 2.5 1.2 25
Rent of primary residence 53 _,__.__._\./\ __.ﬂ____/.\- 04 7.61 0.40 0.03 3.7 0.1 12.0 29 11 22
Lodging away from home B e W AL S NIIVARR St -0.1 150 -0.02 0.00 23 20 -1.8 22 22 -16
OER of residences 57| S~ T 0.4 26.63 1.45 0.11 3.2 0.2 12.2 24 1.1 3.1
Tenants' & household insurance 4.3 [ e 0.5 0.41 0.02 0.00 1.4 1.2 24 23 1.5 1.
Water, sewer, trash collection 48Nt 0.1 1.09 0.05 0.00 36 0.6 21 43 1.0 0.5
Water & sewage maintenance 52 W M 0.2 0.77 0.04 0.00 4.0 0.8 15 4.8 14 0.3
Garbage & trash collection 3.8 [r ey e -0.3 0.32 0.01 0.00 25 1.5 0.9 2.5 1.1 1.2
Household ops. 3.7 | e A NN g ST 1.2 0.99 0.00 -0.01 3.8 13 -0.1 2.6 1.6 0.7
Domestic services 1.5 | ™A A 2.1 0.31 0.00 -0.01 2.0 1.1 -0.4 1.6 1.0 -0.1
Gardening & lawncare 3.2 N\"L—— J"L,____ 0.9 0.33 0.00 0.00 4.3 2.7 -0.4 2.8 2.6 0.2
Moving, storage, freight -1.2 M w\.\/—f‘—-w\,_w_ 0.0 0.14 0.00 0.00 56 3.9 -1.7 3.3 3.9 -1.2
Repair of household items 18.0 s e _— 17 0.14 0.00 0.00 48 21 6.2 42 2.0 7.0
Medical serv. 3|~ A TN A 0.3 6.49 0.20 0.02 2.9 1.0 0.2 3.0 0.8 0.1
Professional Services 2.2 [\ ot - 0.3 3.57 0.08 0.01 15 0.9 0.7 18 0.8 05
Hospital & related services 7.3 W M 0.3 2.33 0.16 0.01 3.8 1.1 3.1 4.5 1.3 2.1
Health insurance TT N, T — N 05 0.59 -0.05 0.00 50 58 -2.2 36 6.0 -1.9
Transportation serv. 10.5|mm———— M T -0.5 6.53 0.62 -0.03 2.6 11 7.2 26 1.0 8.2
Leased cars & trucks 43 |t ™ NN -0.2 0.52 0.03 0.00 05 3.0 12 -1.6 32 1.8
Motor vehicle maintenance & repair 7.2 ________N_,__,./’\nw,_./"\a 0.3 1.24 0.08 0.00 22 0.7 7.2 2.0 0.6 9.1
Motor vehicle insurance 20.3 —-——"—N—y}'—""-—v\_ﬁr—/"—_‘ -0.1 2.94 0.53 0.00 55 26 57 4.8 2.0 7.6
Motor vehicle fees 34 PW W -0.1 0.54 0.02 0.00 1.8 0.7 2.3 2.2 1.9 0.6
Public transportation 4.7 | M — T 3.1 1.15 -0.04 -0.04 1.2 15 2.3 1.0 36 -1.6
Recreation serv. 3.9 [t T A T -0.2 3.25 0.12 -0.01 26 0.7 2.0 23 0.7 21
Video & audio services 2.8 "'-'\-M _-_,./\'-*w-’\/w"\ -1.3 0.92 0.03 -0.01 2.7 1.4 0.1 2.6 13 0.1
Pet services 59 | N 0.4 0.44 0.03 0.00 3.1 0.8 3.7 3.3 0.9 2.9
Photo services 1.9 | N e -2.8 0.05 0.00 0.00 0.2 2.0 -0.9 0.8 18 -1.5
Other recreation services 4.7 |y o AN A 0.3 1.84 0.07 0.01 24 0.6 3.8 1.7 1.1 2.8
Educ. & communication serv. 2.0 ""-"w”““"" M 0.3 4.98 0.10 0.01 0.4 13 12 11 13 0.7
Tuition, school fees, child care 2.9 [N N e 0.4 2.37 0.06 0.01 2.8 0.6 0.2 3.3 0.8 -0.6
Postage & delivery 3.8 M N e N 0.3 0.07 0.00 0.00 2.3 2.0 0.8 33 2.0 0.3
Telephone services -1.0 W\-br\-""""‘-'._/—r_'\—-..rﬁ_\_ 0.2 1.54 -0.02 0.00 -2.4 3.0 0.5 -1.3 2.4 0.1
Internet services 5.0 vy g Arne™ I o 0.1 0.99 0.05 0.00 0.2 15 3.4 0.1 13 3.7
Other personal serv. | A TN -0.3 153 0.06 0.00 2.7 0.7 21 2.4 0.6 2.7
Personal care services EX:| PPN o o e W 0.2 0.63 0.03 0.00 23 0.7 36 1.8 0.8 36
Miscellaneous personal services 3.6 [ AN -0.7 0.90 0.03 -0.01 2.9 0.9 0.8 27 0.7 1.2
*Number may not add due to rounding
Sources: Scotiabank Economics, BLS.
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