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April Consumer Price Index: Even The Modest Deceleration Puts The FOMC Further Behind

> The total CPI rose by 0.3 percent in April (up 0.331 percent unrounded); the core CPI rose by 0.6 percent (up 0.569 percent unrounded)
> On a year-over-year basis, the total CPI is up 8.3 percent, and the core CPI is up 6.2 percent as of April

The total CPI rose by 0.3 percent, more than the 0.2 percent gain we and the consensus
expected, while the core CPI was up by 0.6 percent, topping what we and the consensus
expected. While gasoline was a drag on the increase in the total CPI, that drag was less
severe than we anticipated, accounting for our miss on the headline CPI. As for the core
CPI, rent growth came in faster than we anticipated, while prices for new motor vehicles
rose by more than we anticipated. We noted in this week’s Economic Preview that a
change in how BLS gathers source data for its new vehicles index would result in an
April increase larger than the recent run rate, which we thought posed some upside risk to
our forecast, and this proved to be the case. While this is basically noise which sheds no
light on underlying inflation trends (and will not be carried into the PCE Deflator), that is
of little consolation as inflation pressures remain intense and broad based. On an over-
the-year basis, the total CPI is up 8.3 percent as of April with the core CPI up 6.2 percent.

The broad energy index fell by 2.7 percent, with retail gasoline prices down 6.1 percent.
As noted above, this was a smaller decline than we anticipated, which traces through to
the not seasonally adjusted data; it could be that the CPI data did not pick up all of the
decline in prices over the second half of April. Of far more significance, however, is that
gasoline prices have turned sharply higher over recent weeks, to the point that the week of
May 9 marks a new high with further increases on tap as we head into the peak driving
season. While seasonal adjustment will account for a good portion of these increases, it
won’t account for all of them and, either way, seasonal adjustment won’t help anyone
paying higher pump prices and having to alter their spending patterns. In contrast to the
decline in gasoline prices, prices for residential gas service and electricity posted hefty
increases in April, and electricity prices are up 13.7 percent year-on-year. Food prices
rose 0.9 percent in April, with prices for food consumed at home up 1.0 percent (up 10.8
percent year-on-year) and prices for food consumed away from home up 0.6 percent (up
7.2 percent year-on-year). Restaurant prices were up 0.9 percent in April, good for an
over-the-year increase of 8.7 percent, in part reflecting stronger demand.

Prices for used motor vehicles fell further in April, dropping by dropped by 0.4 percent,
though this still leaves them up 22.7 percent year-on-year. At the same time, prices for
new motor vehicles rose by 1.1 percent and are up 13.2 percent year-on-year but, as noted
above, a methodological change that took effect with the April data disrupted this series.
As expected given surging demand, lodging rates were up 1.7 percent in April, while air
fares were up by a whopping 18.6 percent, which in part reflects higher demand and in
part reflects soaring fuel prices, leaving air fares up 33.3 percent year-on-year. Primary
rents rose by 0.6 percent in April, leaving them up 4.8 percent year-on-year. As we’ve
noted, the CPI data lag other measures of market rents, which are uniformly rising at a
much more rapid rate than the CPI measure of market rents. As such, this will be a source
of persistent upward pressure on the core CPI over coming months.

Core (non-food, non-energy) goods prices rose by 0.2 percent in April, with falling prices
for used motor vehicles continuing to act as a weight even if to a lesser extent in April.
While the over-the-year increases in prices for core goods excluding used motor vehicles
(middle chart) diminished a bit in April, this reflects base effects more than anything else,
as it was last April this series kicked into a higher gear. We do think diminished demand
for consumer durable goods will weigh on core goods price inflation, but at the same time
core services inflation is increasing, even when excluding rents. We have expected to see
such a shift, and that services account for a much higher weight in the CPI than do goods
is one reason we expect inflation to recede very slowly from current rates.

One can point to the methodological change in measuring new vehicle prices and the
spike in air fares as mitigating factors, but the reality is that inflation pressures remain
intense and broad based, while core services inflation is accelerating. This leaves the
FOMC that much further behind the inflation curve.
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Past The Peak? Probably, But, So What?
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Few Places To Hide From Higher Inflation

% change year ago:
— Total CPI
—— Core CPI
— CPlI, core goods excluding used motor vehicles

02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

A REGIONS
65 Services Prices Set To Rise Further
6.0 . % change year ago:
\ n — CPI: Services
55 r‘\ H — CPI: Services excluding rent of shelter
5.0 \\ I \

\—"\-L

l
:
o I ALY

A
A

|
's YA VN W W
vo N W

v
0.5 ‘Vn/

0.0

02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

Regions Financial Corporation, 1900 5th Avenue North, 17th Floor, Birmingham, Alabama 35203
Richard F. Moody, Chief Economist « 205.264.7545 « richard.moody@regions.com




