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Last week we summarized recent inflation reports and the results of the most recent Federal Reserve (Fed)
meeting. We observed that inflation is improving, but specific components remain elevated, or “sticky.” For the
consumer price index, or CPI, shelter prices, which were up in May by 0.6%, were the largest monthly contributor
to the index. Prices for used cars and trucks, up 4.4% in May, were the second largest contributor to the May
headline number. But real-time data for these two components are showing improvement, which will take some
time to be reflected in the CPl index itself.

In this Sight|Lines, we go a little deeper into some sticky components of CPl and the real-time data that suggests
inflationary pressures for these components should ease in the months ahead.

THE TAKEAWAY: REAL-TIME DATA FORETELLS IMPROVEMENT IN INFLATION.

We are fortunate to have access to significant amounts of data on prices and inflation. The Manheim Used
Vehicle Value Index tracks used car and truck prices, and Zillow tracks rents. In summary:

e Used car prices increased by 4.4% in May, reflecting a lag in the Manheim Index that showed prices rose
earlier this year. The Manheim Index shows that, in fact, prices have been falling over the last three
months. Zillow is reporting that rents are up 4.8% over the last year, after a year-over-year peak of 17.0%
reported in February 2022.

e Despite elevated used car and truck and shelter prices in the CPI, this headline reading averaged 0.2%
per month over the last three months, quite close to 0.17%, the figure aligned with the Fed’s 2% target.
We expect this real-time data to be reflected in CPI later this year.

. Figure 1. U.S. CPI Shelter vs. U.S. Zillow Rent Index
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prices for used cars and trucks. But sometimes, these measures are lagged, meaning that it takes time for the
real-time data to make its way into the index. That is the case with these two “sticky” components. Going deeper:

e Shelter price increases have remained elevated:

o The shelter component of CPI rose 0.6% in May and 8.0% over the last year.

o Zillow reports rents were up 4.8% over the last year, about in line with pre-pandemic levels.

o Figure 1 shows these figures and how rent increases have been falling.

e Priceincreases for used cars and trucks have also remained elevated:

o This component rose 4.4%
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Figure 2. U.S. CPI Used Cars and Trucks vs. Manheim Index
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e Figure 3, which captures monthly changes in CPI as well as the producer price index (PPI), shows these
inflation measures are close to 0.17%, with CPI falling there recently. The significance of 0.17%? This is

the monthly equivalent of the Fed’s 2% target.

CONCLUSION

We’ve recently been discussing recent inflation reports and the results of the most recent Fed meeting. Inflation is
improving, but specific components have remained elevated or “sticky.” A quick review of real-time data shows
that some key sticky components should be falling, more evidence that inflation appears on a track toward the
Fed’s 2% target. The Fed “skipped” a rate hike in June, taking some time to assess if inflation will cool further, but
leaving the door open for further hikes. We will be watching this real-time data carefully and looking for evidence

of this cooling trend in the headline inflation indexes.
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Figure 3. CPI and PPI Index
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