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The headline CPI registered no change in September, softer than the consensus expectation of a pickup of 0.1
percent. The restrained reading was influenced by a drop of 1.4 percent in energy prices and an uptick of 0.1
percent in food prices (chart, left). The core component also was softer than expected, with the increase of 0.1
percent trailing the consensus expectation of an advance of 0.2 percent and slowing from increases of 0.3 percent
in the prior three months (chart, right). The September change in core prices left a year-over-year increase of 2.4
percent, unchanged from the August reading which was the fastest pace of the expansion thus far (although
September was fractionally slower with less rounding: 2.358 percent versus 2.386 percent in August).

The modest increase in the core CPI provided an easing in upward pressure from the June-to-August period.
Part of the recent surge likely reflected payback for soft readings earlier in the year (four of the first five months of
the year posted increases of 0.1 percent), but we also suspected that upside pressure in some categories
represented high-side volatility and was likely to be temporary. For example, prices of used cars and trucks,
which usually follow their own cycle and are tied to the supply of vehicles coming off lease, had posted average
increases of 1.2 percent per month in the prior three months. They fell 1.6 percent in September, reversing a
portion of those increases. In addition, prices of computers resumed their downward trend (-0.9 percent) after
surprising surges of 2.8 percent in July and 1.2 percent in August.

Key areas of the CPI provided few surprises in September. Rent of primary residence rose 0.4 percent, but the
firm reading followed a below-trend increase of 0.2 percent in August and the longer-term trend centered around
0.3 percent remained intact. In addition, owners’ equivalent rent of primary residence remained on trend with an
increase of 0.3 percent. On the soft side, medical care commodities showed a hint of upward pressure in the prior
two months, but a drop of 0.6 percent in September offset all of the recent increases.

On balance, we view the underlying average in core inflation to be approximately 0.2 percent per month, with
results thus far this year fluctuating around this average in a monthly band of increases ranging from 0.1 to 0.3
percent.

Headline CPI Core CPI
0.4
0.6 12-month Percent change
Percent change moving
average 12-month

0.4 - 0.3 1 moving

I || I | . I || | average
*21 ‘ || |||| ||| I i | 02 | II I
o L

-0.4
-0.1
-0.6 -
-0.8 - -0.2 -
15-Jan 16-Jan 17-Jan 18-Jan 19-Jan 15-Jan 16-Jan 17-Jan 18-Jan 19-Jan
Source: Bureau of Labor Statistics via Haver Analytics Source: Bureau of Labor Statistics via Haver Analytics

This report is issued by Daiwa Securities Group Inc. through its relevant group companies. Daiwa Securities Group Inc. is the global brand name of Daiwa Securities Co.
Ltd., Tokyo (“Daiwa Securities”) and its subsidiaries worldwide that are authorized to do business within their respective jurisdictions. These include: Daiwa Capital Markets
Hong Kong Ltd. (Hong Kong), regulated by the Hong Kong Securities and Futures Commission, Daiwa Capital Markets Europe Limited (London), regulated by the Financial
Conduct Authority and a member of the London Stock Exchange, and Daiwa Capital Markets America Inc. (New York), a U.S. brokerdealer registered with the U.S.
Securities and Exchange Commission, a futures commission merchant regulated by the U.S. Commodity Futures Trading Commission, and a primary dealer in U.S.
government securities. The data contained in this report were taken from statistical services, reports in our possession, and from other sources believed to be reliable. The
opinions and estimates expressed are our own, and we make no representation or guarantee either as to accuracy, completeness or as to the existence of other facts or
interpretations that might be significant.



