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Sticky US inflation reaffirms Fed caution
on rate cuts
US inflation failed to moderate as hoped, with housing costs, airfares,
medical care and recreation all keeping the run rate for month-on-
month inflation hot. Their favoured measure of inflation, the core PCE
deflator, may be cooling nicely, but the mixed messages mean the
Fed can't relax, with little inclination for imminent rate cuts

Medical care costs rose
0.5% in January,
contributing to CPI
coming in on the high
side of expectations

3.9% The annual rate of core inflation
YoY

Inflation remains stickier than thought
US January CPI has come in on the high side of expectations, with headline up 0.3% MoM versus
the 0.2% consensus while core rose 0.4% MoM versus the 0.3% market expectations. This means
the annual rate of headline inflation falls to 3.1% from 3.4% and core remains at 3.9%.
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The details show the upside surprise coming from shelter, which increased 0.6% MoM, led by
owners' equivalent rent, which also increased 0.6%. Airline fares rose 1.4% MoM while medical care
increased 0.5%, the same as recreation while education increased 0.4%. These last three are all
the fastest rate of increase for a number of months. We did get good news on vehicle prices, which
were flat on the month for new cars and down 3.4% for used vehicles, but the report is undeniably
disappointing overall.

Mixed messaging: Core CPI versus core PCE deflator
MoM%, 3M annualised and YoY%

Source: Macrobond, ING

Fed remains wary of early rate cuts
When looking at the core PCE deflator, which is tracking considerably lower as a measure of
inflation, it again underscores the mixed messaging we are getting from the US data. The left-hand
chart is core CPI from today, the right-hand chart is the Fed's favoured measure of core inflation,
the core PCE deflator. What we want to see is the MoM% change (blue bars) to be consistently
below the black line (0.17% MoM) to get inflation down to 2% year-on-year. We aren't close on CPI,
but we are clearly there on the core PCE deflator. Likewise, the 3M annualised rate looks great on
the PCE deflator and rather worrying on the CPI measure.

Nonetheless, today’s miss will embolden the Fed to signal it is in no hurry to cut interest rates with
the market moving back to only fully pricing three 25bp rate cuts this year, the same as suggested
by the Fed’s December dot plot of individual FOMC members with June the start point for cuts.
That said, things can move fast and nothing is set in stone – it was only a few weeks ago that the
market was pricing seven 25bp moves starting in March. Weak retail sales and industrial
production numbers later this week may well contribute to a slight reversal in today's big market
moves that have seen the US 10Y move back above 4.25%.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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