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US inflation remains sticky, but a
slowdown is coming
US core inflation continues to track above the 0.2% month-on-
month prints required to get annual inflation down to the 2% target
over time, but at least the annual rate continues to slow. We remain
optimistic that inflation can get close to 2% late in 2023, largely
through flat to lower prices for shelter and a squeeze on corporate
profit margins

Shelter prices continue
to remain elevated but
should decline later this
year and help ease CPI
inflation

5.6% Annual US inflation (excluding food and
energy)

Inflation continues its slow grind lower
US consumer price inflation rose 0.5% MoM headline and 0.4% MoM at the core level (ex food and
energy) in January, which was exactly in line with expectations. The year-on-year rates slowed to
6.4% (from 6.5%) and 5.6% from 5.7% respectively, which was a touch higher than expected and
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reflects recent revisions, but at least the disinflationary (slower inflation) trend remains in place.
Nonetheless, we continue to track above the 0.17% MoM increases that over time would get us to
the 2% target and with the unemployment rate at 50+ year lows the Fed will continue to hike
rates at the March Federal Open Market Committee meeting and potentially also May.

Composition of US inflation (YoY%)

Source: Macrobond, ING

Cars and rents were where the surprises were expected
The focus ahead of time was on used cars and shelter. Those looking for a potential upside surprise
pointed to used cars given movements in used vehicle auction prices pointed to an increase, but
instead we saw a 1.9% MoM fall, so there is the potential of a big rebound next week. However, the
re-weighting of the basket of goods and services means that this component has less influence
this year (dropping from a weight of 3.624% in 2022 to 2.67% this year).

As for housing, the fall in house prices and the topping out of new rents led some to look for a
softer core MoM% figure (see chart below), but in the end shelter remained high, rising 0.7% (its
weight has risen from 32.9% to 34.4%). The re-weightings and the prospect of softer shelter
numbers from the second quarter onwards means that we remain optimistic on the prospect of
intensifying declines in the annual rate of core inflation from the summer onwards.

Zillow observed monthly housing rents ($000s)

Source: Macrobond, ING
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Services ex housing are looking less threatening
Elsewhere, goods prices in general remain very soft, but there was a strong reading for apparel
(+0.8% MoM), but this seems unlikely to last. Services is of more interest where recreation (+0.5%),
education (+0.4%) and medical care (-0.4% MoM) offered a mixed picture. In general the story on
services ex housing, which the Federal Reserve is focusing on, appears to be softening gradually.
The concern being that a tight jobs market could keep labour costs more elevated and means
inflation stays higher for longer, but there is nothing especially worrying here that points to the
need for the Fed to ramp up its hawkishness.

Corporate pricing intentions are moderating

Source: Macrobond, ING

Core inflation still likely to get close to 2% by year-end
Moreover, we expect annual rate of core inflation to continue slowing. The National Federation for
Independent Businesses reported a weaker than expected increase in small business sentiment
earlier today, but one of the most interesting sub-components is the price intentions series. This is
a measure of the proportion of companies looking to raise their prices in the next three months. It
moved a little higher today, but as the chart above shows, weakening business sentiment has
translated into more cautious pricing behaviour – companies no longer think they can raise prices
with ease and consumers will just accept it.

The chart has a decent correlation with annual core CPI inflation and indicates the potential for a
sharp slowdown in inflation. This story, combined with housing means we continue to look for core
inflation to drop to close to 2% by the end of this year, which will open the door to interest rate
cuts in the second half if the activity numbers soften in line with our expectations.
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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 http://www.ing.com.
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