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US: Inflation - the ball is rolling

US producer price inflation has jumped to a 10-year high. Business
surveys suggest pipeline price pressures continue to build with

some surveys suggesting a greater ability to pass higher costs onto
consumers. This will add to the upside risks for CPl in coming months
and increasingly points to earlier Federal Reserve policy action

PPl surges as pipeline price pressure builds

After quite a delay the Bureau for Labour Statistics reported that US PPl jumped 1% month-on-
month to leave the annual headline rate at 4.2% - the highest since September 2011. This was
well ahead of the consensus forecast of 0.5% MoM and while fuel costs did contribute significantly
there is evidence of broadening price pressures.

Core - ex food and energy prices - rose 0.7% MoM versus the 0.2% consensus forecast, which
pushes the annual rate up to 3.1%, matching the highest figure since February 2011. With

commodity prices and import prices continuing to surge and ISM manufacturing and services
prices paid both at their highest level since 2008 there are increasing pipeline price pressures.

At the same time the ISM reports that customer inventories are at record lows and order books are
full. The implication is that manufacturers potentially have the sort of pricing power we haven't
seen in years. With greater scope to pass these price rises on to customers the obvious implication
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is that risks are increasingly moving in the direction of higher CPI readings.

US import prices, PPl and CPI (YoY%)
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Upside risk for CPl and Fed rate hikes

Next week's CPI is going to rise sharply. We expect it to jump from 1.7% to 2.4% year-on-year, but
it is likely to get close to 4% over the summer as prices in a vibrant, re-opened, stimulus fuelled
economy contrast starkly with those of twelve months before when the economy was largely in
lockdown.

The Fed believe that inflation will then moderate, but we think that pandemic-related scarring and
supply constraints will keep inflation elevated for longer than they do - as underlined by today's
PPI figure. We also think that the housing components will be an increasingly important story over
the next twelve months.

Primary rents and owners’ equivalent rent account for a third of the CPI basket of goods and
services. Movements in these components tend to lag 12-18 months below house price
developments, as the chart below shows, which means that the housing components may well be
the story to watch through the second half of this year.

If these components do swing higher, as we suspect, this means inflation could stay closer to 3%
for much of the next couple of years and in an environment of strong growth and rapid job
creation it adds to our sense that risks are increasingly skewed towards a late 2022 rate hike
rather than 2024 as the Fed currently favours.

Article | 9 April 2021 2



THINK economic and financial analysis

15
4
10
3 5
0
2
-5
1 -10
= CPl - Dwners' equivalent rent (lhs) 15
0 ——pr- primary rents (lhs) 20
== Case-Schiller house prices advanced 14 months{rhs)
-1 -25
96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

Source: Macrobond, ING

Author

James Knightley
Chief International Economist
james.knightley@ing.com

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 BR0O00341) 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.

Article | 9 April 2021 3


mailto:james.knightley@ing.com
http://www.ing.com

