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US CPI Inches Higher

e Consumer prices rose 0.4% MoM and 3.2% YoY
e Core CPl rose 0.4% MoM and at 3.8% YoY

¢ A deceleration in core services inflation

13 March, 2024

e Core goods prices ticked higher

e The ‘sticky’ part of inflation remains the biggest challenge for the Fed

Inflation sped up slightly in February on an overall basis and a closely watched
measure of underlying price increases was firmer than had expected. The fresh
data underscore that fully returning inflation back to a normal pace is likely to be
a bumpy process - and back up the Federal Reserve’s decision to proceed carefully
as officials consider when and how much to lower interest rates.

The headline CPl increased 0.4% MoM and over the 12-month period, headline CPI
accelerated from 3.1% YoY to 3.2% YoY. The overall energy index, which accounts
for a little under 7% of the CPI, increased 2.3% in February. As expected, the
headline CPI was lifted by a jJump in gasoline prices (+3.8%). Compared to one year
ago, gasoline prices are still down 3.9%. Energy services rose a smaller 0.8%, led by
utility gas service (+2.3%). Food inflation was more benign in February, and for the
first time since April 2023, overall food prices did not rise. Grocery prices held flat,
while “food away from home” (restaurants) ticked up by just 0.1%. On an annual
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basis, overall food price inflation slowed to 2.2%, the lowest rate since May 2021.
It is now edging even closer to pre-pandemic norms.

Excluding food & energy, core prices rose 0.4% MoM, matching January’s gain
while the twelve-month change fell 0.1 percentage points to 3.8% YoY - reaching
its lowest since May 2021. There was also a slightly encouraging improvement in
housing-related costs, which have been a significant reason why inflation remains
elevated.

Prices for core services rose 0.5% MoM — a deceleration from last month’s gain of
0.7%. The pullback was related to some easing in both shelter costs (0.4% MoM
from 0.6% MoM in January) and non-housing services (up 0.5% MoM from 0.8%
MoM in January). However, the three-and-six-month annualized rates of change
on non-housing services remain hot at 6.4% and 5.8%, respectively. Annually,
shelter prices are up 5.7%, the lowest that rate has been since July 2022. The
shelter numbers continue to very gradually, but very steadily, come down on a
year-over-year basis.

Excluding primary shelter, core services also advanced at a less concerning rate in
February. The CPI version of the “super core”, watched by Fed officials to better
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gauge services inflation given the long lag in shelter inflation, advanced 0.4% after
a 0.9% gain in January. The more moderate reading was helped along by a partial
reversal of last month’s jump in medical and personal care services. The broad

IM

cooling in the CPI “super core” in February suggests services inflation is not as

sticky as initially feared following January’s sharp upside surprise. — -
Imran Nurginias Ibrahim
Core goods prices unexpectedly ticked higher last month, rising 0.1% MoM. Used imran@bimbsec.com.my

vehicle prices (+0.5% MoM) and apparel (+0.6% MoM) both rebounded after (603) 2613 1733
having recorded declines in months’ prior.
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Chart 1: US Headline Inflation (%)
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Chart 2: US Core Inflation (%)
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The ‘sticky’ part of inflation remains the biggest challenge for the Fed
Sticky. There’s no better way to describe February’s US CPI print. Headline and core inflation

rose by 0.4% MoM in February. The consumer price index increased 3.2% YoY and the core
CPl was up 3.8% YoY. That makes two consecutive months of stronger than expected
readings on core inflation. The upward surprise was the result of a modest gain in goods
prices — snapping eight prior months of declines — and a still hot reading on non-housing

service inflation.

We doubt the latest CPI report fills the FOMC with the confidence it needs to begin cutting
rates. The core CPI has risen at 4.2% annualized rate over the past three months, which is a
bit higher than the 3.8% increase in core prices over the past 12 months. Although we expect
disinflation progress to resume in the coming months, but we think the FOMC will need to
see it to believe it. For a Fed that has become increasingly data dependent, February’s
numbers are unlikely to give policymakers much further conviction that inflation remains on
a sustained downward path to 2%. With the economy still strong, Fed officials can afford to
keep rates elevated into the summer and continue to wait for further signs of cooling on the
inflation front before dialling back the policy rate.
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DEFINITION OF RATINGS
BIMB Securities uses the following rating system:

STOCK RECOMMENDATION

BUY Total return (price appreciation plus dividend yield) is expected to exceed 10% in the next 12 months.

TRADING BUY Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain.

HOLD Share price may fall within the range of +/- 10% over the next 12 months

TAKE PROFIT Target price has been attained. Fundamentals remain intact. Look to accumulate at lower levels.

TRADING SELL Share price may fall by more than 15% in the next 3 months.

SELL Share price may fall by more than 10% over the next 12 months.

NOT RATED Stock is not within regular research coverage.

SECTOR RECOMMENDATION

OVERWEIGHT The Industry as defined by the analyst’s coverage universe, is expected to outperform the relevant primary market index

over the next 12 months

NEUTRAL The Industry as defined by the analyst’s coverage universe, is expected to perform in line with the relevant primary market
index over the next 12 months

UNDERWEIGHT  The Industry as defined by the analyst’s coverage universe, is expected to underperform the relevant primary market index
over the next 12 months

Applicability of ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are
only applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry
investment ratings as we do not actively follow developments in these companies.

Disclaimer

This report has been prepared for information and educational purposes only and are not recommendation or endorsement to sell or
solicitation to buy any securities, subscription of financial products or otherwise to be taken as investment advice of any form or kind and
neither should be relied upon as such. The information herein was obtained or derived from publicly available information, internally
developed data and other sources believed to be reliable. Whilst all reasonable care has been taken to ensure that all information and data
are accurate and the opinions are fair and reasonable, we do not represent or warrant their accuracy, timeliness, completeness and currentness
or applicability of such information for any particular purpose. The investments advice or idea discussed or recommended in this report may
not be suitable for all investors. Any recommendation presented in this report is general in nature and does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person who may read this report. The investors are advised
to conduct own research and seek independent professional advice prior to taking any investment or investment related decisions. The
directors and employees of BIMB Securities Sdn Bhd and BIMB Group of Company may from time to time have a position in either the securities
mentioned or may provide services to any company and affiliates of such companies whose securities are mentioned herein. BIMB Securities
Sdn Bhd and BIMB Group of Company accept no liability for any direct, indirect or consequential losses, claims and damages arising from any
use of this report. BIMB Securities does not have a financial interest in the securities or other capital market products of the subject
company(ies) covered in this report. Unless stated otherwise, BIMB Securities is not a market maker in the securities or other capital market
products of the subject company(ies) covered in this report. BIMB Securities did not receive compensation for corporate finance services from
the subject company(ies) in the past 12 months. BIMB Securities did not receive compensation or benefit (including gift and special cost
arrangement e.g., company/issuer-sponsored and paid trip) in relation to the production of this report. The analyst(s) who prepared this
research report is/are prohibited from receiving any compensation, incentive or bonus based on specific transactions or for providing a specific
recommendation for, or view of, a particular company.
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