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June CPI Preview

We expect a 0.17% increase in June core CPI (vs. +0.3% consensus), corresponding
to a year-over-year rate of +2.76% (vs. +2.9% consensus). We expect a 0.11% decline
in headline CPI (vs. -0.1% consensus), reflecting higher food (+0.3%) but lower
energy (-4.4%) prices, reflecting a decline in retail gasoline prices. This corresponds
to a year-over-year rate of +3.87% (vs. +3.9% consensus and +4.25% in May).

Exhibit 1 provides a component-level summary of our forecast.

EZ 1: We Expect a 0.17% Increase in Core CPlin June

Core CPI
May, June, MoM SA,
MoM SA GS Forecast
Core 100% 0.21% 0.17%
Apparel 3% 0.3% 0.1%
New cars 5% -0.3% -0.1%
Used cars 3% 0.1% -0.5%
Motor vehicle parts 0% -0.7% 0.5%
Medical care commodities 2% -0.7% 0.0%
Tobacco 1% 1.0% 0.4%
Rent of primary residence 10% 0.36% 0.17%
Lodging away from home 2% 0.4% 0.3%
Medical care services 9% 0.5% 0.1%
Public transportation 2% 0.3% 1.7%
Transportation services ex-public 8% -0.6% -0.1%
Pets 1% -0.1% 0.2%
Recreation ex-pets 6% 0.3% 0.3%
Education 3% 0.0% 0.3%
Communication 1% 1.3% -0.1%
Household furnishings and ops. 5% -0.6% 0.3%
Personal care 3% 0.7% 0.1%
Alcoholic beverages 1% 0.1% 0.2%
Owners' equivalent rent 33% 0.30% 0.23%
Residual (implicit) 2% 0.2%

HEIER: Department of Labor, BESEGH SR

We highlight four key component-level trends that we expect to see in this week’ s
report:

1. Autos. We expect weak autos inflation, reflecting a 0.5% decline in used car prices,
based on the signal from used car auction prices; a 0.1% decline in new car prices,
reflecting a slight increase in incentives on new vehicle sales; and a 0.1% decline in
auto insurance prices, reflecting a decrease in premiums indicated by our online
dataset.
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[E# 2: We Expect a 0.1% Decline in CPI Car Insurance
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FEISHE: Department of Labor, BE 2 IR HAFE

2. Shelter. We forecast benign readings for the shelter categories this month,
reflecting the continued slowdown in the underlying trend. We expect a 0.23%
increase in the OER category and a 0.17% increase in the rent category in June.
Monthly shelter inflation has been particularly volatile over the last two months,
spiking in April as the negative bias from last year’ s government shutdown
unwound. Shelter prices also rose at an above-trend pace in May, but most of the
acceleration relative to the prior trend was concentrated in the Northeast, which we
suspect reflected statistical noise.

3. Travel services. We expect more moderate increases in the travel services
categories this month. We forecast a 1.5% increase in airfares (vs. 2.8% on average
over the last two months), reflecting passthrough of higher oil prices since the start
of the Iran war and the signal from our equity analysts’ tracking of online price
data, and a 0.3% increase in hotel prices (vs. 1.7%), reflecting less of a boost from the
World Cup—which has already begun to show up in the CPl component as it is
measured at the time of booking—and the signal from alternative price data.
Looking ahead, we expect declines in travel services inflation, as airfares decline on
the back of lower jet fuel prices and hotel rates fall from their World Cup highs.
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&% 3: Jet Fuel Prices, Which Flow Through to Consumer Prices With About a One-Month Lag, Remained Elevated for Most
of the Month of May But Have Since Declined; The World Cup Sharply Boosted Hotel Prices in Host Cities
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4, Residual seasonality. We expect downward pressure from potential residual
seasonality on a few categories. This includes the new cars and communications
categories, which have declined by 0.1% and 0.2%, respectively, on average over the
last three Junes.

Our forecast is consistent with a larger 0.24% monthly increase in core PCE in June,
reflecting a sharp increase in the financial services component that contributes
+0.04pp to core PCE, itself reflecting the increase in equity prices in May, which flow
through to the component with a lag (Exhibit 4).

[E|7% 4: Our CPI Forecast Translates to a Higher Core PCE Reading of +0.24% in June

Category Core CPI Core PCE
Forecast %) Forecast Weight (%)
Apparel 0.10 3.2 0.10 3.0
New cars -0.10 54 -0.10 21
Used cars -0.50 3.0 -0.50 1.2
Motor vehicle parts 0.50 0.5 0.25 0.7
Medical care commodities 0.00 1.9 0.00 4.0
Tobacco 0.40 0.6 0.40 0.6
Rent of primary residence 0.17 9.3 0.17 4.1
Lodging away from home 0.30 17 0.30 1.0
Medical care services 0.13 8.5 0.20 19.1
Public transportation 1.69 1.7 1.00 17,
Transportation services ex-public -0.10 7.8 0.20 2.1
Pets 0.20 0.7 0.18 0.6
Recreation ex-pets 0.30 5.9 0.50 8.8
Education 0.25 34 0.19 1.9
Communication -0.10 35 0.20 1.7
Household furnishings and ops. 0.30 53 0.27 3.3
Personal care 0.10 3.2 0.09 23
Alcoholic beverages 0.20 1.0 0.20 22
Owners' equivalent rent 0.23 32.8 0.23 13.4
Financial services 0.40 9.1
Residual (implicit) 0.20 0.2 0.20 17.0
Core 0.17 100.0 0.24 100.0

#E¥IFGE: Department of Labor, Department of Commerce, S8R EH R
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We expect monthly core CPl increases around 0.2% over the next couple of months,
reflecting the continued slowdown in the shelter categories and the reversal of
upward pressure from higher jet fuel prices and the World Cup on the travel services
categories, though risks are tilted to the upside if disruptions to oil markets and
associated oil price increases prove more persistent than expected.

Jessica Rindels

Ronnie Walker
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