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US: CORE CONSUMER PRICES FIRMING AND
RETAIL SALES SOLID IN OCTOBER

*Headline CPI rose 0.1% m/m and 2% yr/yr in October (from 0.5% m/m and 2.2%
yr/yr in September) as the post-hurricane run-up in retail gasoline prices faded

*Core CPI (excludes food and energy) increased by 0.2% m/m (unrounded. 0.225%)
and 1.8% yr/yr, slightly higher than expected and indicative of a firming in the
underlying inflation trend (see Chart 1)

*U.S. retall sales rose by 0.2% m/m in October after the outsized 1.9% gain in
September due to more modest gains in vehicle sales (still elevated from strong
storm-damage replacement demand) and a decline in the nominal value of gasoline
station sales (due to lower gas prices). Sales were broadly solid, with only 3 of the 13
major categories declining

Consumer Price Index

Retail gasoline prices remained elevated in October but were down from September,
weighing on the gains in the headline CPI. Retail regular gasoline prices are increasing
again in November (averaging $2.54/gallon after $2.48/gallon in October) and may
push up the headline CPI in the next report (see Chart 2).

Core service prices (excludes energy) rose by a trend-like 0.3%, but core commodities
prices rose by 0.1% m/m, the best gain since January (see Chart 3). The acceleration in
used cars and trucks prices (up 0.7% m/m - the best gain since May 2012) from
strong vehicle-replacement demand and tobacco and smoking products prices (up
by an outsized 1.6%) is responsible for the pick-up in commodity prices (see Charts 4
and 5).

Based on the change in the core CPI, the Fed’s preferred measure of inflation, the
headline and core PCE deflators (scheduled for release on November 30) probably
increased by 1.5% yr/yr (from 1.6% prior) and 1.4% yr/yr (from 1.3% prior), respectively,
still below the Fed’s 2% target, but firming after the prolonged soft patch earlier this
year.

The firming of prices is evident in the number of CPI categories increasing in
October - 39 of the 62 main CPI categories increased in October, compared to just 28
in June (see Chart 6). Moreover, the three-month annualized change in the core CPI
picked up to 2.4% in October from 2% in September, the best rate since February (see
Chart 7).

The recent price data are probably enough for the Fed to conclude that the soft patch
in prices earlier this year was temporary and that inflation will continue to rise
modestly. Inflation has been the only missing piece from an environment of strong
economic growth, solid labor market performance, and very supportive financial
conditions. Given these favorable economic conditions, the Fed would quicken its pace
if inflation drifts up toward 2%.The Fed remains on track to raise its policy rate again
in December and stay close to its projected policy path next year.

Retail Sales

Control retail sales (excludes sales at food services and drinking places, gasoline
stations, building materials, and auto stores), which factor directly into GDP, are on
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pace to advance by a solid 3% annualized again in Q4 and sets a decent baseline for broader
private consumption.

The effects of the hurricane rebuild and repair were again evident in this report, as
furniture sales advanced a strong 0.7% m/m and building material sales gave back less
than half of its strong September gains (declined 1.2% m/m in October after surging 3% in
September).

Spending on discretionary categories was strong, providing an indication of improved
consumer confidence in finances and willingness to spend on non-essential goods and
services:

1) Sales at food services and drinking places accelerated by 0.8% in October, the
best gain since January

2) Sporting goods, hobby, book, and music sales advanced 1.5%,the best gain
since September 2016

3) Electronics and appliances sales increased by a strong 0.7% m/m (though
some of this may be linked to storm-damage replacement)

There was a surprise decline in non-store retail sales (includes online) in October, but we
expect to see a pick-up in sales in this category during the holiday shopping season.

The decent momentum in broad retail sales over the last couple of months, very
optimistic consumer confidence, solid job growth and low unemployment, and
continued increases in net worth all point to a robust holiday shopping season (see “U.S.
confidence points toward sustained momentum?”, October 9, 2017).

Chart 1: CPI - All items and CPI - Less Food and Energy (year-over-year, %)
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Chart 2: AAA Retail Regular Gasoline Prices - US Average

ALA Retail Regular Gasoline Prices: U5, Average
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Chart 3: CPI: Commodities Excluding Food and Energy (month-over-month, %)
CPI-LE: Commodities Less Food & Energy Commodities
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Chart 4: CPI: Used Cars and Trucks (month-over-month, %)
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Source: Monthly data. Source: Bureau of Labor Statistics and Haver Analytics

Chart 5: CPI: Tobacco and Smoking Products (month-over-month, %)
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Chart 6: Number of CPI Components Increasing On a Month-Over-Month Basis

Number of positive components (out of 62)
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Chart 7: CPI: All Items Excluding Food and Energy (three-month, annualized % change)
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This document was compiled by the above mentioned authors of the economics department of Berenberg Capital Markets
LLC (hereinafter also referred to as “BCM”). BCM has made any effort to carefully research and process all information.
The information has been obtained from sources which we believe to be reliable such as, for example, Thomson Reuters,
Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness
of all information given. The provided information has not been checked by a third party, especially an independent
auditing firm. We explicitly point to the stated date of preparation. The information given can become incorrect due to
passage of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to indicate
such changes and/or to publish an updated document. The forecasts contained in this document or other statements on
rates of return, capital gains or other accession are the personal opinion of the author and we do not assume liability for
the realisation of these.

This document is only for information purposes. It does not constitute a financial analysis, investment advice or
recommendation to buy financial instruments. It does not replace the recipient’s procurement of independent legal, tax or
financial advice.

This document has been classified as fair and balanced for the purposes of FINRA rules. Please contact Berenberg Capital
Markets LLC (+1 617.292.8200), if you require additional information.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by US law. The distribution of this document in other jurisdictions
may be restricted by law, and persons, into whose possession this document comes, should inform themselves about, and
observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It
is not for distribution to or the use of private investors or private customers.

Copyright

BCM is a wholly owned subsidiary of Joh. Berenberg, Gossler & Co. KG (“Berenberg Bank”). BCM reserves all the rights in
this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by
any means or redistributed without the BCM’s prior written consent. Berenberg Bank may distribute this commentary on
a third party basis to its customers.

© 2017 Berenberg Capital Markets, LLC, Member FINRA and SPIC.
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