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U.S. Inflation Flash

Falling Gas Prices Drag Down Headline Inflation in May
e Headline inflation dropped 0.3% MoM in May following no change in April

e The energy index fell 4.3%, led mostly by a 6.8% decline in gas prices

e Core prices increased 0.2% for the third consecutive month

The consumer price index declined slightly more than expected in May, down 0.3% following no change in April.
Headline inflation had been relatively strong on a monthly basis throughout the first quarter but is no reflective of
falling energy prices. The energy index declined 4.3% in May after falling 1.7% in April, with the index now at the
lowest level since February 2011. Gas prices led the overall decline, dropping 6.8% following a 2.6% decrease in the
previous month. Food prices were unchanged in May for the first time in three months. On a YoY basis, headline
inflation dropped from 2.3% in April to 1.7% in May, the lowest rate in more than a year.

Despite the recent swings in headline inflation, core prices held steady at 0.2% MoM for the third consecutive month.
Most of the pressure stems from medical care services, which increased 0.5% after gaining 0.4% in April. Shelter
prices have also been consistent, up 0.2% for the eighth straight month. Other components are also adding pressure
to core inflation, including apparel and used car prices, which increased 0.4% and 1.0%, respectively. On a YoY
basis, core inflation holds steady at 2.3%, with medical care services jumping to 3.9% and shelter at 2.3%.

In regards to our baseline scenario, our current forecast assumes Brent oil prices above $120pb in the next five
months, which seems high now compared to the latest price of $113pb in May. Thus, the sharp decline in oil prices
has created a downward bias for our headline inflation forecast, which stands at 2.5% for 2012. Also, current trends
in medical care and shelter prices, as well as other components, continue to present an upward bias for the core
figure, which we expect may end slightly higher than our current 2012 forecast of 1.9%.

Chart 1 Chart 2

Consumer Price Inflation Trimmed Mean, Shelter, and Core CPI
YoY % Change YoY % Change

6% 5

= Trimmed Shelter === Core ex shelter+used autos

- Na w ;
oM iV 4 N N
It VA VN AARY) N % [ X

1% L
0% T T T T T T T T T

—=Core \

-1%

——Headline 0 T T T T T T : : : —
2% |
-3% -1
00 01 02 03 04 05 06 07 08 09 10 1 00 01 02 03 04 05 06 07 08 09 10 11 12
Source: Bureau of Labor Statistics & BBVA Research Source: Bureau of Labor Statistics & BBVA Research

Kim Fraser
kim.fraser@bbvacompass.com
+1 713 831 7345

BBVA | researce ™ | 2001 Kirby Drive, Suite 310, Houston, TX 77019 USA | www.bbvaresearch.com

DISCLAIMER

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research U.S. on behalf of itself and its affiliated companies
(each BBVA Group Company) for distribution in the United States and the rest of the world and is provided for information purposes only. Within the
US, BBVA operates primarily through its subsidiary Compass Bank. The information, opinions, estimates and forecasts contained herein refer to the
specific date and are subject to changes without notice due to market fluctuations. The information, opinions, estimates and forecasts contained in
this document have been gathered or obtained from public sources, believed to be correct by the Company concerning their accuracy,
completeness, and/or correctness. This document is not an offer to sell or a solicitation to acquire or dispose of an interest in securities.


http://www.bbvaresearch.com/

