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U.S. CPI Preview: January 2023 
MNI View: Core Services Ex Shelter Keenly Watched 

By Chris Harrison 
 

SUMMARY 

• Core CPI inflation is seen nudging up to 0.3% M/M in December after surprising lower with 0.20% in Nov 
as the three main areas of core - shelter, services ex shelter and goods - all moderated.  

• OER and tenants’ rents could see a modest dip but barring no surprises there, attention is likely most firmly 
on core services excluding shelter with its continued FOMC focus, and then any further goods deflation.  

• Market expectations have tilted closer to another stepdown to a 25bp hike on Feb 1 (31bp priced) on softer 
than expected AHE growth within payrolls and a significant miss for ISM services as new orders slumped.  

• We see high sensitivity to surprises in either direction, especially if in stickier, less idiosyncratic categories.  

• The historically low u/e rate gives hawks something to build upon if an upside surprise, but might need to 
be followed by strong composition-adjusted wage growth in measures released later this month to lock in 
another 50bp hike, whilst a downside surprise could further cement a 25bp hike with a resulting relief rally.   

 
Core CPI Seen Up 0.3% M/M With Minor Downside Risk 

• Core CPI is seen rising 0.3% M/M in December 
after surprising with just 0.20% in Nov.  

• Unlike last month’s solid upside skew, this month’s 
Bloomberg survey is skewed slightly lower with 17 
of 62 estimates at 0.2% M/M compared to 9 with 
0.4% (although survey has skew has had mixed 
predictive success).  

• The Cleveland Fed’s nowcast is again stronger but 
two successive large overestimates have put a 
black mark against it as an indicator for now.  

• If consensus is accurate, it will nudge core Y/Y 
inflation down three tenths to 5.7% for 90bps below 
the September cycle high, with continued large 
base effects lowering the headline to 6.5% Y/Y.  

 

• Core sequential moves remain in focus, with three themes being watched: 
o First and foremost, does core services excluding 

shelter maintain its latest moderation? One of the 
standout findings of the Nov CPI report was that 
non-shelter core service inflation failed to bounce 
from an already soft Oct print. Instead, it registered 
its softest since July and before that Sep’21 with just 
0.16% after 0.23% M/M according to MNI calcs, or 
0.12% if excluding just OER and primary rents rather 
than total shelter. No official series here adds scope 
for some measurement error.  

o Did CPI rents continue to hold off moderation in new 
rents? OER and primary rents were one of the few 
hot spots in last month’s CPI report as both 
accelerated after a surprise dip in October.  

o Does core goods deflation extend further? Core goods prices fell -0.52% M/M in Nov with a large 
drag from used car prices as part of the unwinding of massive increases through the pandemic. 
We watch to see whether core goods prices excluding used autos see deflation, having technically 
avoided it with just 0.01% M/M in Nov. Improvements in supply chain pressures from measures 
such as the NY Fed’s GSCPI have levelled off which could suggest not much further moderation at 
least for now.  

 Nov 
actual 

December 
consensus 

Core 0.20% Median 0.3%, av 0.29% 

Headline 0.10% Median -0.1%, av -0.05% 

Core Y/Y 6.0% 5.7% (off 6.6% peak) 

Headline Y/Y 7.1% 6.5% (off 9.1% peak) 
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Analyst Expectations Of Key Sequential Drivers (vs prior month M/M) 

• Medical care (small +ve): Medical care service inflation saw a significant, mechanically driven step down 
in October as source data for the health insurance sub-component had their annual reset, but surprised in 
November when other more heavily weighted components fell further. Of those analysts who specify, most 
see another decline on the month but smaller than the -0.67% M/M from Nov (remembering that medical 
care services are worth about 9% of the core CPI basket).  

• Airfares (small +ve): Of the limited estimates for airfares, all expect a smaller decline than the -3.0% M/M 
in Nov, ranging from largely flat to -2% (but only 1% of core CPI basket).   

• Autos (mixed but on balance small +ve): Used car prices fell -2.4% in Oct and -3.0% in Nov but are still 
more than 40% higher than pre-pandemic levels. Analyst estimates are mixed, with Nomura looking for -
3.6% but on average look for a decline closer to -2% (adding perhaps 0.05pps to core CPI on the month).  

• Rents (small -ve): Key rent measures are seen easing slightly, and only minimally for the heavily weighted 
OER, from very strong rates in November. Analyst estimates below for OER range from 0.60-0.66% M/M 
but mostly at the higher end (from 0.68% in Nov, 3-mth av 0.70) along with 0.67-0.75% for primary rents 
(0.77% in both Nov and 3-mth av).  

 

• Non-core: Energy (-ve): Headline CPI is likely weighed by a sharper fall in energy prices, with a few 
analysts looking for circa -5% declines on the month after the -1.6% M/M in Nov. Food is widely expected 
to see a similar monthly increase to the +0.5% M/M in Nov.  
 

Potential Implications: Downside Bias To Survey And Post-NFP Rally Opens Scope For Hawkish Reaction 

• Fed Funds implied hikes sat in a range of 32-35bp 
hikes for the Feb 1 FOMC since the Dec FOMC prior 
to last Friday’s payrolls, breaking to a high of 
~36.5bp shortly before payrolls and ISM services 
pushed pricing to the current 31bp and just about 
holding onto a cumulative 50bp in March.   

• Terminal pricing was similarly affected, cut from 
recent highs of 5.05% just prior to payrolls to 4.95% 
and, despite broad Fed commentary that rates will 
need to be held into 2024, still sees cuts to a little 
under 4.5% by the end of the year.  

• Whilst since reversed, a brief relief rally on Powell 
not speaking directly on monetary policy matters on 
the Riksbank panel, rather than using the opportunity 
to offer some pushback to a recent easing in financial conditions post-payrolls, demonstrates sensitivity to 
a downside surprise and the firming of a 25bp downshift with the relief rally it would likely entail.      

• Equally though, increased data dependency sees high sensitivity to surprises in either direction, especially 
if in stickier, less idiosyncratic categories. The historically low u/e rate gives hawks something to build upon 
if an upside surprise, but would perhaps need to be followed by strong composition-adjusted wage growth 
in measures released later this month to lock in another 50bp hike.  

 
Latest Fedspeak on inflation: We Still Have Work To Do 

Gov. Bowman Jan 10 “We've seen a decline in some measures of inflation but we have a lot more work to do”. 
 
“My views on the appropriate size of future rate increases and on the ultimate level of the federal funds 
rate will continue to be guided by the incoming data and its implications for the outlook for inflation and 
economic activity.” 
 
“I will be looking for compelling signs that inflation has peaked and for more consistent indications that 
inflation is on a downward path […]. I expect that once we achieve a sufficiently restrictive federal funds 
rate, it will need to remain at that level for some time in order to restore price stability.” 
 

Daly (’24) Jan 9 

 
Inflation coming down but most in energy and goods, core services ex housing has shown no sense of 
coming down and see more persistence in aspects of inflation that are tough to get down. However, 
incoming wage data gives hope that services inflation slowing.  
 
A case can be made for either 25bp or 50bp hikes. Something above 5% is absolutely likely for peak rate 
but will be challenging to find the peak rate. 
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Bostic (’24) Jan 9 A cooler CPI report could put 25bp hike on the table, option to shrink hikes if CPI follows jobs data trend. 
However, sees likelihood that services inflation will prove persistent.  
 
Very hesitant to declare victory in bid to cool prices, favors hiking to 5-5.25% then hold through 2024. 

Barkin (’24) Jan 6 We still have work to do to bring down inflation whilst raising the inflation target risks Fed’s credibility.  
 
People care about food, gas, shelter costs, rent metrics will start to reverse soon and focusing on inflation 
trend in last 3-5 months.  
 
“With forward-looking real rates positive across the curve and therefore our foot unequivocally on the 
brake, it makes sense to steer more deliberately as we work to bring inflation down”. 
 

Bullard (‘25) Jan 5 Inflation expectations consistent with 2% goal and M2 money supply decline bodes well for disinflation.  
 
Data to shape 25bp or 50bp hike decision next meeting. Behooves Fed to get rates into restrictive 
territory asap. Rates getting closer to sufficiently restrictive zone, set to become so in 2023.  
 

 

Recent Inflation Developments 

 
 

Full recap of Nov CPI report here: https://marketnews.com/mni-us-inflation-insight-dec-22-paving-the-way-for-another-
downshift-in-feb  
 
Full recap of Dec payrolls report here: https://marketnews.com/homepage/mni-us-employment-insight-jan-23-mixed-
report-sees-cpi-next-in-downshift-debate  
 
 
 

https://marketnews.com/mni-us-inflation-insight-dec-22-paving-the-way-for-another-downshift-in-feb
https://marketnews.com/mni-us-inflation-insight-dec-22-paving-the-way-for-another-downshift-in-feb
https://marketnews.com/homepage/mni-us-employment-insight-jan-23-mixed-report-sees-cpi-next-in-downshift-debate
https://marketnews.com/homepage/mni-us-employment-insight-jan-23-mixed-report-sees-cpi-next-in-downshift-debate
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Two strikes and you’re out? The Cleveland Fed Nowcast remains robust at 0.48% M/M but follows two months of particularly 
large overestimation of 0.27pp and 0.31pp, unusual in both the outright size and consecutive nature of the errors.  

 

 
 
New measures of rental inflation continue to sharply moderate/turn lower but continued pressure from renewing leases remains 
and should maintain upward pressure on CPI rents at least for a few more months yet. Manheim auction prices suggest only 
modest further downside to used car prices although they are still substantially higher than pre-pandemic levels.  
 
From a trend sense, NFIB pricing plans continue to indicate future downward momentum to median CPI inflation, most recently 
with a notable step lower to almost back to the 2019 average, but historical lags suggest it could be a few more months until this 
disinflation on a median Y/Y basis materialises.  
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Dec 2022 CPI Report: Analyst Previews 
(In order of strongest to weakest for core inflation): 
 
SEB: Remaining Above Pre-Pandemic Trend In Near-Term 

• Core CPI seen at 0.4% M/M (5.8% Y/Y, -0.2pps), having peaked but remaining above the pre-pandemic 
trend in the near-term.  

• Pricing plans in the service sector and among small businesses have declined but are still higher than 
before the pandemic. Also, rents are expected to add 0.1-0.2pp to the monthly increase in core inflation 
over the next 3-6 months.  

• High wage inflation is an upside risk but a partial reversal of the strong increase for goods prices over the 
last 2 years is expected to put downward pressure on the inflation rate going forward. 

• Headline CPI seen at 0.0% M/M (6.6% Y/Y, -0.5pps).  
 
SocGen: Rent To Remain An Issue Whilst Many Durable Goods Prices To Be Soft 

• SocGen see core CPI at around 0.35% M/M - rounding might be material.  

• On the high side, rents remain an issue, and we expect shelter prices to be up 0.6% M/M. Auto prices are 
falling, with used autos falling sharply, and we expect many other durable goods prices to be soft, reflecting 
changes in consumer demand.  

• Service sector pricing retains a significant correlation with employment, and we should not be confident 
that inflation can sustain desired goals (2% as offered by the Fed) until employment softens. 

• Headline CPI seen holding flat at 0.0% M/M (6.5% Y/Y, -0.6pps), reflecting gasoline falling a seasonally 
adjusted -8% to drag 0.3pps from headline.  

 
JPM: Continued Firmness In Rent Measures But Declines For Many Other Main Core Components 

• JPMorgan see core CPI at 0.34% M/M (5.7% Y/Y, -0.3pps).  

• Continued firmness in CPI rent measures: industry data point to some eventual moderation in these 
measures, but we think the CPI will continue to post solid M/M growth in Dec, with rents 0.72% and OER 
+0.66%. They also expect a solid gain in lodging prices of 0.8%. 

• However, they expect softer monthly changes for many of the other main core components. Medical care 
prices seen -0.5%, used vehicle prices with a smaller decline than Nov but still -0.7%, new vehicle prices 
seen ticking down -0.1% M/M and public transportation prices -0.5% after -2% in Nov.  

• Headline seen basically unchanged M/M, allowing the annual rate to ease from 7.1% to 6.5% Y/Y, driven 
by energy -5.2% M/M and food +0.5% M/M.  

 
MS: Core CPI Seen Nudging Higher With Core Goods Deflation Fading  

• Morgan Stanley forecast core CPI at 0.30% M/M following 0.20% M/M (5.7% Y/Y, -0.3pp).  

• The sequential increase comes from core goods prices coming in at -0.01% M/M vs -0.52%M in Nov, with 
continued weakness from a decline in used car prices.  

• Core services CPI seen slowing to 0.41%M in December with shelter remaining strong growing 0.66%M, 
consisting of OER at 0.66% and rent 0.75% M/M.  

• Headline seen 0.07% M/M with energy -2.8% M/M and food +0.5% M/M, lowering the year-over-year rate 
to 6.6% from 7.1% prior. 

• A confirmation of the downshift in inflationary pressures should allow the Fed to step down to 25bp at its 
February meeting as we currently expect. While last week's payroll print was still strong on the surface, 
easing wage pressures do provide room for the Fed to call an earlier end to the tightening cycle than what 
is currently indicated in the SEP. 

 
Barclays: Core Services And Goods To Continue Moving In Opposite Directions 

• Barclays forecast core CPI accelerating a touch to 0.3% M/M (5.7% Y/Y, -0.3pp) with core services (+0.5% 
m/m) and core goods (-0.1% m/m) continuing to move in opposite directions.  

• Headline CPI seen dipping -0.1% M/M (6.4% Y/Y, -0.7pps), driven by a sharp drop in energy prices.  
 
ING: Much Sharper Y/Y Declines To Start From Early Q2 Onwards 

• ING see core CPI at 0.3% M/M (5.7% Y/Y, -0.3pps) with much sharper Y/Y falls in from early Q2 onwards.  
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• Expect another big drop in used car prices given the steep decline in new vehicle sales as consumers pull 
away from major purchases and lending criteria becomes stricter. 

• But officials are seemingly focused on services ex housing. The consumer spending story looks OK right 
now and that is likely to keep core inflation pressures somewhat elevated for a while. 

• It is too soon for the weakening in the housing market to show up in a clear moderation in the cost of 
shelter since it typically lags by 12-14 months so that is more of a story for the second quarter into the third. 

• Headline CPI seen easing from 7.1% to 6.6% Y/Y.   
 
TD: Shelter Likely Remained A Key Wildcard 

• Core prices likely edged higher in Dec, rising 0.3% M/M after 0.2% in Nov. Shelter inflation likely remained 
the key wildcard, though we look for goods deflation to act again as a major offset.  

• Importantly, gas prices likely provided new relief to the CPI, as they fell sharply in Dec.  

• All told, our M/M forecasts imply 6.5%/5.7% Y/Y for headline/core prices. 
 

Goldman: Expecting Sequentially Slower Pace Of Shelter Inflation  

• Goldman see core CPI inflation at 0.25% M/M (5.6% Y/Y, -0.4pps).  

• It reflects used cars (-1.6%) on the back of falling auction prices and new car prices (-0.5%) on rebounding 
incentives. We also assume a decline in apparel prices reflecting increased holiday promotionality and a 
2% pullback in airfares on lower oil prices.  

• We forecast a sequentially slower pace of shelter inflation (we estimate rent +0.67% and OER +0.64%) as 
weakness in new rental pricing begins to offset continued upward pressure on renewing leases.  

• On the positive side, we assume another gain in the car insurance category, as carriers push through price 
increases to offset higher repair and replacement costs.  

• Headline CPI seen -0.06% M/M, reflecting lower gasoline but higher food prices. 
 
UBS: See Two-Sided Risk To Forecast Of 0.25% M/M Core 

• UBS economists forecast core CPI at 0.25% M/M, roughly in line with the average of the past two CPI 
releases, representing a further solidifying of the lower level of inflation.  

• Retail used vehicle prices look to have fallen solidly again (-2.3%), and airfares and hotel prices also look 
to be easing. 

• Slowing rent increases are also a feature of our forecast though we expect slowing rents to have a larger 
impact on the CPI as we move toward late Q1 and into Q2.  

• We see two-sided risks: Upside for core services ex rents, medical, and transportation (which saw a huge 
increase in Nov from cell phone plans, admissions to sporting events, haircuts and laundry services), and 
on the downside for core goods excluding vehicles (which continue to see import prices falling solidly and 
where there were large price declines in Nov for recreation and information technology commodity prices). 

• Headline seen -0.16% M/M (6.37% Y/Y) with energy -5.1% and food +0.3%.  
 
BofA: Expecting A Mixed Bag For Core Services Ex-Shelter 

• BofA see core CPI inflation at 0.24% M/M (5.6% Y/Y, -0.4pps).  

• Core goods prices seen -0.5% M/M with another large decline in used cars judging by wholesale prices like 
the Manheim index which lead by a few months. We also expect higher than normal discounts for holiday 
related goods to result in price declines in a few categories (e.g. apparel, household furnishings, etc.). 

• Core services seen accelerating from 0.4% to 0.5% M/M with shelter again a key driver, although a 
moderation is in the pipeline. The Cleveland Fed’s new tenant repeat rent index fell sharply from 11.9% 
Y/Y in Q2 to 6.0% Y/Y in Q3, leading the official CPI rent index by roughly four quarters.  

• Our focus is on core services ex-shelter where expecting a mixed bag. Within medical care services, 
watching professional and hospital services after coming in weaker than expected in prior two months. 
Transportation services expected to have increased 0.9% M/M after -0.1%, with a smaller drag from 
airfares of -1.4% after -3.0%.  

• Headline seen 0.10% M/M (6.4% Y/Y, -0.7pps) led by energy -4.7% M/M whilst food 0.5% M/M.  

• BofA expect this report to have little effect on the near-term mon pol outlook, looking for a 50bp hike in Feb 
and 25bp hike in Mar before holding at 5.0-5.25%.  

 
Deutsche: Similar Pace With Moderating Goods Price Pressures and Partial Service Offset 

• Deutsche see core CPI at 0.22% M/M after 0.20% in Nov (5.6% Y/Y, -0.4pps).  

• Headline seen -0.15% M/M after +0.1% with only the second decline since 2020 (6.3% Y/Y, -0.8pps).  
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• We will be looking for signs that the Fed's narrative around inflation holds, namely moderating price 
pressures for goods somewhat offsetting elevated services inflation. 

• On the goods side, focusing mainly on used cars and trucks as well as household furnishings and supplies.  

• On services and shelter specifically, it will take another couple of quarters before the recent softening in 
private estimates of asking rents percolate through into the CPI. The Fed understands this lag structure 
and would only be concerned if the monthly run rate accelerates much further from their current levels. 

• Regarding other major categories, medical care services are again very likely to weigh on the CPI, with 
health insurance posting something similar in magnitude to Oct and Nov's 4% plunge. That said, swing 
factors such as travel-related industries have been particularly volatile of late, with the monthly changes in 
lodging away fluctuating between -3.5% and +5.6% and airfares between -7.8% and +18.6% in 2022. 
Hence, there will be plenty for market participants and Fed officials alike to ponder with respect to the 
inflation outlook. 

 
CIBC: Rent and OER To Peak In M/M Terms In Early 2023 

• CIBC forecast CPI inflation at 0.2% M/M (5.6%, -0.4pps), showing strength in core services tied to the tight 
labor market against an easing in core goods prices on weaker demand and the improvement in supply 
chains and inventories.  

• An easing in monthly hotel prices was behind the deceleration in shelter costs in Dec but rent and OER 
accelerated and are likely to show continued, strong pressure in Dec before peaking in early 2023 in terms 
of monthly increases.  

• Core services ex shelter are the main areas of concern for the Fed, given ties to labor market tightness, 
and still strong demand for services. A measurement quirk has driven downward pressure on core prices 
from medical care lately, with airfares also adding to the downside; both areas that aren’t indicative of 
underlying demand, and therefore did little to assuage the Fed’s concern. 

• We expect there to be enough evidence in hand of a slowdown in those areas for the Fed to stop hiking 
after delivering another 50bps of hikes in early 2023. 

 
Wells Fargo: Ending 2022 On A Better Note For Inflation 

• Wells Fargo see core CPI at 0.2% M/M with the pace of core service inflation little changed as last year 
ended on a better note when it comes to inflation.  

• While we believe that shelter inflation is close to its peak, continuing strong gains in the price of other core 
services can really pump the breaks on progress toward 2% inflation. 

• Headline CPI seen -0.2% M/M, bringing the Y/Y rate down to a 14-month low of 6.3%, with another sizable 
decline in energy prices to weigh on the headline and offset further gains in food and core services prices. 
But the drop in prices should also be helped along by another decline in core goods, led once again by 
used autos.  

 
NWM: Further Vehicle Weakness Keeps Core CPI At Softer Reading 

• NatWest see core CPI inflation at 0.19% M/M, close to its November gain of 0.199%, with most of the 
moderation led by weakness in core goods prices and specifically vehicles. 

• Used cars seen -3% after five consecutive monthly declines with new vehicles also dipping -0.1%.  

• OER and primary rents seen rising 0.7%. Meanwhile prices for travel-related components such as lodging 
away from home (-0.4%) and airfares (+0.3%) were likely little changed after steeper declines in Nov. 

• Medical care services seen declining for a third monthly decline and to continue with -0.1% in Jan and -
0.5% in Feb on account of the annual resetting of Medicare reimbursement rates. 

• Headline seen inching up 0.1% M/M (6.3% Y/Y, -0.8pp) with energy -4.8% and food a consecutive +0.5%.  
 
Nomura: Easing Inflationary Pressure Trend To Support Only Two More 25bp Hikes 

• Nomura see core CPI inflation at 0.170% M/M, after 0.1995 in Nov, translating to 5.55% Y/Y, down from 
6.0% (5.96%) in the previous month. Core goods seen at -0.67% M/M (from -0.52 Nov) and core services 
+0.475% M/M (from 0.435).  

• Lower core goods prices seen led by used vehicle prices falling sharply (-3.6%) as dealers’ margins 
continued to decrease whilst new vehicles inflation likely remained soft as incentives rebounded. Other 
consumer goods prices probably continued to face downward pressures from weakening demand and 
continued improvement in the supply chains.  
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• On the service side, see rent (0.70) and OER (0.66%) remaining strong whilst volatile airline fares likely 
rebounded modestly. However, medical care service prices remained a drag at-0.4% M/M while lodging-
away-from-home prices appeared unchanged during the month.  

• They expect only a modest rebound in CPI’s version of non-housing core service inflation to 0.23% M/M 
from 0.121%, supporting our call of only two more 25bp rate hikes in Feb and Mar to 4.75-5.00%.  

• Headline seen -0.188% M/M in Dec from energy -5.1% and food +0.6% M/M, with annual at 6.327% Y/Y.  
 
 
 

MNI Policy Team Insights  
 

MNI INTERVIEW: Surprising ISM Miss Doesn't Signal Concern Yet 
 
By Evan Ryser (published Jan 6) 

(MNI) Washington – A surprising contraction in U.S. services in December probably won't lead to a further decline 

next month, Institute for Supply Management chair Anthony Nieves told MNI Friday. 

The ISM services survey weakened substantially in December, with its headline composite falling 6.9ppts from 56.5 
in November to 49.6, one of the largest monthly declines on record. It was the first contraction since May 2020 and 
well below the Bloomberg consensus expectation at 55.0. 

Nieves sees a rebound in January and February with the index settling in the low 50s, but even another decline 
won't derail the industry, he said in an interview. 

"I don't expect it to be dropping down further from where we are right now," he said. "I don't believe we have all of 
the factors in here to be concerned, overly concerned." 

TEMPORARY WEAKNESS 

"Based on what we had coming out of the semi-annual [forecast] with out respondents, even if we did have 

contraction territory, it wouldn't be a long drawn out effect from it," he said. "There are too many other positive 
things happening right now in the economy that I believe the sector will continue to grow," he said. 

Many parts of the ISM services report weakened in December. New orders plunged 10.8ppts to 45.2 and business 
activity fell 10ppts to 54.7. The employment index slid to 49.8 from 51.5, and prices fell 2.4ppts to 67.6. Nieves said 
the report does not reflect December's weather-related disruptions. 

The big fall in the new orders sub-index is likely a temporary adjustment, as is some recent weakness in real estate 
rental and leasing, Nieves said. "Even if it stayed in contraction territory, I expect that to increase a bit." 

It's too early to say whether services have entered a stagflationary environment, he said. "I'm not going to change 
anything on one month. I think that if we start seeing this go both into January and February then I would say 'yes.'" 

 


