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‘Upstream’ prices are surging in all major economies: but only in the US
and (to a lesser extent) the UK is this feeding into core CPI inflation
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https://www.bls.gov/bls/inflation.htm
https://www.stat.go.jp/english/data/cpi/1581-z.html
https://ec.europa.eu/eurostat/web/hicp
https://www.ons.gov.uk/economy/inflationandpriceindices
https://www.statcan.gc.ca/eng/subjects-start/prices_and_price_indexes
https://www.scb.se/en/finding-statistics/statistics-by-subject-area/prices-and-consumption/consumer-price-index/consumer-price-index-cpi/

There’s been very little pass-through of higher producer prices into ‘core’
consumer price inflation in Asia
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Note: ‘Core’ CPls measure different things in different Asian economies — see footnotes to slide 58. Sources: China Natfional Bureau of Stafisfics; Stafistics Korea; Bank of Koreq; SAU L ESLAKE
Taiwan Statistical Bureau; Singstat; Monetary Authority of Singapore; Statistics Indonesia; Philippine Statistics Authority; Thailand Bureau of Trade and Economic Indices;
Department of Statistics Malaysia.
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https://data.stats.gov.cn/english/index.htm
http://kostat.go.kr/portal/eng/pressReleases/9/2/index.board
https://www.bok.or.kr/eng/bbs/E0000634/view.do?nttId=10065593&menuNo=400069&pageIndex=1
https://eng.stat.gov.tw/ct.asp?xItem=12092&ctNode=1558&mp=5
https://www.singstat.gov.sg/publications/economy/ppi-highlights
https://www.mas.gov.sg/-/media/MAS/SORA/Historical-SORA-data---Jul-2005-to-Jul-2020.xlsx
https://www.bps.go.id/subject/3/inflasi.html#subjekViewTab3
https://psa.gov.ph/statistics/survey/price/summary-inflation-report-consumer-price-index-2012100-july-2021
http://www.indexpr.moc.go.th/price_present/tableindexCpi_bot.asp
https://www.dosm.gov.my/v1/index.php?r=column/ctwoByCat&parent_id=105&menu_id=bThzTHQxN1ZqMVF6a2I4RkZoNDFkQT09

Consumer price inflation is rising in many other ‘emerging’ markets
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Sources: Instituto Brasileiro de Geografia e Estatistica; Instituto Nacional de Estadistica y Geografia (Mexico); Instituto Nacional de Estadistica y Censos (Argentina); Instituto SAU L ESLAKE

Nacional de Estadisticas (Chile); Rosstat; Ukrstat; Kdzponti Statisztikai Hivatal (Hungary); Sak'art'velos Statistikis Erovnuli Samsakhuri (Georgia); Statistics South Africa; Turkstat.
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https://www.ibge.gov.br/en/home-eng.html
https://en.www.inegi.org.mx/
https://www.indec.gob.ar/indec/web/Institucional-Indec-QuienesSomosEng
https://www.ine.cl/
https://eng.rosstat.gov.ru/
https://ukrstat.org/en/operativ/oper_new_e.html
https://www.ksh.hu/?lang=en
https://www.geostat.ge/en
http://www.statssa.gov.za/
https://www.tuik.gov.tr/Home/Index

The OECD estimates that higher commodity prices and shipping costs
account for three-quarters of the increase in G20 inflation so far this year

Inflation in major advanced economies Contribution to annual G20 inflation
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Source: OECD, Economic Outlook, Interim Report, 215" September 2021.
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https://www.oecd.org/economic-outlook/

It's possible that ‘upsiream’ pressures — with the important exception of
natural gas - may have peaked
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https://www.imf.org/en/Research/commodity-prices
https://fbx.freightos.com/
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.balticexchange.com/en/data-services/market-information0/dry-services.html

The factors contributing to the spikes in semi-conductor chip prices and
container shipping freight rates seem to be abating

World semi-conductor chip sales Empty containers passing through the Port of Los Angeles
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Sources: Semiconductor Industry Association; Port of Los Angeles.
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https://www.semiconductors.org/
https://www.portoflosangeles.org/business/statistics/container-statistics/historical-teu-statistics-2021

US consumer prices recorded their smallest increase since January in
August with many of the contributors to the recent spike now abating

Contributions to recent monthly changes in CPI Price indices for items which have contributed most to recent monthly
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Note: '‘HOER' = home-owners' equivalent rent (a measure of the ‘imputed rent’ notionally paid by owner-occupiers to themselves), and which accounts for 2812% of the CORINNA ECONOMIC ADVISORY
CPI excluding food and energy. Source: US Bureau of Labor Statistics, Consumer Price Index Table 6; Corinna. INDEPENDENT ECONOMICS



https://www.bls.gov/cpi/tables/supplemental-files/home.htm

PCE price deflators highlight the significant role of durable goods in the
‘disinflation’ of the past 20 years and the more recent ‘spike’ in inflation

Implicit price deflators of personal consumption expenditures — per cent changes over 12-month intervals
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https://www.bea.gov/data/consumer-spending

There have been some serious supply-chain difficulties in the US -
particularly in the auto sector — but they may have now peaked
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Note: The diffusion index of order backlogs is 50 plus the percentage of respondents reporting longer backlogs minus the percentage reporting shorter backlogs (and similarly
for customer inventories). ‘Reasons for < full capacity’ means reasons for operating at less than full capacity. Sources: Institute for Supply Management, Report on Business; SAU L ESLAKE

US Census Bureau, Quarterly Survey of Plant Capacity Utilization; Board of Governors of the Federal Reserve System, Industrial Production and Capacity Utilization - G17. "
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https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
https://www.census.gov/programs-surveys/qpc/data/tables.html
https://www.federalreserve.gov/releases/g17/Current/default.htm

Survey measures also suggest that ‘upstream’ price pressures in the US may
be peaking — and import price inflation could also be easing
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https://www.philadelphiafed.org/surveys-and-data
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
https://www.bls.gov/news.release/ximpim.toc.htm

History suggests that a broadly-based acceleration in labour costs is a
key element of any sustained rise in inflation

Consumer price inflation and unit labour costs Consumer price inflation and unit labour costs
— United States — United Kingdom
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Note: ‘unit labour costs’ is labour costs (wages or salaries plus ‘on costs’) per unit of output —ie, it measures the extent to which growth in real wages exceeds growth in SA U L ES LAKE

12 labour productivity. Sources: US Bureau of Economic Analysis; US Bureau of Labor Statistics; UK Office for National Stafistics. CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.bea.gov/news/2021/personal-income-and-outlays-may-2021
https://www.bls.gov/news.release/ximpim.toc.htm
https://www.ons.gov.uk/

...and although the US labour market does seem to be tightening in some
respects, there’s no evidence of a broad-based pick up in wages growth
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Note: Measures of average hourly earnings (especially the all-industries measures) and of average compensation per hour are affected by changes in the composition of

employment (so for example they rose sharply in Q2 2020 when large numbers of low-paid workers were laid off and fell markedly when they returned to work) whereas the
Atflanta Fed ‘wage growth tracker’ (which tracks the wage growth of individuals) and the wages component of the ECI (which is very similar fo the ABS' Wage Price Index) are

not. Sources: US Bureau of Labor Statistics, Job Openings and Labor Turnover Survey, Current Employment Statistics, Employment Cost Trends and Labor Productivity and Costs.
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https://www.bls.gov/jlt/
https://www.bls.gov/news.release/empsit.nr0.htm
https://www.bls.gov/ncs/ect/
https://www.bls.gov/lpc/

Statistical measures of ‘underlying’ inflation (similar to those used by the

RBA) haven’'t risen nearly as much

Alternative measures of US ‘core’ CPI inflation
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Note: The ‘trimmed mean’ CPl inflation rate excludes the components of the CPl whose weights fall in the top and bottom 8% of the distribution of price changes; the median
is the component whose price change is in the middle of the distribution of price changes. The ‘trimmed mean’ of the PCE deflator excludes 24% by weight from the lower tail SAUL ESLAKE

and 31% by weight from the upper tail of the ranked distribution of price changes. Sources: US Bureau of Economic Analysis; US Bureau of Labor Stafistics; Federal Reserve

14 Bank of Cleveland; Federal Reserve Bank of Dallas.
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https://www.bea.gov/news/2021/personal-income-and-outlays-may-2021
https://www.bls.gov/news.release/ximpim.toc.htm
https://www.clevelandfed.org/en/our-research/indicators-and-data/median-cpi.aspx
https://www.dallasfed.org/research/pce.aspx#tab1

Longer-term household inflation expectations remain ‘well-anchored’ (as
central bankers like to say)

Michigan University survey of household New York Fed survey of consumer inflation expectations
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Sources: Michigan University Survey Research Center; Federal Reserve Bank of New York Center for Microeconomic Data.
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http://www.sca.isr.umich.edu/
https://www.newyorkfed.org/microeconomics/topics/inflation

US labour market tightness owes a lot to restrictions on immigration, and to
barriers to the return to the labour market of specific groups
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https://www.bls.gov/news.release/empsit.nr0.htm

In Australia, there’s no sign of any ‘underlying’ inflationary pressure at all,
except perhaps in the housing sector

Manufacturers’ costs and prices
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https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/producer-price-indexes-australia/latest-release
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/international-trade-price-indexes-australia/latest-release
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/latest-release
https://www.ag.gov.au/industrial-relations/enterprise-agreements-data/trends-federal-enterprise-bargaining

Summary - what are the inflation risks

O The Fed and other ‘advanced economy’ central banks are probably right to regard the increase in ‘headline’ and
(in the US) ‘ex-food-and-energy’ inflation as ‘transitory’

although it may take some time for them to be completely vindicated

it's important to remember that ‘advanced’ economy central banks want (and are targeting) higher inflation than that
experienced in the past five-ten years

O The main risks to this view would appear to be

the possibility that energy prices remain at elevated levels for much longer than expected, and that this ‘feeds through’ into
household and business inflation expectations

the possibility that policies designed to accelerate the transition to ‘net zero’ emissions (such as increased and more wide-
spread carbon prices) have a wider or longer-lasting impact on inflation

the possibility that an excessive focus on ‘security’ of supply chains (in the name of ‘sovereignty’) leads to sustained
increases in costs and prices

the possibility that long-term restrictions on immigration result in labour markets tightening more rapidly than central banks
recognize or anticipate

the possibility that it is the capital stock, rather than the supply of labour, which becomes the ‘limiting factor’ on potential
output growth, and that central banks fail to recognize that in determining when to start ‘normalizing’ monetary policy

d The UK may be an ‘outlier’ among ‘advanced’ economies - that is, have a greater inflation risk

because of ‘bottle-necks’ caused by Brexit

Q It's a different situation in most ‘emerging’ economies (outside of Asia)

18

because inflation expectations are far less ‘well anchored’ in non-Asian ‘emerging’ economies

and because EM currencies provide an additional channel for transmitting higher inflation
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This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Ltd, ABN 145 668 058 69, whose registered office is
located at Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

This document has been prepared for the use Jamieson Coote Bonds, and is not to be further circulated or distributed without permission.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of
financial or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this
document accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein. Neither Saul
Eslake nor Corinna Economic Advisory Pty Lid however makes any representation as to its accuracy or completeness and the information should
not be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to
change without notice. The author and Corinna Economic Advisory Pty Lid expressly disclaim any responsibility, and shall not be liable, for any loss,
damage, claim, liability, proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract,

equity or otherwise) out of or in connection with the contents of and/or any omissions from this communication except where a Liability is made
non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated.
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