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US inflation

Slow more than expected

US CPI gained by 0.4% MoM in October and picked up 7.7% YoY in 10M22

— US inflation cooled down more than expected. In particular, CPI inched up 0.4% MoM last
month and picked up 7.7% YoY in 10M22. Notably, core CPI (excluding volatile food and
energy costs) only increased by 0.3% MoM, below the consensus forecast of 0.5% MoM and
the actual increase of 0.6% MoM in September (Figures 1 &2).

— Key factors affecting CPI in October (Table 1)
(i) Factors contributing to the gain of CPI: (1) Food prices went up 0.6% MoM (vs. 0.8%
MoM in September, 0.8% MoM in August); (2) Energy prices shot up 1.8% MoM as gasoline
and fuel oil prices grew 4% and 19.8% MoM respectively; (3) Rent continued its uptrend
since the beginning of the year, up 0.8% MoM (Figure 3) due to skyrocketing Fed funds rate
after four consecutive increases.
(ii) Factors helping to bring down the inflation figures: (1) Used vehicle prices dropped 2.4%
MoM:; (2) Apparel prices fell 0.7% MoM; (3) Medical care services contracted 0.6% MoM.

The FED is expected slow down on rate hikes in 2023

— In the base case scenario, we assume that CPI keeps growing at 0.3% MoM in the coming
months until mid-2023, and core CPI should touch 4.7% YoY in May 2023. It is a relatively
conservative scenario when US core CPI decreased sharply last month after peaking in July
(up 0.7% MoM). We maintain this cautious view due to unpredictable factors related to the
supply chain in light of China's longstanding zero-Covid policy, the ongoing Russia-Ukraine
war, ...

— Correspondingly, we believe the FED will slow the pace of its interest rate hikes with an
expected 50 basis point increase this December and two more hikes of 25 basis points at its
January and March meeting next year. The Fed funds rate may hit a range of 4.75%-5% by
the end of March 2023 (higher than expected the core CPI of 4.7% YoY in May 2023), and
the US central bank would hold interest rates there until the end of the year to further
assess how inflation goes and US’s economic health before taking the next move. It is
consistent with the Fed’s intention to stabilize inflation slowly. In our view, the FED will likely
lower interest rates at the end of 2023 when the US economy shows clear signs of
weakening in a well-controlled inflation environment.



Fig 1. US - CPI (%YoY) Fig 2. US - CPI (%MoM)
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Fig 3. US - House and rent prices

Rent has maintained its upward trend since the
beginning of the year.

(%) % House price (YoY) % Rent price (MoM)
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Fig 4. US - Fed Funds Rate & CPI (%YoY)
The Fed Funds Rate at the end of March 2023
should hit 4.75% - 5%, higher than the
expected core CPI of 4.7% YoY in May 2023. e FFR CPI (%YoY)
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Table 1. US - CPI (%MoM)

CPI 10M22
Apr 2022 May 2022 Jun 2022 Jul 2022 Aug 2022 Sep 2022 Oct 2022 wYoy
Headline CPI 0.3 1.0 13 0.0 0.1 0.4 0.4 7.7
Food 0.9 12 1.0 11 0.8 0.8 0.6 109
Food at Home 1.0 14 1.0 13 0.7 0.7 0.4 124
Food Away from Home 0.6 0.7 0.9 0.7 0.9 0.9 0.9 8.6
Energy -2.7 39 7.5 -4.6 -5 -2.1 18 17.6
Energy commodities -5.4 4.5 10.4 -7.6 -10.1 -4.7 4.4 193
Gasoline (all types) -6.1 4.1 11.2 =77 -10.6 -49 4 175
Fuel oil 2.7 169 -12 -11 -59 -2.7 19.8 68.5
Energy services 13 3 35 0.1 2.1 11 -1.2 156
Electricity 0.7 13 17 16 15 0.4 0.1 141
Utility (piped) gas service 31 8 8.2 -3.6 35 29 -4.6 20
Core CPI 0.6 0.6 0.7 03 0.6 0.6 03 6.3
Commodities 0.2 0.7 0.8 0.2 0.5 0.0 -0.4 51
New vehicles 11 1.0 0.7 0.6 0.8 0.7 0.4 8.4
Used cars and trucks -0.4 18 16 -0.4 -0.1 -11 -2.4 2
Apparel -0.8 0.7 0.8 -0.1 0.2 -0.3 -0.7 41
Services less energy services 0.7 0.6 0.7 0.4 0.6 0.8 0.5 6.7
Shelter 0.5 0.6 0.6 0.5 0.7 0.7 0.8 6.9
Transportation services 31 13 2.1 -0.5 0.5 19 0.8 15.2
Medical care services 0.5 0.4 0.7 0.4 0.8 1.0 -0.6 5.4
Source: Bloomberg, KB Securities Vietnam
Fig 5. US - Probability of Fed funds rate hikes
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Investment ratings & definitions

Investment Ratings for Stocks

(based on expectations for absolute price gains over the next 6 months)

Buy: Hold: Sell:
+15% to -15% -15% or more

+15% or more

Investment Ratings for Sectors

(based on expectations for absolute price gains over the next 6 months)
Positive: Neutral:

Perform in line with the market ~ Underperform the market

Negative:
Outperform the market

Opinions in this report reflect the professional judgment of the research analyst(s) as of
the date hereof and are based on information and data obtained from sources that KBSV
considers reliable. KBSV makes no representation that the information and data are
accurate or complete and the views presented in this report are subject to change without
prior notification. Clients should independently consider their own particular
circumstances and objectives and are solely responsible for their investment decisions
and we shall not have liability for investments or results thereof. These materials are the
copyright of KBSV and may not be reproduced, redistributed or modified without the prior
written consent of KBSV. Comments and views in this report are of a general nature and
intended for reference only and not authorized for use for any other purpose.
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