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e The Consumer Price Index (CPI) increased 0.3% in September overall CPI
versus a consensus expected rise of 0.2%. The CPl is up 2.8% 12‘“’!2";:‘:";‘:""9"
versus a year ago. 5 12-Month % Change -
e Energy prices increased 5.3% in September and food and 47 4
beverage prices increased 4.4%. Excluding food and energy, o .
the core CPI was up 0.2%, as the consensus expected. The
core CPl isup 2.1% versus ayear ago. Excluding just energy, 2 2
the CPI was up 0.3% in September and 2.5% versus a year ago. N L,
¢ Real average hourly earnings — the cash earnings of production 0 0
workers —increased 0.1% in September and areup 1.3%versus 44},
|ast year. Sot?rlce: Bu?iau of I?gbor Stg{?stics Igsaver Ar?aslytics o
Implications: After a lull caused by a temporary plunge in overall CPI
CommOdity priCES in autumn 2006! year'to'year Measures Of 5-Year % Change (Annualized) SA, 1982-84=100
inflation are again signaling danger. The consumer price index 3.0 3.0
is up 2.8% versus a year ago. Over the same period, producer
prices are up 4.4% and import prices up 5.2%. Theriseinthe  *®] 28
year-to-year CPI is not just a function of unusually weak prices | 6
in September/October last year contaminating the twelve-month
comparisons. The CPl isup at a 3.1% annual rate in the past SiXx ~ 2.41 2.4
months and up at a 3.5% rate or higher for the past 7, 8, 9, 10,
and 11 months. The core CPI isup 2.1% versus last year, but we %2 22
continue to believe that in an era of persistently higher food and | o
energy prices that core measures of inflation hide the underlying o1 "oz "'o3 "o "os " 05 o7

Source: Bureau of Labor Statistics /Haver Analytics

trend rather than reveal it. Meanwhile, real average hourly
earnings are up 3.7% in the past two years. With the exception of 1997-99, this is the fastest increase in cash

wages since the early 1970s. These gains, along with higher equity prices, will help support consumer spending
even as home values fall.

CPI-U Sep-07 | Aug-07 Jul-07 [3-mo % Ch.]|6-mo % Ch.] Yrto Yr
All Data Seasonally Adjusted annualized Jannualized | % Change

Consumer Price Index 0.3% -0.1% 0.1% 1.0% 3.1% 2.8%
Ex Food & Enerav 0.2% 0.2% 0.2% 2.5% 2.4% 2.1%
Ex Energy 0.3% 0.2% 0.2% 2.8% 2.8% 2.5%
Enerav 0.3% -3.2% -1.0% -14.8% 6.4% 5.3%
Food and Beveraaes 0.5% 0.4% 0.3% 4.6% 4.8% 4.4%
Housina 0.3% 0.0% 0.2% 1.6% 2.3% 2.9%
Owners Eauivalent Rent 0.3% 0.2% 0.2% 2.7% 2.3% 2.9%

New Vehicles -0.3% 0.1% 0.0% -0.6% -0.7% -1.0%
Medical Care 0.3% 0.5% 0.6% 6.0% 4.9% 4.6%
Services (Excludina Enerav Services) 0.3% 0.2% 0.3% 3.3% 3.4% 3.3%
Real Average Hourly Earnings 0.;% 0.5% O.g% 3.4% l.O% ;.3%

Source: U.S. Department of Labor
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