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Consumer Inflation Expectations Move Higher in Early October

Summary Economist(s)

Consumer sentiment rose in early October as views of current conditions improved. Tim Quinlan
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a level the Fed will still consider well-anchored. Views of inflation may, however, move Shannon Seery
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Sentiment Off the Ropes, Expectations Tick Up

e The preliminary release of consumer sentiment from the University of Michigan for September
revealed a modest increase in optimism. Overall sentiment rose to 59.8, a 1.2 point gain from 58.6
a month earlier (chart). Sentiment was lifted by consumer views of current conditions specifically,
which jumped by the most in over a year and a half to a reading of 65.3 (chart). Views on coming
conditions declined to 56.2. Still, levels of sentiment remain broadly depressed and near lows
reached since the pandemic.

e The most important component of this release continues to be consumer inflation expectations.
Both short-term (one-year ahead) and longer-term (five-ten years ahead) expectations rose in
early October (chart). Short-term expectations remain more volatile and are still at an elevated
level of 5.1%. More importantly, longer-term expectations remain well-within the past decades
range. At 2.9%, the Fed will still view expectations as "well-anchored", a topic it puts great emphasis
on when setting monetary policy.

¢ We have pointed to the fall in gasoline prices as the catalyst for the decline in expectations the
prior two months. The recent increase in gasoline prices for October, was likely a factor in the
pickup in expectations. 52% of consumers in October expect gas prices to rise over the next 12-
months, the largest share in five months. The average price of a gallon of gasoline in the U.S. has
so far averaged about $0.15 higher in October than it did in September and is moving back up to
around $4/gallon. If prices continue to move higher in the second half of the year, expectations may
finish the month a bit higher than in this preliminary estimate.

e The upside-surprise in the latest report on consumer prices may also provide some near-term
boost to inflation expectations. We are unsure of when the cutoff date was for this preliminary
read, but it was likely ahead of Wednesday's CPI report. Even with expectations remaining well-
anchored, we expect the Fed will continue with another super-charged 75 bps rate hike at its
November 2 meeting.
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