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Inflation Moderated in January, but Prices Continue to Rise Steadily
By Chad Moutray — February 21, 2023

. Consumer prices rose 0.5% in January, accelerating from the 0.2% and 0.1% aqains in
November and December. respectivelv. Excludina food and enerav. core consumer
prices rose 0.4% in both December and Januarv. The Consumer Price Index has risen
6.4% over the nast 12 months. the slowest rate since Octoher 2021. albeit at a still
elevated pace. Core inflation (which excludes food and energy) increased 5.6% year-
over-year in January, the weakest reading in 13 months.

. Producer prices for final demand goods and services rose 0.7% in January, bouncing
bhack after declinina 0.2% in December and the laraest monthlv aain since .June.
Excludina food and enerav. nroducer prices for final demand aoods soared 0.6% in
Januarv. the fastest pace since Mav. Producer prices for final demand services
increased 0.4% for the second consecutive month.

. Over the past 12 months, producer prices for final demand goods and services have
risen 6.0%. the lowest since March 2021. Core producer prices increased 4.5% vear-
over-vear. continuina to decelerate since hitting a record 7.1% in March. It was also
the lowest in 22 months.

. Overall, pricing pressures for consumers remain very elevated, even with continued
easina in the latest data. This will continue to put pressure on the Federal Open
Market Committee. which now miaht lnok to do three 25-hasis-naint rate hikes at the
next three meetinas: March 21-22. Mav 2—-3 and June 13—14. Assumina the incoming
data allow the Federal Reserve to hit the pause button at that time. this would bring
}he “ttpsrrg\(i)rg/al rate”—or the rate at which the FOMC ceases increasing rates—to at
east 5.50%.

. After declinina sharplvy in November and December, manufacturina production
bounced back somewhat in Januarv. As such. manufacturina production once aaain
proved its resilience despite strugales with weaker-than-desired global growth and
ongoing geopolitical and economic uncertainties.

. Nonetheless, manufacturing production has risen iust 0.3% over the past 12 months.
At the same time. manufacturina capacitv utilization rebounded from a 15-month low,
increasing from 77.1% in December to 77.7% in January.

. Like manufacturinag production, retail sales iumped 3.0% in January following
disappointing data in November and December. As such, the consumer bounced




back. startina the new vear with a burst of soending that should lift GDP estimates and
is another sign of resilience in the U.S. economy.

Excludina motor vehicles and aasoline station sales. retail spendina increased by a
solid 2.6% in Januarv. Over the past 12 months. retail sales have risen 6.4%, or 7.4%
with motor vehicles and gasoline station sales excluded.

Despite better retail sales and production figures, manufacturing surveys from the
New York and Philadelphia Federal Reserve Banks both reported contracting activity
in their reaions in Februarv. However. manufacturers in both districts felt cautiously
optimistic in the outlook for the next six months.

Meanwhile, new residential construction activity declined 4.5% to 1,309,000 units at
the annual rate in .Januarv. the slowest nace since .Jiine 2020. Sinale-familv housing
starts droopped 4.3% to 841.000 units. Issues of affordabilitv and an uncertain
economic outlook have impacted the housina market neaativelv. and on a vear-over-
vear hasis. new housina starts have draonned 21.4%_ Single-family construction
activity has plummeted 27.3% over the past 12 months.

With that said. mortaaae rates have stabilized somewhat more in the past few months,
and that has brought some would-be homebuyers back into the market. Along those
lines. the latest data on builder sentiment improved. with a more upbeat—althouah still

Eeoa’rive—outlook, according to the National Association of Home Builders and Wells
argo.



Monthly Percentage Change in Consumer Price Index
(January 2022 — January 2023, Seasonally Adjusted, 1982-1984=100)
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LEGAL INS/GHTS FOR
MANUEACTURING

Manufacturers: Here’s What You Should Look Out for in 2023

As international commerce evolves, Husch Blackwell’'s team of legal thought leaders is
providing insight into what manufacturers can expect in the coming year. Download our
Legal Insights for Manufacturing_report to explore how the legal and regulatory
framework is evolving to address manufacturing’s large generational shifts. Topics
include:

Supply chain risk and reshoring;

Cybersecurity and data protection;

Heightened regulatory and enforcement risk;
Product safety and associated liability; and
Increased unionization and skilled labor scarcity.

The choices made during this era of transition will be crucial for manufacturers in the U.S.
Download our Legal Insights for Manufacturing_report to learn more.

Last Week’s Indicators: This Week’s Indicators:
(Summaries Appear Below)

Monday, Feb. 20

Monday, Feb. 13 PRESIDENTS DAY HOLIDAY

None

Tuesday, Feb. 14 Tuesday, Feb. 21




Consumer Price Index
NFIB Small Business Survey

Wednesday, Feb. 15

Industrial Production

NAHB Housing Market Index

New York Fed Manufacturing Survey
Retail Sales

Thursday, Feb. 16

Housing Starts and Permits
Philadelphia Fed Manufacturing Survey
Producer Price Index

Weekly Initial Unemployment Claims

Friday, Feb. 17
Conference Board Leading Indicators

Existing Home Sales
S&P Global Flash U.S. Manufacturing PMI

Wednesday, Feb. 22
FOMC Meeting Minutes

Thursday, Feb. 23

Gross Domestic Product (Revision)
Kansas City Fed Manufacturing Survey
Weekly Initial Unemployment Claims

Friday, Feb. 24

New Home Sales

Personal Consumption Expenditures Deflator
Personal Income and Spending

University of Michigan Consumer Sentiment
(Revision)

. Conference Board Leading Indicators: The Leading Economic Index decreased

0.3% in January, falling for the 11th straight month. Over the past six months, the LEI

has declined 3.6%, suggesting weaker
grapple with an uncertain economic out

rowth over the coming months as firms

ook. The release notes that these data are

consistent with a higher risk of recession in the near term. Nonetheless, the
Coincident Economic Index edged up 0.2% in January, with 0.7% growth over the

past six months.

. Consumer Price Index: Consumer prices rose 0.5% in January, accelerating from
the 0.2% and 0.1% gains in November and December, re(:)aé/)e,ctively. After declining in

each of the two prior releases, energy costs increased 2.
rose 0.5% in the latest data, continuin
and energy costs have increased 10.1

o in January. Food prices

to rise solidly. Over the past 12 months, food
o and 8.7%, respectively.

Excludin%food and energy, core consumer prices rose 0.4% in both December and

January.

0.5%) and new vehicles (up 0.2%
used cars and trucks (down 1.9%

rices for medical care commadities (up 1.1%) ) {
0.9%), apparel (up 0.8%), shelter (up 0.7%), household furnishings and supplies

increased for the month. In contrast, prices for
and medical care services (down 0.7%

transportation services ((up
up

o) declined.

The Consumer Price Index has risen 6.4% over the past 12 months, edging down

from 6.5% in December and the slowest rate since October 2021, albeit at a still
elevated pace. At the same time, core inflation (which excludes food and energy)
increased 5.6% year-over-year in January, inching down from 5.7% in December and
the weakest reading in 13 months.

Overall, pricing pressures for consumers remain very elevated, even with continued
easing in the latest data. This will continue to put pressure on the Federal Open
Market Committee, which now might look to do three 25-basis-point rate hikes at the



next three meetings: March 21-22, May 2—-3 and June 13—14. Assuming the incoming
data allow the Federal Reserve to hit the pause button at that time, this would bring
;[he ‘:[tesrrsr\érg/al rate”—or the rate at which the FOMC ceases increasing rates—to at
east 5.50%.

Housing Starts and Permits: New residential construction activity declined 4.5%
from 1,371,000 units at the annual rate in December to 1,309,000 units in January,
the slowesf pace since June 2020. Single-family housing starts dropped 4.3% from
879,000 units to 841,000 units, and multifamily starts fell 4.9% from 492,000 units to
468,000 units. Issues of affordability and an uncertain economic outlook have
impacted the housin% market negatively, and on a year-over-year basis, new housin
starts have dropped 21.4%. Single-family construction activity has plummeted 27.3%
over the past 12 months.

Meanwhile, new housinP permits—a proxy for future residential construction—edged
up 0.1% from an annualized 1,337,000 units in December to 1,339,000 units in
January. Yet, sm?Ie-farr_nIy permits declined 1.8% from 731,000 units to 718,000
units, the lowest level since April 2020. At the same time, multifamily activity rose
2.5% from 606,000 units to 621,000 units. On a year-over-year basis, housm?
permits have fallen 27.3% from 1,841,000 units in January 2022, with single-tamily
permits tumbling 40.0% over the past 12 months.

With that said, mortgage rates have stabilized somewhat more in the past few
months, and that has brought some would-be homebuyers back into the market.
Along those lines, the latest data on builder sentiment improved, with a more upbeat
—although still negative—outlook, according to the National Association of Home
Builders and Wells Fargo (see below).

Industrial Production: After declining sharply in November and December,
manufacturing production bounced back somewhat in January, rising 1.0%, with
durable and nondurable goods output up 0.8% and 1.1%, respectively. As such,
manufacturing production once again proved its resilience despite struggles with
weaker-than-desired global grow and.ongomg geopolitical and economic
uncertainties. Nonetheless, manufacturing production has risen just 0.3% over the
past 12 months. At the same time, manufacturing capacity utilization rebounded from
a 15-month low, increasing from 77.1% in December to 77.7% in January.

The manufacturing production data in January were mostly higher, led by sizable
gains in apparel and leather goods (up 3.7%), nonmetallic mineral products

(up 2.4%), other manufacturing (up 2.2%), textiles and product mills (up 2.2%),
machinery (up 1.7%), food, beverage and tobacco products (up 1.7%) and chemicals
(up 1.6%?? among others. At the other end of the spectrum, plastics and rubber
products (down 1.0%), wood products (down 1.0%), furniture and related products
(down 0.7%), printing and related support activities (down 0.6%) and petroleum and
coal products (down 0.2%) had reduced output for the month.

in apparel and leather (up 13.4%), aerospace and miscellaneous transportation
equipment (up 10.2%), nonmetallic mineral products (up 7.2%) and motor vehicles
and parts (up 4.7%). In contrast, paper (down 8.5%), textile and product mills (down
6.5%), furniture and related products (down 5.8%) and wood products (down 5.8%)
had the biggest declines in production over the past year.

Over the past 12 months, the Iar3est increases in manufacturing production occurred
I

Meanwhile, total industrial production was flat in January following declines in both
November and December. In addition to manufacturing, mining production grew 2.0%



in January, but output in the utilities sector dropped 9.9% on warmer temperatures.
Ona _earfover-é/ear basis, industrial production has increased 0.8%. Total capacity
utilization inched down from 78.4% to 78.3%, the lowest rate in 16 months.

NAHB Housing_Market Index: Homebuilders felt negative in their assessments of
the housing market for the seventh consecutive month, but with the Housing Market
Index improving stron Ii/_lfrom 35 in January to 42 in February, according to the
National Association of Home Builders and Wells Fargo. Readings below 50 are
consistent with more builders being negative than positive in their views of the
housing market. While affordability and uncertainty in the economic outlook will
continue to challenge the residential market, builders are more hopeful that housing
activity has “stabilized.” Indeed, improved mortgage rates and sales incentives have
appeared to boost demand somewhat.

In Febru,arg, the index of current activity for single-family homes rose from 40 to 46,
and the index for the traffic of potential buyers increased from 23 to 29. Meanwhile,
Zhse index for expected single-family salesin the next six months jumped from 37 to

New York Fed Manufacturing Survey: Manufacturing activity in the New York
Federal Reserve Bank’s district contracted for the third straight month in February,
but at a slower rate. The composite index of general business conditions improved
from the post-pandemic low of -32.9 in January to -5.8 in February. Shipments
stabilized, and the decline in new orders slowed. Yet, labor market conditions
worsened, with hiring decreasm? for the first time since June 2020 and the average
employee workweek narrowing further. Raw material costs accelerated once again,
continuing to expand solidly.

Manufacturers responding to the Empire State Manufacturing Survey felt more
upbeat in their outlook for the next six months, with the forward-looking composite
index rising from 8.0 to 14.7. With that said, growth expectations for new orders,
shipments, employment, capital expenditures and technology spending eased
somewhat in the latest survey, but the average employee workweek improved further.
Manufacturers predicted input costs to continue rising sharply.

NFIB Small Business Survey: The Small Business Optimism Index ticked up from
89.8 in December to 90.3 in January. Small business owners continued to be anxious
about the economic outlook, with ongoing inflation and workforce issues. The net
percentage of respondents saylr}g_general business conditions would be better six
months from now rose from -51% in December to -45% in January, with just 7%
suggesting that the next three months were a “good time to expand.”

Respondents cited inflation as the top “single most important problem,” followed
closely by difficulties in obtaining eno%gh ?uallﬂed labor. With that said, pricing
pressures—while elevated—have moderated somewhat. The net percentage of
respondents reporting hlgh_er prices today than three months a?o edged down from
43% in December to 42% in January. Yet, the net percentage planning a price
increase over the next three months rebounded from 24%, a two-year low, to 29%.

The labor market remained solid overall. The percentage of respondents suggesting
they had job openings they were unable to fill rose from 41% to 45%. In addition, the
percentage of respondents citing few or no qualified applicants forljob openings
iInched up from 51% to 52%. The net percentage of respondents planning to increase
hiring over the next three months ticked up from 17% to 19%.



Meanwhile, the capital spending data were mixed. The percentage of respondents
sug/gestlng they made a capital expenditure in the past six months rose from 55% to
59%, the stron_?est pace since May 2021, but the net percentalge S%ylng thegl})lanned
to make a capital expenditure in the next three to six months slipped from 23% to
21%, a 22-month low.

Philadelphia Fed Manufacturing_Survey: The Philadelphia Federal Reserve Bank’s
composite index of general business conditions contracted for the sixth straight
month, with activity declining more sharply in February. The composite index of
general business actmtkl dropped from -8.9 in January to -24.3 in February. New
orders declined at a faster rate, and shipments and employment softened. The
average employee workweek narrowed, and input costs accelerated somewhat after
expanding at the slowest pace since August 2020 in December.

Meanwhile, manufacturers in the Philly Fed district felt only cautiously positive in their
outlook for the next six months, with the forward-looking composite index slipping
from 4.9 in January to 1.7 in February. Respondents saw new orders and hiring
improving from the previous survey, but predicted shipments, capital expenditures
and input costs rising at a somewhat slower pace.

In special questions, respondents said that compensation costs should rise 4.8%
over the next four quarters, down slightly from 5.0% in the November survey, and the
Prlces received for their company’s goods and services should rise 4.5%. Overall,
hey expected consumer prices fo increase 4.0% between now and Q1 2024, with
consumer inflation averaging 3.0% over the next decade.

Producer Price Index: Producer prices for final demand goods and services rose
0.7% in January, bouncing back after declining 0.2% in December. It was the largest
monthly gain since June. Similarly, producer prices for final demand goods increased
1.2% in January following the 1.4% decline in December. After declining sharply in
both November and December, er]er?y costs jumped 5.0% in January. In contrast
food prices fell for the second straight month, down 1.0% in the latest data. Over the
past 12 months, food and energy costs have risen 11.5% and 10.3%, respectively.

Excluding food and energB producer prices for final demand goods soared 0.6% in
January, up from 0.1% in December and the fastest pace since May. Meanwhile,
prodhgcer prices for final demand services increased 0.4% for the second consecutive
month.

Over the past 12 months, producer prices for final demand goods and services have
risen 6.0%, down from 6.5% in December and the lowest since March 2021. Core
producer prices increased 4.5% year-over-year, ed ing down from 4.7% in December
and continuing to decelerate since hitting a'record 7.1% in March. It was also the
lowest in 22 months.

Overall, these data provide mixed comfort. On the one hand, there are signs of
continuing moderation in wholesale inflation, partlcularl¥ in the year-over-year data,
which is encouraging. Yet, the data also show that input costs continue to rise
steadily and at paces that are higher than preferred. This latter trend is likely to
continue to put pressure on the Federal Reserve, both in terms of its aggressweness
aBd m)the timing for pausing rate hikes (see the Consumer Price Index discussion
above).

Retail Sales: Following disappointing data in November and December, retail sales
jumped 3.0% in January. As such, the consumer bounced back, starting the new year



with a burst of spending that should lift GDP estimates and is another sign of
resilience in the U.S. economy. Excluding motor vehicles and gasoline station sales,
retail spending increased by a solid 2.6% in January. Over the past 12 months, retail
saleisdhadve risen 6.4%, or 7.4% with motor vehicles and gasoline station sales
excluded.

In January, the retail sales data strengthened across the board, with the Iargest gains
in department stores ﬁup 17.5%), food services and drinking places (up 7.2%), motor
vehicle and parts dealers (up 5.9%), furniture and home furnishings stores (up 4.4%)
and electronics and appliance stores (u? 3.5%), among others. Gasoline station sales
\6ve1zr$ flat for the month, with spending at food and beverage stores edging up just

- 0.

On a year-over-year basis, retailers with the Iar%_est increases in spending over the
past 72 months included food services and drinking places (up 25.2%8, s(Portlng .
goods and hobby stores (up 6.9%), miscellaneous store retailers éug .7%), clothing
and accessories stores (up 6.3%), food and beverage stores (up 6.2%), gasoline
stations gup 5.7%) and department stores (up 5.4%). Note that these are gains in
nominal terms, so higher prices helped buoy these increases.

. Weekly Initial Unemployment Claims: The week ending Feb. 11 saw 194,000 initial
unemployment claims, little changed from 195,000 for the week ending Feb. 4. In
addition, the week ending Feb. 4 saw 1,696,000 continuing claims, up from 1,680,000
for the week ending Jan.28. While continuing claims have trended higher in recent
weeks, the labor market remained a bright spot in the economy overall.

Register Today

IndustryWeek Webinar on the Manufacturing Outlook for 2023

Over the past few years, manufacturers in the U.S. have faced extensive challenges, with
ongoing conversations about another recession and fears around the 2023 debt ceiling.
Planning for the future of manufacturing is crucial. On Tuesday, March 7, at 2:00 p.m.
EST, NAM Chief Economist Chad Moutray will join Rob Sinfield, vice president of
business cloud enterprise management at Sage, to discuss predictions for the economic
outlook for 2023 and how technology will be an integral part of your manufacturing
business this year and beyond. To register, click here.

The Manufacturing Institute’s Solution Series: Recruitment Workshop

Is your company having difficulty recruiting new talent? Join us March 29-30 in
Washington, D.C., for the next workshop in the MI's Solution Series focused on one of
the top issues facing manufacturers: recruitment. The MI’s solutions workshop will be a
results-oriented convening for an exclusive group of manufacturing leaders and will equip
you with real action items you can begin to implement immediately to recruit entry-level
workers. Register today as space is limited.




Thank you for subscribing to the NAM’s Monday Economic Report.

If you're part of an NAM member company and not yet subscribed, email us. If you're not
an NAM member, become one today!

Interested in becoming a presenter of the Monday Economic Report? Email us.

Questions or comments? Email NAM Chief Economist Chad Moutray at cmoutray@nam.org.
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