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Modest Bond Rally Extends on Improved Inflation Outlook
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are best summed up as ...not bad. The Fed's preferred inflation measure, which has Managing Director
512.481.2009

less emphasis on housing and more on medical costs, rose +0.3% for the third straight
month, and +2.7% year-over-year. Core PCE, which excludes food and energy prices,
climbed +0.2% in April and +2.8% from a year ago. All four headline numbers were as
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expected.

A . . Greg Warner, CTP
After three months of warming inflation data, simply matching forecasts would be H,.//mp&?wmeg\ssefMmagemem
a relief. However, when decimal places are extended, there’s actual improvement Senior Portfolio Manager
(headline: +0.26% April vs +0.34% March; core: +0.25% April vs. +0.33% March). M"”"g;’;i?;”g%

. . . ' . . . greg.warner@hilltopsecurities.com
Outsized increases were found in the gasoline and insurance categories. No surprises

here. Pump prices, according to AAA, are down this month, which should drag the May
inflation numbers lower.

Perhaps the more important news this morning is that the pace of personal income and
spending both slipped in April. Personal income rose by just +0.3% last month, down
from +0.5% in March, while personal sending cooled from +0.7% to +0.2%. When
adjusted for inflation, spending was down -0.1% in April. Signs that both income and
demand are easing should keep downward pressure on prices.

The morning’s inflation numbers are
best summed up as ...not bad.
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Pump prices, according to AAA, are
3% down this month, which should drag
the May inflation numbers lower.
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The bond market is extending yesterday’s rally, not because inflation has retreated ever
so slightly, but rather because the first quarter price resurgence seems to be over while
consumer spending seems to be cooling. These are positive steps, but rate cuts still aren't
any closer than September. Not yet anyway.
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