
The impact of Covid on supply 
chains continues to lead to 
monthly price increases that 
are atypical. This is likely to 
lessen in the year ahead.

Inflation and rising interest rates 
are weighing on the outlook for 
the consumer.

Consumer prices remain 
impacted by supply 
chain problems

The expectations 
component of 
consumer sentiment 
continues to decline

Source: Haver Analytics

Overall CPI down, but core inflation is up
Growth in the overall consumer price index (CPI) slowed for April, mostly because
of a (temporary?) decline in gasoline prices. But the core CPI, removing the
volatile food and energy components and often viewed as a better measure of
underlying inflation than the total, grew more rapidly for April. Meanwhile, April
small businesses optimism remained subdued while consumer sentiment fell to the
lowest level since 2011 for early May.

Consumer prices continue to rise
The CPI rose by 0.3 percent for April, a slowdown that brought the year-over-year
growth rate down to a still very rapid 8.3 percent. The core CPI rose by a bit more
than expected at 0.6 percent for the month, twice the March rise. The 12-month
trend rate still fell due to base effects, slipping to 6.2 percent, but the upside
surprise to the monthly gain likely was an important contributor to the ongoing
decline in equity prices last week. There were some special factors in the April CPI
report which helped to boost the core rate. This was especially seen in the new
auto prices series, which was revised based on a new calculation — helping to
boost that component of the CPI by 1.1 percent (contributing roughly 70 basis
points to the core calculation). This was one of the fastest increases since the
shortage of new vehicles began more than a year ago.

We have been concerned for some time that the rapid gains in house prices and
rents would eventually feed into the CPI. In the April report the owners’ equivalent
rent (OER) component rose by 0.5 percent for the month, the fastest pace since
2006. Additionally, the rent of primary residence component increased by 0.6
percent for the month, tied with February as the fastest gain since 1987. These
helped to push the shelter component up by 0.5 percent. While there are some
signs of slower housing demand in response to higher prices and rising mortgage
rates, there is still such an imbalance between housing demand and supply that
house price and rent price appreciation are likely to keep rising at an elevated rate
for a while. This suggests that the OER and rent of primary residence components
are likely to continue to advance at an elevated pace in the months ahead –
making declines in inflation more grudging than not even as supply chains heal.

Still, inflationary pressures have likely peaked barring additional exogenous
shocks. Used car prices turned in another month of declines, and while there are
some lingering impacts from reopening (airfares rose sharply along with hotels),
the trend is likely to the downside from here. More fundamentally, money growth
has slowed sharply. While it remains still elevated at 8.6 percent from a year
before in early May, that is down from more than 27 percent as recently as
February. While it will take time for slower money growth to bring underlying
inflation down, trend money growth is one of the key determinants of long-term
inflation. Fed Chair Jay Powell reiterated in an interview last week that the FOMC
is likely to continue to raise short-term interest rates by 50 basis points at both
the June and July meetings, keeping downward pressure on money growth.

No pickup in consumer or business sentiment
Small business optimism held steady for April but remained at the lowest level
since the depths of the Covid recession. Fifty percent of small businesses
surveyed now expect the economy to worsen over the next year. This feeling is
similar that of consumers as measured by the University of Michigan consumer
sentiment survey. The expectations component of the index is now at levels that
are often associated with recessions. Consumers expect household finances to
worsen over the next year, mostly as more people take on increasing amounts of
debt. While consumer balance sheets are in the best place in decades today, rising
interest rates may make the path ahead a bumpy one.

May 16, 2022

0.14%

0.10%

0.04%

0.04%

0.03%

0.03%

0.02%

0.02%

0.02%

0.02%

PublicTrans

OER

NewVehicles

Rent

Meat

Lodging

Furnishings

Electricity

OtherFood

FullServiceMeals

Top 10 monthly contributions
to the headline CPI

56.3
50.0

60.0

70.0

80.0

Sep Oct Nov Dec Jan Feb Mar Apr May

University of Michigan 
consumer expectations index



Retail 
sales

More strong growth expected for retail sales
After a very strong first quarter, retail sales likely grew rapidly again for April – once
again boosted by fast price gains. Growth was likely biased toward services as
consumers rebalance their economic activity following a mostly goods-dominated two
years. Travel was likely strong in April, but fuel prices were down which limits the
expected growth in retail gas consumption. We project an increase of 0.9 percent in
total retail sales for April; excluding auto sales, which were up solidly, we expect growth
of 0.8 percent.

Housing starts expected to edge lower

Existing home sales likely to fall amid decreasing affordability

Housing 
starts

Existing 
home sales

The housing 
affordability 
index fell in 
March to its 
lowest level 
since 2007

Sources: National Association of Realtors
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Construction costs remain sky-high, but that has not deterred builders recently as
each of the last five readings of housing starts have been among the fastest since
2006 (including the fastest in that timespan for March). The most recent house price
data show near-record growth, offering plenty of incentive for builders to build as
much as possible and likely limiting any fall in starts even as housing demand begins to
wane; this is reflected in the very-strong number of building permits for March. We
project an annualized pace of 1.75 million housing starts for April, a small step down
from March’s reading.

The steep climb in mortgage rates continued in March, when most existing home sales
for April would have gone into contract. With rapid house price gains combining with
the rise in mortgage rates, the NAR housing affordability index fell in March to its
lowest level since 2007 – surely contributing to the decline in pending home sales in
March to their lowest level since May 2020. With pending sales down for both
February and March, we project that the annualized pace of existing home sales
dropped to 5.61 million units for April.
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Here’s what we are watching this week:

NAR housing affordability index
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S&P Sector Returns — Week (%)
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U.S. Yield Curve

* represents total return
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The information in this report is provided by Nationwide Economics and is general in nature and not intended as investment or economic advice,
or a recommendation to buy or sell any security or adopt any investment strategy. Additionally, it does not take into account any specific
investment objectives, tax and financial condition or particular needs of any specific person.

The economic and market forecasts reflect our opinion as of the date of this report and are subject to change without notice. These forecasts
show a broad range of possible outcomes. Because they are subject to high levels of uncertainty, they will not reflect actual performance. We
obtained certain information from sources deemed reliable, but we do not guarantee its accuracy, completeness or fairness.
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Interested in learning more from Nationwide Economics? Find this and other 
content from Nationwide at blog.nationwidefinancial.com/markets-economy.

Period Actual Previous

NFIB small business optimism index Apr. 93.2 93.2

Consumer price index (m/m) Apr. 0.3% 1.2%

CPI (y/y) Apr. 8.3% 8.6%

Core CPI (m/m) Apr. 0.6% 0.3%

Core CPI (y/y) Apr. 6.2% 6.4%

Initial jobless claims Week ending May 7 203,000 202,000

Producer price index (m/m) Apr. 0.5% 1.6%

Core PPI (m/m) Apr. 0.4% 1.2%

Import prices Apr. 0.0% 2.9%

Consumer sentiment May

Previous Week’s Indicators

Release Date Period Forecast* Previous

NY Fed Empire State manufacturing survey Mon. May 29.5 24.6

Retail sales Tues. Apr. 0.9% 0.8%

Retail sales ex autos Tues. Apr. 0.8% 1.5%

Industrial production Tues. Apr. 0.7% 0.9%

Capacity utilization Tues. Apr. 78.6% 78.3%

NAHB housing market index Tues. May 75 77

Housing starts Wed. Apr. 1.75 M 1.79 M

Building permits Wed. Apr. 1.86 M 1.87 M

Philadelphia Fed manufacturing survey Wed. May 195,000 203,000

Initial jobless claims Thurs. Week ending May 14 22.2 17.6

Existing home sales Thurs. Apr. 5.61 M 5.77 M

Index of leading economic indicators Fri. Apr. 0.5%

* Nationwide Economics Forecast

This Week’s Indicators

about:blank

	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4

