
Inflation Descent 

Picks Up Steam

Joseph Lavorgna
Chief US Economist

Managing Director

SMBC Nikko Securities America, Inc.

Joseph.Lavorgna@smbcnikko-si.com

(212) 893-1528

July 14, 2023



1

Pointy Tops

The current inflationary cycle looks just like past ones where

prices spike and then come down rapidly. The inflation rate

never plateaus at a high level. This time is not different.

History is repeating.

Source: BLS, NBER, Haver, SMBC Nikko

-5

0

5

10

15

20

40 45 50 55 60 65 70 75 80 85 90 95 00 05 10 15 20

%

?

Consumer Price Index



2

Big Gains Followed by Big Declines

The table shows the slope of inflation upswings versus

inflation downswings. Notice the symmetry. What goes up

quickly, falls quickly and by a nearly identical amount. The

current downslope is the inverse of the upslope. Why is the

Fed going to raise rates more?

Source: BLS, Haver, SMBC Nikko

Inflation Upwing Slope Inflation Downwing Slope 

Sep 1940 to May 1942 0.35 May 1942 to May 1944 -0.47

Feb 1946 - Mar 1947 1.61 Mar 1947 to Apr 1949 -0.66

Jul 1949 - Feb 1951 0.58 Feb 1951 to Oct 1954 -0.21

May 1967 - Dec 1969 0.12 Dec 1969 - Jun 1972 -0.12

Jun 1972 to Dec 1974 0.37 Dec 1974 to Nov 1976 -0.31

Nov 1976 to Mar 1980 0.22 Mar 1980 to Jun 1983 -0.31

Jun 1986 to Sep 1990 0.07 Sep 1990 to Jan 1992 -0.25

Aug 2007 to Jul 2008 0.22 July 2008 to Dec 2008 -1.19

Jun 2021 to Jun 2022 0.35 Jun 2022 to Jun 2023 -0.47

Average 1940-2008 0.44 Average 1940-2008 -0.44
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Rapid Slowing Ahead

Food has the second highest weight (13.4%) in the consumer

price index behind owners’ equivalent rent (25.4%). Fertilizer

prices lead the food component by six months. The huge

decline in the former suggests meaningful moderation in

food prices going forward.

Sources: Green Markets, BLS, NBER, Haver, SMBC Nikko
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Falling Energy

Energy accounts for another 7% of headline CPI. The declines in

oil and natural gas prices are weighing on energy inflation, which

is down on a year-over-year basis. If the economy enters

recession, energy costs are set to weaken substantially further

because of weaker business and consumer demand.

Sources: EIA, BLS, NBER, Haver, SMBC Nikko
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Plunging Services

Producer prices capture inflation at the wholesale level and

lead the trend in consumer inflation. Over the past year,

producer prices in the services sector have collapsed, thus

pointing to a sharp deceleration in CPI services. This should

alleviate concerns of “sticky” prices.

Sources: BLS, NBER, Haver, SMBC Nikko
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Peak Rents

The growth rate in nationwide rents is quickly slowly.

However, this has not yet registered in the CPI data because

of how the Bureau of Labor Statistics measures rents, but

rest assured, it will.

Sources: BLS, Zillow, NBER, Haver, SMBC Nikko
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Low and Stable Expectations

Despite elevated inflation, the underlying price dynamics are

bond market friendly. Arguably this is best captured in the 10-

year breakeven inflation rate which is down sharply from last

June and is consistent with price stability since the Fed’s

preferred inflation metric (PCE deflator) runs 30 to 40 basis

points above the CPI.

Sources: Bloomberg, FRB, Haver, SMBC Nikko
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Optimism Around the “Super” Core

Lastly, the trend in the Powell “super” core, defined as core

PCE services less housing, may weaken sharply based on the

level of prices paid in the ISM services survey. The latter is

pointing to near 2% super core inflation later this year!

Sources: ISM, BEA, SMBC Nikko
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Going in the Right Direction

Already, the super core version within the CPI has massively

slowed, up just 1.4% annualized over the past three months.

History suggests the PCE super core is likely to follow since

both series are highly correlated.

Sources: BEA, BLS, Haver, SMBC Nikko
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Disclaimer

This document is provided by SMBC Nikko Securities America, Inc. (“SMBC Nikko”), the US-registered broker-dealer 

affiliate of Sumitomo Mitsui Banking Corporation, for informational purposes only. This document was prepared by 

SMBC Nikko’s economist(s). The views statements, assumptions and forecasts expressed herein are those of the 

author(s) and do not reflect the judgment of any other person or of SMBC Nikko, it does not constitute an offer, or 

solicitation of the sale or purchase, of securities or other investments. The information contained herein is obtained or 

derived from sources believed to be reliable, but SMBC Nikko and the author(s) make no representations as to its 

accuracy or completeness. In some cases, such information may be incomplete or summarized. This document has 

been prepared based on assumptions and parameters determined by the economist(s) in good faith. The assumptions 

and parameters used are not the only ones that could have been selected, and therefore no guarantee is given as to the 

accuracy, completeness, or reasonableness of any such quotations, disclosures, or analyses. Past performance is not a 

reliable indicator of any future results.

This document has been prepared for and is directed at institutional investors and other market professionals and is not 

intended for use by retail customers. It does not take into account any specific investment objective, financial situation, 

or particular need of any recipient. The information contained herein should, for whatever purpose, be used solely at the 

discretion and responsibility of the recipient. SMBC Nikko and its affiliates do not accept any liability or responsibility for 

any results in connection with the use of such information. Recipients are responsible for making final investment 

decisions and should do so at their own discretion after conducting a careful examination of all documentation delivered 

prior to execution, explanatory documents pertaining to listed securities, prospectuses, and other relevant documents, 

and their own independent analysis and assessment of the merits of any transaction. The financial instruments 

discussed may be speculative and may involve risks to principal and interest.

Conflicts of Interest Disclosures

The views statements, assumptions and forecasts expressed herein may differ from those expressed in globally branded 

research produced by SMBC Nikko or its affiliates. The trading desks of SMBC Nikko and its affiliates trade or may trade 

as principal in the financial instruments that are the subject of this material, and the author(s) of this document may have 

consulted with the trading desks while preparing this document. The proprietary interests of SMBC Nikko and its 

affiliates may conflict with those of the recipient. SMBC Nikko and its affiliates may seek to do business with the 

companies mentioned in this material and the trading desks may have accumulated, be in the process of accumulating, 

or accumulate long or short positions in the financial instruments mentioned and may have acquired them at prices no 

longer available. The trading desks may also have or take positions inconsistent with the views expressed in this 

document or may have already traded on those views. 

This material is not a research report, and neither this material nor its author(s) is subject to SMBC Nikko policies and 

procedures that apply to the globally branded research reports and research analysts of SMBC Nikko and its affiliates or 

to legal requirements designed to promote the independence of investment research. It is not subject to any prohibition 

on dealing ahead of the dissemination of investment research. This means that on the date of this document, SMBC 

Nikko, its affiliates, and their respective directors, representatives, or employees, may have a long or short position in 

any of the instruments mentioned in this document and may make a market or trade in instruments economically related 

to the securities, derivatives or other underlying assets mentioned herein, in each case either as principal or as agent.

No part of the author(s) compensation was, is, or will be, directly or indirectly related to the specific recommendations or 

views expressed herein. The personal views of authors may differ from one another.

Distribution, possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by

law. Recipients of this document are required to inform themselves of and comply with all such restrictions or 

prohibitions.


