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Breakdown of US Inflation Basket 
Housing, food and energy prices represent nearly 54% of expenditures in the US CPI bucket, 
with housing alone accounting for nearly 1/3 of the headline CPI basket (and over 40% of the 
core CPI basket).

Source: Pew Research Center, U.S. Bureau of Labor Statistics
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US Core Inflation Remains Elevated
Headline CPI surprised markets by accelerating 0.4% m/m and eased only slightly to 8.2% on a year 
over year basis vs. 8.3% in August. Core CPI accelerated to 6.6% y/y in September from 6.3% y/y in 
August, driven by a broad-based increase in core services. 

Source:  (1)  Bloomberg. Data as of October 13, 2022. 
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Summary Conclusions on Elevated Inflation
Throughout 2022, markets (and the Fed) have consistently underestimated the magnitude of inflation, 
and the pace of policy tightening.

Elevated Inflation a Problem Globally
Inflation rising across nearly every major economy globally in synchronized fashion, with 
most countries well above “target,” and many not yet at “peak inflation”

Inflation has been Broad-based and Entrenched
Elevated US inflation is broad-based and entrenched across many segments of the 
economy (food, energy, shelter, medical, transportation, etc).

US Core CPI Exceeded Expectations
With energy prices actually declining in September, the +0.6% m/m increase in core CPI to 
6.6% y/y was both larger and more broad-based than anticipated.

Services Inflation Remains a Primary Area of Concern
With services representing 80% of US GDP, the sharp 0.8% m/m rise in core services CPI, 
the highest monthly gain since August 1990, is perhaps the greatest area of concern.

Core Goods Inflation Should Moderate from Here
For the first time in 5 months, core goods prices were flat m/m. Lower energy prices and 
moderating supply chain stress (port backlogs, transportation time and cost) should drive 
continued improvement in months ahead.

1. 

2. 

3. 

4. 

5. 
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Summary Conclusions on Elevated Inflation
Throughout 2022, markets (and the Fed) have consistently underestimated the magnitude of inflation, 
and the pace of policy tightening.

Energy Prices Especially High for Non-US Countries
While US energy prices declined 2.1% m/m in September, they remain elevated at +20% on a y/y 
basis, and even higher at +30-40% y/y for countries importing USD-denominated commodities (ie, 
Europe, Japan).

Real Wage Growth Remains Deeply Negative
With broader CPI rising more rapidly than wage inflation, US real wage growth remains deeply 
negative, a significant concern for a US economy where the consumer is 70% of GDP.

Market Focus to Shift from “Peak” Inflation to “Sticky” Inflation in 2023
As inflation pressures moderate in 2023 (base effects, lower goods inflation, etc), the market will 
likely shift its focus from the timing of “peak” inflation to the strength of “sticky” inflation across 
numerous sub-segments of the economy (labor, services).

UST Yields Tend to Peak Toward the End of the Cycle
Monetary policy operates with a lag. Central banks often start too late, and do too much. Casualties 
of Fed tightening are common. UST yields tend to peak near the end of a tightening cycle.

The More Inflation, the More Hard Landing Risk
Europe & the UK are likely entering a reasonably deep recession right now (Q4), while the US and 
global economy are likely entering comparatively milder recessions in the 1H 2023. Going back to 
1950, the US has nearly always entered recession when y/y headline inflation rises above 5%.

6. 

7. 

8. 

9. 

10. 
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Core Services Inflation Remains Greatest Concern
With services representing approximately 80% of US GDP, the persistent rise in US core services CPI 
has become the most concerning area of persistent US inflation.  The 0.8% m/m rise in core services 
CPI in September was the highest monthly increase since August 1990.

Source:  (1)  Bloomberg. Data as of October 14, 2022. 
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Breakdown of September US Inflation Report

Source:  (1)   Bureau of Labor Statistics. CPI Report September 2022. 
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Breakdown of September US Inflation Report

Source:  (1)   Bureau of Labor Statistics. CPI Report September 2022. 
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Real Wage Growth Remains Deeply Negative
With broader CPI rising much more rapidly than wage inflation, US real wage growth remains deeply 
negative, squeezing US consumers and elevating recession risk concerns.

Source: (1)  Bloomberg. Data as of October 18, 2022. 
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Inflation Threshold for US Recessions 
Going back to 1950, the US has generally entered into a recession after year-on-year headline 
inflation growth rises above 5%. US inflation in Q2 & Q3 2022 rose to its highest reading in 41 years 
(1981). 

Source:  (1)  Bloomberg. Data as of October 14, 2022. 
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Elevated Inflation a Systemic Global Problem 
Nearly every major global economy is experiencing inflation well above target levels. Notably, inflation 
in Europe and the UK is not yet “past peak” and will likely take longer to “normalize” than the US.

Source: (1)  Oxford Economics. Data as of October 17, 2022. 

Global CPI forecasts, y/y 
Region / country 2021 2022
North America 

Mexico 5.7% 8.0%
US 4.7% 8.0%
Canada 3.4% 6.7%
Eurozone 2.6% 8.3%
Netherlands 2.7% 10.7%
Spain 3.1% 8.7%
Germany 3.1% 8.0%
Italy  1.9% 7.9%
Ireland 2.4% 7.8%
Finland 2.2% 7.2%
France 1.6% 5.3%

Other Europe 
Turkey 19.6% 72.8%
Czech Republic 3.8% 14.8%
Poland 5.1% 14.3%
Russia 6.7% 13.7%
UK 2.6% 8.9%
Denmark 1.9% 7.8%
Sweden 2.2% 7.7%
Norway 3.5% 6.1%
Switzerland 0.6% 2.8%

Region / country 2021 2022
APAC 

India 5.1% 6.9%
New Zealand 3.9% 6.7%
Australia 2.8% 6.4%
Singapore 2.3% 6.0%
Philippines 3.9% 5.8%
South Korea 2.5% 5.3%
Indonesia 1.6% 4.6%
Vietnam 1.8% 3.3%
China 0.9% 2.3%
Japan (-0.2%) 2.3%

LatAm 
Argentina 48.4% 74.3%
Chile 4.5% 11.7%
Colombia 3.5% 10.0%
Brazil 8.3% 9.7%

MENA 
Sub-Saharan Africa 15.4% 17.4%
South Africa 4.6% 6.8%
UAE 0.2% 4.5%
Saudi Arabia 3.1% 2.3%



US Inflation Remains Elevated / OCT 2022 / page 13

-5%

0%

5%

10%

15%

20%

25%

30%

The More Inflation, the More Hard Landing Risk
In a study of 42 developed economy hiking cycles since 1950 (US, UK, EU, Japan), Oxford Economics 
found that higher levels of inflation at the start of a tightening cycle correspond with higher 
probability of recession. 

Source: (1)  Oxford Economics, “What History Tells us About Rate Hikes and Recession Risk” (May 9 , 2022). 
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Global Recession Risk Rising
With its 4th downward revision this year, the IMF projects that the global economy will grow at 2.7% in 
2023, just avoiding the 2.5% global recession threshold, though adding that they expect 1/3 of the 
global economy to contract this year or next. By comparison, we remain more concerned and believe 
that the global economy will likely enter its 7th recession since WWII sometime in the 1H of 2023.

Source: (1)  Global GDP forecasts are IMF. (2 ) Wall Street Journal surveys of Economists, October 2022. 
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Nearly Entire UST Curve Now Above 4%
With inflation proving more persistent than anticipated, and the Fed more hawkish, the entire US 
Treasury curve from 6 months to 30 years is now trading above 4%, a significant repricing from earlier 
this year.  Market expectations for peak Fed Funds have also repriced to nearly 5%, up more than 150 
bps since early August alone.

Source: (1)  Bloomberg. Data as of October 17, 2022. 
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Yield Curve Most Inverted in 40 Years 
US yield curve inversion has historically been the most reliable metric for signaling US recessions, 
typically with a 9-12 month lag to recession start, depending on the part of the curve.  Today, the 
2s-10s curve is at its most deeply inverted level in 40 years (1982).

Source: (1)  Bloomberg. Data as if October 17, 2022. 
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Fastest Pace of Tightening in 40 Years 
Despite a late start, the Fed has embarked on its fastest rate hiking cycle since Volker in 1980, while 
simultaneously reducing its balance sheet by nearly $100 bn per month.  Historically, the Fed has 
more typically tightened at a pace of 25 bps per meeting, much slower than the 75 bps hike in each 
of the last three FOMC meetings.  For markets, the “rate of change” in policy rates or currency can be 
more disruptive than the valuation level itself. 

Source: (1)  Bloomberg. Data as of October 4, 2022. X-axis is months after the first rate hike,  2022 tightening cycle dash line is Fed projections. 
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Market Repricing Nov & Dec Rate Hikes

Source:  (1-2 )  Bloomberg. Data as of October 17, 2022. 

The market is now pricing in more than a 75% probability, up from 15% probability a week ago, of an 
additional 150 bps of Fed rate hikes before year-end 2022. Following the September CPI report, the 
market has markedly raised its expectations for Fed rate hikes into year end, now pricing more than 75 
bps and more than 50 bps in November and December, respectively. 
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“Higher for Longer” Rates Narrative into 2023

Source:  (1)   Bloomberg. Data as of October 17, 2022. 

The market is pricing in an additional 125-150 bps of rate hikes in Q4 2022, peak Fed Funds close to 
5.0% in March 2023 and rate cuts in the latter half of the year. However, the market has consistently 
“underpriced” Fed tightening all year. In our view, companies should position themselves for a “higher 
for longer” rates narrative in 2023 as inflation may prove “stickier” than currently anticipated. 
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Dollar Strength vs. G10 FX
MUFG expects US Dollar strength to continue with the accelerated Fed tightening cycle into early 
2023

Source: (1-10) Bloomberg. Data as of October 14, 2022. All currencies vs. USD. Axis inverted to show depreciation. 
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Dollar Strength vs. EMFX
MUFG expects US Dollar strength to continue with the accelerated Fed tightening cycle into early 
2023

Source: (1-12) Bloomberg. Data as of October 18 , 2022. All currencies vs. USD. Axis inverted to show depreciation. 
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“Think you’re escaping 
and run into yourself.  

Longest way round is the 
shortest way home.”

James Joyce, in his novel “Ulysses” (1922)



MUFG’s Capital Markets Strategy Team
The MUFG Capital Markets Strategy team provides monthly publications and weekly policy notes, 
presenting to Boards and C-Suite executives, on a broad range of transformative themes driving the 
FX, rates and credit markets including: the COVID-19 recovery, ESG’s acceleration, tax code policy 
changes, US-China decoupling, corporate strategy, geopolitical risk and central bank monetary policy.
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Disclaimer
The information herein provided is  for information purposes only, and is  not to be used or considered as investment research, a proposal or the solicitation of 
an offer to sell or to buy or subscribe for securities or other financial instruments. Neither this  nor any other communicati on prepared by MUFG Bank, Ltd. 
(“MUFG Bank”), MUFG Union Bank, N.A., MUFG Securities Americas Inc.  (“MUFG Securities”), or other MUFG Group Company (collec tively, "MUFG") is  or 
should be construed as investment advice, a recommendation or proposal to enter into a particular transaction or pursue a par ticular strategy, or any 
statement as to the likelihood that a particular transaction or strategy will be effective in light of your business objectives or operations. Before entering into 
any particular transaction, you are advised to obtain such independent financial, legal, accounting and other advice as may b e appropriate under the 
circumstances. In any event, any decis ion to enter into a transaction will be yours alone, not based on information prepared or provided by MUFG. MUFG 
hereby disclaims any responsibility to you concerning the characterization or identification of terms, conditions, and legal or accounting or other issues or risks 
that may arise in connection with any particular transaction or business strategy. MUFG is  not acting and does not purport to act in any way as an advisor or in 
a fiduciary capacity.

Certain information contained in this  presentation has been obtained or derived from third party sources and such information is believed to be correct and 
reliable but has not been independently verified.  While MUFG believes that factual statements herein and any assumptions on which information herein are 
based, are in each case accurate, MUFG makes no representation or warranty regarding such accuracy and shall not be responsib le for any inaccuracy in such 
statements or assumptions. Note that MUFG may have issued, and may in the future issue, other reports that are inconsistent with or that reach conclusions 
different from the information set forth herein. Such other reports, if any, reflect the different assumptions, views and/or analytical methods of the analysts  who 
prepared them, and MUFG is  under no obligation to ensure that such other reports are brought to your attention.  Furthermore, the information may not be 
current due to, among other things, changes in the financial markets or economic environment and MUFG has no obligation to up date any such information 
contained in this  presentation.  This presentation is  not intended to forecast or predict future events. Past performance is  not a guarantee or indication of 
future results . Any prices provided herein (other than those identified as being historical) are indicative only and do not r epresent firm quotes as to either price 
or s ize. This presentation has been prepared by members of our capital markets strategy team and does not necessarily represe nt the MUFG “house” view.

This presentation is  proprietary to MUFG Securities and may not be quoted, circulated or otherwise referred to without our pr ior written consent. 
Notwithstanding this, MUFG Securities shall not be liable in any manner whatsoever for any consequences or loss (including bu t not limited to any direct, 
indirect or consequential loss, loss of profits  and damages) aris ing from any reliance on or usage of this  presentation and a ccepts no legal responsibility to any 
investor who directly or indirectly receives this  material.

IRS Circular 230 Disclosure : MUFG Securities does not provide tax advice. Accordingly, any discussion of U.S. tax matters included herein (including any
attachments) is  not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recomm endation by anyone not 
affiliated with MUFG Securities of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties .

The MUFG logo and name is  a service mark of Mitsubishi UFJ Financial Group, Inc., and may be used by it or other Group compan ies for branding or 
marketing purposes. Group companies include MUFG Bank, MUFG Americas Capital Leasing & Finance, LLC, Mitsubishi UFJ Trust and Banking Corporation, 
MUFG Securities Americas Inc., and MUFG Union Bank, N.A. ("MUB”). Corporate or commercial lending or deposit activities are p erformed by banking 
affiliates of MUFG, including, in the United States, MUFG Bank and MUB.

FLOES™ is  a service mark of MUFG Securities Americas Inc. 

© 2022 Mitsubishi UFJ Financial Group Inc. All rights reserved.


