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U.S. Inflation: Low and Steady

With support from higher gasoline prices and firmer rents, U.S. inflation is showing signs of
stabilizing, thereby damping deflation fears. Consumer prices rose an expected 0.3% in July, nudging
the yearly rate up to 1.2%. The core index also rose as expected, albeit by a modest 0.1%, keeping the
yearly rate at a 44-year low of 0.9% for the fourth straight month. (Though if you want to get picky the
second decimal-place figure of 0.87% is the lowest in 49 years). After trending down in the previous
year, owners’ equivalent rent ticked higher for the second month, as apartment vacancy rates have
fallen due to the flood of defaulting owners back into the rental market. As well, clothing prices
jumped again, though they remain slightly below year-ago levels. Helping to damp the core rate was
the first decline in medical care costs in almost four decades (-0.1%), as more people are forgoing health
care because of tight finances. In addition, recreation costs eased slightly, reflecting lacklustre demand
for discretionary goods. Food and beverage costs were unchanged for the third straight month,
though that could end soon given the recent spike in wheat prices.

Shorter-term metrics suggest the disinflationary winds have subsided (but linger). The 3- and 6-
month annualized rates of change in the core index were both above the yearly rate (1.7% and 1.1%,
respectively). Still, the massive amount of slack in the economy should encourage a further modest
decline in core inflation (to 0.7%) by year end.

(month/month % change) (% change :a.r.)
(seasonally adjusted) Jul Jun May 6-month  12-month
All Items 0.3 -0.1 -0.2 0.0 1.2
Ex. Food & Energy 0.1 0.2 0.1 1.1 0.9
Food -0.1 0.0 0.0 0.8 0.9
Energy 2.6 -2.9 -2.9 -10.2 5.2

Clothing 0.6 0.8 0.2 -0.4 -0.3
Transportation 13 -1.0 -1.2 -3.1 5.6

New Vehicles 0.1 0.1 0.1 1.0 0.9

Gasoline 4.6 -4.5 -5.2 -18.3 7.4
Medical Care -0.1 0.3 0.1 2.7 3.2
Recreation -0.1 0.1 0.0 0.1 -0.8
Education 0.4 0.4 0.3 5.7 4.8

Owners' Equiv. Rent 0.1 0.1 0.0 0.0 0.2

The Bottom Line: The steadier core rate will ease deflation fears a bit, thus reducing the possibility of
renewed Fed easing. But all bets are off if the economic recovery slows further.
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The information, opinions, estimates, projections and other materials contained herein are provided as of the date hereof and are subject to change without notice. Some of the information, opinions, estimates, hmjectmns and other materials contained herein have been obtained from numerous sources and Bank of Montreal (‘BM0”) and its
affiliates make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and to contain information and opinions which are accurate and complete. However, neither BMO nor its affiliates have independently verified or make any representation or warranty, express or implied, in
respect thereof, take no responsibility for any errors and omissions which may be contained herein or accept any liability whatsoever for any loss arising from any use of or reliance on the information, opinions, estimates, projections and other materials contained herein whether relied upon by the recipient or user or any other third party
(including, without limitation, any customer of the recipient or user). Information may be available to BMO and/or its affiliates that is not reflected herein. The information, opinions, estimates, projections and other materials contained herein are not to be construed as an offer to sell, a solicitation for or an offer to buy, any products or
services referenced herein (including, without limitation, any commodities, securities or other financial instruments), nor shall such information, opinions, estimates, projections and other materials be considered as investment advice or as a recommendation to enter into any transaction. Additional information is available ¥ contacting
BMO or its relevant affiliate directly. BMO and/or its affiliates may make a market or deal as principal in the products (including, without limitation, an{,wmmodities, securities or other financial instruments) referenced herein. BMO, its affiliates, and/or their respective shareholders, directors, officers and/or employees may from time to
time have long or short positions in any such products (including, without limitation, commodities, securities or other financial instruments). BMO Nesbitt Burns Inc. and/or BMO Capital Markets Corp., subsidiaries of BMO, may act as financial advisor and/or underwriter for certain of the corporations mentioned herein and may receive
remuneration for same. “BMO Capital Markets™ is a trade name used by the Bank of Montreal Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal, BVMO Nesbitt Burns Inc., BMO Nesbitt Burns Ltée/Ltd., BMO Capital Markets Corp. and Harris N.A., and BMO Capital Markets Limited. TO U.S.
RESIDENTS: BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. An U.S.g)erson wishing to effect transactions in any security discussed herein
should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd. T0 UK. RESIDENTS: The contents hereof are not directed at investors located in the UK., other than persons described in Part VI of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001.

™ - “BMO (M-bar roundel symbol) Capital Markets" and “BMO (M-bar roundel symbol) Nesbitt Burns” are trade-marks of Bank of Montreal, used under licence. © Copyright Bank of Montreal. Harris™ is a trade name used by Harris N.A. and its affiliates. Member FDIC.



