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Slight “Shell Shock” tor CPI

Inflation was higher than the market expected in January. Headline consumer prices rose 0.5% in January, taking headline
Consumer Price Index (CPI) from 2.9% to 3% year-on-year (YoY). Core prices (which exclude food and energy components) rose
0.4% in January, taking core CPI 3.2% to 3.3% YoY.

February 12, 2025

We believe that the print is not as concerning as it appears at first, as pricing in January tends to be subject to residual
seasonality that is difficult to capture with seasonally adjusted data.

EGG SHORTAGES HELP PUSH UP FOOD INFLATION

Volatile CPI categories generally accelerated in January.

Food inflation was 0.4%, the highest since February 2023. Half of this was driven by a 15.2% rise in egg prices, which remain
subject to avian-flu related shortages. Energy inflation also remained elevated for the second month in a row, up 1.1% in January,
driven by gasoline and natural gas. Core goods prices rose 0.3%, the highest since May 2023.

FIGURE 1: PROGRESS IN HEADLINE INFLATION CONTINUES TO BE SLOW"
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Charts are provided for illustrative purposes only.

Encouragingly for the Federal Reserve (the "Fed”), inflation in the stubborn core services sectors was less pronounced.

Shelter inflation continued its gradual disinflationary trend, reaching 4.4% relative to a year earlier, the lowest since January
2022.

The “supercore” services component (which excludes shelter) grew 4% YoY, remaining relatively muted outside transportation
services, which accelerated largely due to a 2% increase in motor vehicle insurance prices.

1 Macrobond, Bureau of Labor Statistics, Insight, February 2025
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FIGURE 2: THE “STICKIER” CORE SERVICES SEGMENTS APPEAR TO BE MOVING IN THE RIGHT DIRECTION?
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Charts are provided for illustrative purposes only.

TARIFFS CONTINUE TO POSE UNCERTAINTY

Consumers are starting to react to uncertainty around the administration’s tariff policies. The University of Michigan's latest
survey showed shorter-term inflation expectations spiking by a percentage point to 4.3%, and longer-term expectations also
higher (Figure 3).

FIGURE 3: CONSUMER INFLATION EXPECTATIONS SPIKE ON TARIFF CONCERNS?
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Charts are provided for illustrative purposes only.
WE EXPECT THE FED TO REMAIN BIASED TO CUT RATES

We believe that disinflationary trends remain in place, driven by grading improvements in “stickier” sectors like shelter and
“supercore” CPI.

We suspect the Fed may look through strength in food and energy categories (which are potentially transitory) and be mindful of
seasonal adjustment-related distortions in shorter-term data.

Policy uncertainty remains, nonetheless. However, while tariffs have the potential to introduce transitory inflation, they also have
the potential to impede growth, making for a challenging balancing act for the Federal Open Market Committee (FOMC).

Ultimately, we expect the Fed to keep rate cuts in play this year, but we will continue to watch political developments closely.

2-Macrobond, Bureau of Labor Statistics, Insight, February 2025
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DISCLOSURE

All investments involve risk, including the possible loss of principal. Certain investments have specific or unique risks that
should be considered along with the objectives, fees, and expenses before investing.

This material has been provided for informational purposes only and should not be construed as investment advice or a
recommendation of any particular investment product, strategy, investment manager or account arrangement, and should not
serve as a primary basis for investment decisions. Prospective investors should consult a legal, tax or financial professional in
order to determine whether any investment product, strategy or service is appropriate for their particular circumstances. Views
expressed are those of the author stated and do not reflect views of other managers or the firm overall. Views are current as of
the date of this publication and subject to change. This information contains projections or other forward-looking statements
regarding future events, targets or expectations, and is only current as of the date indicated. There is no assurance that such
events or expectations will be achieved, and actual results may be significantly different from that shown here. The information is
based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other
reasons. References to specific securities, asset classes and financial markets are for illustrative purposes only and are not
intended to be and should not be interpreted as recommendations. Information contained herein has been obtained from
sources believed to be reliable, but not guaranteed. No part of this material may be reproduced in any form, or referred to in any
other publication, without express written permission.

Federal Open Market Committee (FOMC) is the branch of the Federal Reserve System (FRS) that determines the direction of
monetary policy in the United States by directing open market operations (OMOs). The Consumer Price Index (CPI) measures
the monthly change in prices paid by U.S. consumers. The Bureau of Labor Statistics (BLS) calculates the CPI as a weighted
average of prices for a basket of goods and services representative of aggregate U.S. consumer spending. Headline CPI is the
raw inflation figure reported through the Consumer Price Index (CPI) monthly. Core CPI excludes the more volatile food and
energy categories. Sticky inflation refers to a persistent economic scenario where prices for goods and services do not adjust
quickly to changes in supply and demand dynamics. Supercore inflation equals the inflation of a basket of goods and services,
minus the food and energy inflation, and minus the housing inflation.

BNY Investments is one of the world’s leading investment management organizations, encompassing BNY's affiliated investment
management firms and global distribution companies. BNY is the corporate brand of The Bank of New York Mellon Corporation
and may be used to reference the corporation as a whole and/or its various subsidiaries generally.

Investment advisory services in North America are provided by Insight North America LLC, a registered investment adviser and
regulated by the U.S. Securities and Exchange Commission (SEC). Insight North America LLC is associated with other global
investment managers that also (individually and collectively) use the corporate brand Insight Investment and may be referred to
as "Insight" or "Insight Investment."

Insight and BNY Mellon Securities Corporation are subsidiaries of BNY. © 2025 BNY Mellon Securities Corporation, distributor,
240 Greenwich Street, 9th Floor, New York, NY 10286.
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