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CONSUMER PRICE INDEX

The Consumer Price Index for All Urban Consumers (CPI-U) rose by
0.4 percent on a seasonally adjusted basis in March 2024, the same
increase as in February 2024, according to the U.S. Bureau of Labor
Statistics. Over the past year, the all items index climbed by 3.5 per-

cent before seasonal adjustment.

In March, The Consumer Price Index (CPl) saw a notable rise driven
primarily by increases in the shelter and gasoline indexes, which
together accounted for over half of the overall monthly increase.
The shelter index, indicative of housing costs, experienced a surge
alongside a rise in gasoline prices. Additionally, the energy index
increased by 1.1 percent during the same period. However, the food
index saw a more modest uptick of 0.1 percent, with no change in
the food at home index and a slight increase of 0.3 percent in the

food away from home index.

In March, the Consumer Price Index (CPI) for all items excluding food
and energy continued its steady rise, increasing by 0.4 percent for
the third consecutive month. Key contributors to this increase were
notable rises in indexes such as shelter, motor vehicle insurance,
medical care, apparel, and personal care. Conversely, certain indexes
experienced decreases, including used cars and trucks, recreation,

and new vehicles.

Over the 12-month period ending in March, the Consumer Price
Index (CPI) saw a notable acceleration in inflation, with the all items
index rising by 3.5 percent, surpassing the 3.2-percent increase ob-
served in the previous 12-month period ending in February. Particu-
larly significant was the 3.8-percent increase in the all items index
excluding food and energy. This surge was accompanied by a 2.1-
percent rise in the energy index, marking the first 12-month increase
since February 2023, while the food index increased by 2.2 percent

over the same period.
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PRODUCER PRICE INDEX

In March, the Producer Price Index (PPI) for final demand in the United States
showed a modest increase of 0.2 percent, following larger jumps of 0.6 percent in
February and 0.4 percent in January. This marks the highest 12-month advance
since April 2023, with a 2.1 percent increase. The rise primarily stemmed from a
0.3 percent uptick in prices for final demand services, while prices for final de-
mand goods experienced a slight dip of 0.1 percent. These fluctuations suggest a
mixed picture for inflationary pressures, with services driving the overall increase

while goods prices remained relatively stable.

The index for final demand excluding foods, energy, and trade services increased
by 0.2 percent, following a 0.3 percent rise in February. Over the 12 months end-
ing in March, prices for final demand excluding foods, energy, and trade services

increased by 2.8 percent.

Final Demand Goods

The prices for final demand goods in the U.S. dropped by 0.1 percent in March,
following a notable 1.2 percent increase in February. This decline was chiefly driv-
en by a 1.6 percent drop in the index for final demand energy. Conversely, prices
for final demand foods rose by 0.8 percent, while prices for final demand goods

excluding foods and energy saw a slight uptick of 0.1 percent.

Final Demand Services

The index for final demand services in the U.S. continued its upward trend with a
0.3 percent increase in March, marking the third consecutive rise. This broad-
based increase was primarily led by a 0.2 percent advance in prices for final de-
mand services excluding trade, transportation, and warehousing. Within the ser-
vice sector, the indexes for final demand trade services and final demand trans-
portation and warehousing services also saw gains, with increases of 0.3 percent

and 0.8 percent, respectively.
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U.S. DOLLAR

As at the end of March 2024, the US dollar weakened slightly
against the Canadian dollar (-1.31%), whilst strengthening against
the Pound (0.29%), the Euro (0.41%), and the Japanese Yen
(0.52%). The dollar closed on March 29, 2024, at USDCAD 1.3536,
GBPUSD 1.2626, EURUSD 1.0794, USDJPY 151.44.

FX Daily highlighted, “The DXY index, reflecting the U.S. dollar's
performance, saw a decline after a three-week climb, closing at
104.28 due to euro strength. Despite this setback, the dollar's
potential resurgence hinges on the March U.S. inflation report,
with expectations for a possible rebound. Consensus forecasts
indicate a slight uptick in CPI, potentially influencing the dollar's
trajectory. Fed Chair Powell's reaffirmation of the FOMC's policy
outlook tempered the dollar's momentum towards the week's
end. However, Given the evolving inflation outlook, the U.S. cen-
tral bank may lean towards a more hawkish stance, potentially
delaying interest rate reductions and implementing shallow cuts
later in the year. The strength of the labor market provides poli-
cymakers with flexibility to exercise patience before adjusting
their approach, suggesting a cautious transition to a looser mone-
tary policy stance.

FX Rate Movement
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U.S. TREASURY YIELD CURVE

Treasury Par Yield Curve Rates closed March 2024 at the fol-

lowing rates:

e 1month: 5.49%
e 1lyear: 5.03%
e Syears: 4.21%
e 10vyears: 4.20%
e 20vyears: 4.45%
e 30vyears: 4.34%

Treasury yields surged as investors commenced the second
quarter and analysed the latest U.S. inflation data. The 10-
year Treasury note rate climbed by nearly 13 basis points to
4.319%, while the 2-year note rate increased by 9 basis points
to 4.711%. This uptick in yields followed remarks by Federal
Reserve Chair Jerome Powell, who indicated that there was no
rush to implement an interest rate cut, emphasizing the cur-
rent strength of the economy and labour market, alongside a
gradual decline in inflation. Traders also responded to the
release of the core PCE inflation index, which, though in line
with expectations, remained above the central bank's 2% tar-

get.
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GOVERNMENT DEBT/ DEFICIT

Budget Totals, October - March
Billions of Dollars
Preliminary, FY

Actual, FY 2013 Estimated Change

04
2048 2188
3149 32
-L101 -1,064

FEDERAL RESERVE MINUTES

During their discussion of monetary policy, members agreed that the Federal Funds Target Rate

economy had been growing steadily, with strong job gains and a low un- —
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employment rate. Despite a recent easing in inflation, it remained rela-
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tively high. However, they noted that risks to achieving the Committee's
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employment and inflation goals were becoming more balanced. Acknowl-
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edging uncertainty in the economic outlook, members remained vigilant

regarding inflation risks. To support the Committee's goals of maximum
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employment and 2 percent inflation over the longer term, they decided
U pper BOUNG el ower Bound

to maintain the federal funds rate target range at 5% to 5% percent. They

emphasized the importance of carefully assessing incoming data, the evolving outlook, and risk balances when considering adjust-
ments to the target range, with a focus on achieving sustainable inflation toward the 2 percent objective. Additionally, members
affirmed their commitment to reducing the Federal Reserve's holdings of Treasury securities and agency debt and agency MBS, as
previously announced. They reiterated their dedication to returning inflation to the Committee's 2 percent target and pledged to
monitor various economic indicators and be prepared to adjust monetary policy stance as needed to support their goals. At the

conclusion of the discussion, the Federal Reserve Bank of New York was authorized and directed by the Committee to carry out

transactions in the SOMA in line with the following domestic policy directive, effective March 21, 2024, until otherwise directed:

e Undertake open market operations as necessary to maintain the federal funds rate in a target range of 5% to 5% percent.

e Conduct standing overnight repurchase agreement operations with a minimum bid rate of 5.5 percent and with an aggregate
operation limit of $500 billion.

e Conduct standing overnight reverse repurchase agreement operations at an offering rate of 5.3 percent and with a per-
counterparty limit of $160 billion per day.

e Roll over at auction the amount of principal payments from the Federal Reserve’s holdings of Treasury securities maturing in
each calendar month that exceeds a cap of $60 billion per month. Redeem Treasury coupon securities up to this monthly cap
and Treasury bills to the extent that coupon principal payments are less than the monthly cap.

e Reinvest into agency mortgage-backed securities (MBS) the amount of principal payments from the Federal Reserve’s holdings
of agency debt and agency MBS received in each calendar month that exceeds a cap of $35 billion per month.

e Allow modest deviations from stated amounts for reinvestments, if needed for operational reasons.

e Engage in dollar roll and coupon swap transactions as necessary to facilitate settlement of the Federal Reserve’s agency MBS

transactions.
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GLOBAL ECONOMIC REVIEW

The Global Economy

The global economy is showing resili-
ence in its recovery from the COVID-19
pandemic, despite challenges such as
Russia's invasion of Ukraine and the
cost-of-living crisis. Inflation, which
peaked in 2022, is declining faster than
anticipated, with minimal impact on
employment and economic activity.
This can be attributed to positive supply
-side factors and proactive measures by
central banks to maintain stable infla-
tion expectations. However, the use of
high interest rates to combat inflation
and reduced fiscal support due to high

debt levels are expected to dampen

growth prospects for 2024.
Forecast Highlights

According to the IMF World Economic

Outlook Update, Global economic
growth is projected to reach 3.1 per-
cent in 2024 and 3.2 percent in 2025,
showing a slight improvement from
previous forecasts due to better-than-
expected performance in the United
States and several major emerging
economies, along with fiscal support in
China. However, these figures still fall
below the historical average. Factors
contributing to this include high central
bank policy rates aimed at curbing infla-
tion, reduced fiscal support due to high
debt levels, and sluggish productivity
growth. Inflation is decreasing faster
than anticipated across most regions,

attributed to resolving supply-side is-

sues and the implementation of restric-

D

tive monetary policies. Global headline
inflation is forecasted to decline to 5.8
percent in 2024 and 4.4 percent in 2025,
with the latter figure being revised down-

wards.

The global economic outlook suggests a
reduced risk of a hard landing, with disin-
flation and steady growth. Risks to global
growth are generally balanced, with po-
tential upsides including faster disinfla-
tion leading to relaxed financial condi-
tions and strong structural reforms
boosting productivity. However, there
are downside risks, such as commodity
price spikes due to geopolitical tensions,
supply disruptions, or prolonged infla-
tionary pressures, which could maintain
tight monetary conditions. Additional
concerns include deepening property
sector issues in China and potential dis-
ruptions from tax hikes and spending
cuts elsewhere, which could lead to

growth setbacks.

United States Outlook

In the United States, growth is projected
to fall from 2.5 percent in 2023 to 2.1
percent in 2024 and 1.7 percent in 2025,
with the lagged effects of monetary poli-
cy tightening, gradual fiscal tightening,
and a softening in labour markets slow-
ing aggregate demand. For 2024, an up-
ward revision of 0.6 percentage point
since the October 2023 WEO largely re-
flects statistical carryover effects from
the stronger-than-expected growth out-

come for 2023.

7

Volume 2 April 11, 2024

Forces Shaping the Outlook
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