
The producer price index (PPI) for June piled on to yesterday’s outsized +0.9% gain 
in consumer prices with a +1.0% increase at both the headline and the ex-food and 
energy readings. As with CPI, the PPI data was well above forecasts which called for 
gains of +0.6% in the headline and +0.5% ex-food and energy. The +1.0% monthly 
gains pushed the year-over-year changes to +7.3% headline and +5.6% ex-food and 
energy. The report was full of “the biggest since…” statements. Producer prices have 
been on fire all year, with the first six months of 2021 logging increases of +1.2%, 
+0.7%, +0.9%, +0.6%, +0.8% and now +1.0%. Strong demand is colliding with 
supply bottlenecks, staffing shortages, and other reopening challenges. And just like 
with CPI, the PPI data is full of noise, making it difficult to shake out how much is 
temporary and how much may be persistent. 

Rather than digging into today’s PPI report, we wanted to circle back to yesterday’s 
CPI report. After taking a little more time to digest the CPI details, it occurs to us 
that there was something for everyone in the CPI data. Those in the “it’s transitory” 
camp can point to the increases in both new and used car and truck prices, 
which accounted for just over half of June’s CPI gain. If you add in lodging and 
transportation services, which includes hotels, airfares and rental cars, you can 
account for 0.7% of the 0.88% increase. The “transitory” story in these categories is 
well documented. 

For those in the “persistent inflation” camp, when you back out the above noted 
transitory items, the remaining 0.18% gain is a relatively healthy increase all by itself, 
and above 2% if annualized. Housing costs account for a sizable portion of that 
increase. Owners’ equivalent rent, CPI’s convoluted index for housing costs, makes 
up almost 25% of the CPI basket and it rose +0.3% in June. Since that index tends to 
lag home prices, and we have seen the S&P CoreLogic Case-Shiller home price index 
advance more than 14% in the last year through April, one can expect continued 
upward pressure on owners’ equivalent rents. That category alone seems poised to 
keep inflation warm in the months ahead.

The debate over the nature of recent inflation readings has not been settled and 
likely won’t be for several more months. All of this will shake out in time and markets, 
for the moment at least, seem willing to be patient. 

Yields held steady following yesterday’s CPI release. The Tuesday afternoon auction of 
30-year Treasury bonds did meet some resistance as investors were understandably 
hesitant to buy 30-year debt at yields below 2% on the same day CPI printed above 
5%. The long end of the curve sold off in the wake of yesterday’s auction. This 
morning, however, investors have once again flocked to Treasuries and yields across 
the entire curve are within 1 basis point of Monday’s close. The only exception is the 
three-year T-note whose yield stands 3 basis point higher.
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Market Indications as of 10:41 A.M. Central Time 
DOW Down -33 to 34,856 (HIGH: 34,996) 

NASDAQ Down -7 to 14,671 (HIGH: 14,733) 

S&P 500 Up 7 to 4,377 (HIGH: 4,385) 

1-Yr T-bill current yield 0.08%; opening yield 0.07%

2-Yr T-note current yield 0.23%; opening yield 0.25%

3-Yr T-note current yield 0.44%; opening yield 0.46%

5-Yr T-note current yield 0.81%; opening yield 0.84%

10-Yr T-note current yield 1.37%; opening yield 1.41%

30-Yr T-bond current yield 1.99%; opening yield 2.04%
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The Tuesday afternoon auction of 
30-year Treasury bonds did meet 
some resistance as investors were 
understandably hesitant to buy 30-
year debt at yields below 2% on the 
same day CPI printed above 5%. 


