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Producer prices plummet – can core CPI surprise 

to the upside?      
 

• October producer prices fell dramatically, with the headline PPI down -1.6% 

(tying for the largest decline on record) and the core down -0.9%.  Many have 

asked whether or not the PPI numbers are flagging a similar drop in 

Thursday’s CPI report, particularly in the core CPI.  A sizeable decline in 

headline CPI is very likely, (fcst: -0.3%) with motor fuel prices down sharply.  

But we don’t believe the risks around the core CPI result have moved any 

lower, and may have even edged higher.  

 

• It was no surprise that falling energy prices dragged the headline PPI lower. 

The big surprise came in vehicle prices, which accounted for all of the decline 

within the core.  Indeed, the 9.7% fall in light trucks was the largest on record.  

Passenger car prices also fell a hefty 2.3%.  The core PPI excluding cars and 

trucks actually increased a rather ordinary 0.1% on the month.  

 

• What could explain the severe drop in truck prices? The PPI measures 

the revenue that domestic manufacturers receive.  According to our auto 

analyst Chris Ceraso, there were large production cuts in October for full-size 

pick-up trucks – which typically garner higher per unit revenue than other 

models.  This decline in output of more expensive models may have caused 

automaker revenues to soften, and the PPI truck index along with them.   

 

• The seasonal factors also added fuel to the fire.  October is a month when the 

seasonal factors anticipate higher prices, as the BLS shifts to the new model 

year for their statistical sample every October (the new models usually have 

higher prices than the old ones).  Indeed, the October seasonal factors 

anticipate unadjusted light truck prices to rise 8% in the month.  But 

unadjusted truck prices fell 1.7% this month – the first such decline in 

October truck prices since 1972.  The combination of weaker high-priced 

truck output and adverse seasonal adjustment produced the whopping 9.7% 

seasonally adjusted drop in truck prices.  
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Exhibit 1: PPI Light Truck Prices – first October decline since ‘72  

Not seasonally adjusted, MoM% 
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Source: BLS, Credit Suisse 

• The relationship between CPI new vehicles and PPI car and truck prices is poor on a 

month-to-month basis.  Illustratively, the correlation between monthly changes on PPI 

cars and CPI (new) cars is just .19; for light trucks, it is an imperceptible .01.   

 

• A number of technical differences explain the discrepancy between the two:   

 

1) The PPI measures the revenue domestic manufacturers receive, as opposed to 

the CPI, which measures the prices consumers pay from the dealer.  Changes in 

dealer profit margins may (and usually do) cause differences between the two.  

2) There are usually lags in price changes from the manufacturer being passed on to 

the consumer level.  

3) The pricing date for the PPI is on one specific day in the middle of the month (the 

14
th
).  The CPI, on the other hand, covers the entire month.  

4) Unlike the PPI, the CPI includes imported vehicles.  

5) The CPI spreads the model year change in the sample over several months, while 

the PPI makes the switch in one month (in October).  

6) Changes in financing rate programs are captured in PPI but not CPI. 

7) Sales taxes and other taxes on cars would cause the CPI to change but would not 

affect the PPI.   

 

• So, despite the eye-catching decline in PPI vehicles prices, the implications are 

ambiguous for this Thursday’s CPI.  But one factor of greater concern – and in the 

other direction – is the behavior of PPI residential gas prices.   

 

• PPI residential gas prices declined 9.3% on a seasonally adjusted basis in October – 

another record on the available data (which goes back to 1991).   

 

• Unlike vehicle prices, the PPI and CPI natural gas components are tightly linked – 

an .82 correlation (Exhibit 2).  We should expect utility prices to fall noticeably in the 

CPI.   

 

• That is important because a decline in utility prices implies upside risk for the Owners’ 

Equivalent Rent Index (OER) – the largest component within the core CPI (30% 

weight).  Yes, even a minus can sometimes amount to a plus in the world of 

government statistics.   
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• How does this work? The value of utility costs is subtracted from raw data on rents to 

obtain an imputed measure of homeowners’ costs – the OER.  As rents adjust much 

more gradually than utility costs, simple arithmetic implies a sharp rise in utility costs 

tends to suppress the OER, all else equal. Conversely, a sharp decline in utilities 

tends to inflate the OER, all else equal.  With PPI utility prices down sharply, there 

seems to be clear upside risk to the core CPI’s Owners’ Equivalent Rent Index.  This 

does not guarantee a 0.3% surprise in the core CPI, but we think it does shift the 

balance of risks around the consensus (and our own forecast) for a 0.2% rise.   

 

• Conversely, we would not attach upside risk to the headline CPI, as the decline in 

natural gas prices – a headline item – should suppress headline inflation.  A minus 

does amount to a minus in this case!  

 

Exhibit 2: PPI and CPI natural gas prices 

MoM% 

-10

-5

0

5

10

15

20

2000-Jan 2001-May 2002-Sep 2004-Jan 2005-May 2006-Sep

Residential gas PPI

Natural gas CPI

 

Source: BLS, Credit Suisse 





 

 

Disclosure Appendix 

Analyst Certification 
Jay Feldman and Jonathan Basile each certify, with respect to the companies or securities that he or she analyzes, that (1) the views expressed in this report accurately reflect his or her personal views 
about all of the subject companies and securities and (2) no part of his or her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this 
report. 

Important Disclosures 
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail, please refer to Credit Suisse's Policies for Managing Conflicts 
of Interest in connection with Investment Research:  http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 
The analyst(s) involved in the preparation of this research report received compensation that is based upon various factors, including Credit Suisse's total revenues, a portion of which are generated by 
Credit Suisse's Investment Banking and Fixed Income Divisions. 
Credit Suisse’s policy is to publish research reports as it deems appropriate, based on developments in the sector or the market that may have a material impact on the research views or opinions stated herein. 
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be used, by any taxpayer for the purposes of avoiding any penalties. 

Disclaimer 
References in this report to Credit Suisse include all of the subsidiaries and affiliates of Credit Suisse operating under its investment banking division.  For more information on our structure, please use 
the following link: http://www.credit-suisse.com/en/who_we_are/ourstructure.html. 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such 
distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse or its affiliates (“CS”) to any registration or licensing requirement within such 
jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS.  None of the material, nor its content, nor any copy of it, may be altered in any way, 
transmitted to, copied or distributed to any other party, without the prior express written permission of CS.  All trademarks, service marks and logos used in this report are trademarks or service marks or 
registered trademarks or service marks of CS or its affiliates. 
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to 
buy or subscribe for securities or other financial instruments.  CS may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor.  CS will not 
treat recipients of this report as its customers by virtue of their receiving this report.  The investments and services contained or referred to in this report may not be suitable for you and it is 
recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services.  Nothing in this report constitutes investment, legal, accounting or 
tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you.  CS does not 
advise on the tax consequences of investments and you are advised to contact an independent tax adviser.  Please note in particular that the bases and levels of taxation may change. 
Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation as to their accuracy or completeness.  CS 
accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such liability arises under specific statutes or 
regulations applicable to CS.  This report is not to be relied upon in substitution for the exercise of independent judgment.  CS may have issued, and may in the future issue, other reports that are 
inconsistent with, and reach different conclusions from, the information presented in this report.  Those reports reflect the different assumptions, views and analytical methods of the analysts who 
prepared them and CS is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. 
CS may, to the extent permitted by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in this report, perform services for or solicit business from such 
issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.  In addition, it may make markets in 
the securities mentioned in the material presented in this report.  CS may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make 
a primary market in issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation 
to the investment concerned or a related investment.  Additional information is, subject to duties of confidentiality, available on request.  Some investments referred to in this report will be offered solely 
by a single entity and in the case of some investments solely by CS, or an associate of CS or CS may be the only market maker in such investments. 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance.  Information, opinions 
and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice.  The price, value of and income from any of the securities or financial 
instruments mentioned in this report can fall as well as rise.  The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or 
income of such securities or financial instruments.  Investors in securities such as ADR’s, the values of which are influenced by currency volatility, effectively assume this risk. 
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming the risks 
involved.  The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange 
rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer.  Any investor interested in purchasing a structured product should conduct their own 
investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a purchase. 
Some investments discussed in this report may have a high level of volatility.  High volatility investments may experience sudden and large falls in their value causing losses when that investment is 
realised. Those losses may equal your original investment.  Indeed, in the case of some investments the potential losses may exceed the amount of initial investment and, in such circumstances, you 
may be required to pay more money to support those losses.  Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that 
income yield.  Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the 
value, or risks, to which such an investment is exposed. 
This report may provide the addresses of, or contain hyperlinks to, websites.  Except to the extent to which the report refers to website material of CS, CS has not reviewed any such site and takes no 
responsibility for the content contained therein.  Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided solely for your convenience and information and 
the content of any such website does not in any way form part of this document.  Accessing such website or following such link through this report or CS’s website shall be at your own risk. 
This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is regulated in the United 
Kingdom by The Financial Services Authority (“FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt am Main regulated by the 
Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States and Canada by Credit Suisse Securities (USA) LLC; in Switzerland by Credit Suisse; in 
Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A; in Japan by Credit Suisse Securities (Japan) Limited; elsewhere in Asia/ Pacific by whichever of the following is the appropriately authorised 
entity in the relevant jurisdiction: Credit Suisse (Hong Kong) Limited, Credit Suisse Equities (Australia) Limited, Credit Suisse Securities (Thailand) Limited, Credit Suisse Securities (Malaysia) Sdn Bhd, 
Credit Suisse Singapore Branch, and elsewhere in the world by the relevant authorised affiliate of the above.  Research on Taiwanese securities produced by Credit Suisse, Taipei Branch has been 
prepared by a registered Senior Business Person.  Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities (Malaysia) Sdn Bhd, to whom they should 
direct any queries on +603 2723 2020. This research may not conform to Canadian disclosure requirements. 
In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which will vary from jurisdiction 
to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements.  Non-U.S. customers wishing to effect a transaction should 
contact a CS entity in their local jurisdiction unless governing law permits otherwise.  U.S. customers wishing to effect a transaction should do so only by contacting a representative at Credit Suisse 
Securities (USA) LLC in the U.S. 
Please note that this research was originally prepared and issued by CS for distribution to their market professional and institutional investor customers.  Recipients who are not market professional or 
institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for any necessary explanation of its 
contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA or in respect of which the protections of the FSA for 
private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case are available upon request in respect of this report. 

Copyright © 2006 CREDIT SUISSE and/or its affiliates.  All rights reserved. 
 


