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China and US’s CPI and PPI strengthens and all eyes on inflation

Inflation speeds up in April as consumer prices in the U.S. and producer prices in China and the U.S. leap.
Investors globally are increasingly worried that pandemic-driven stimulus measures could spark a rapid
rise in inflation and force central banks to start tapering, such as reducing bond purchases, raising interest
rates or taking other tightening measures, potentially holding back the pace of economic recovery.

On May 11, the National Bureau of Statistics of China reported,

® China Consumer Price Index (CPI): rose by 0.9% in April year on year (vs. 0.4% rise in March, below
the analysts’ expectations of 1% rise);

® China Producer Price Index (PPIl): rose 6.8% in April year on year (vs. 4.4% increase in March, ahead

of a 6.5% rise tipped by Reuters poll of analysts).

China CPI YOY

CNCPIYOY 1.3% For HMay Next Release 09 Jul 09:30 Survey --
China CPI YoY National Bureau of Statistics ...
CNCPIYOY Index 96 Actions ~ 97 Edit ~ Line Chart
M 04/30/2021k=] - Mov Avgs Key Events
iM 6M YTID 1y 5Y Max Monthly v Table Compare ~ <& . Edit Chart %%

Ml Last Price 0.9
High on 01/31/20 5.4
Average 2.0
Low on 11/30/20 -0.5

I"\

/\/\/AX/NW«/

Source: Bloomberg

Page 1 of 7



The rise is mostly driven by gains in transportation and communication, which was 4.9% compare to 2.7%
in March. It is most likely boosted by the spending and small leisure trips during Easter holiday. The
domestic consumption momentum is stronger than pre-pandemic level. It is expected CPI will be higher in
the coming months along the economic recovery. Although China’s CPl has only recorded 0.9% a
year-on-year growth, it does not mean China does not have an inflationary pressure. One of the reasons
for the low gain is being dragged down by food prices which fell by 0.7% year-on-year. Besides, the
relatively high base recorded in the last year also dragged down the YOY figure, as the CPI figure was 3.3%
in Apr 2020.

China PPI YOY
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China's consumer inflation rate
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In addition, the surge in producer costs is highly likely will pose cost increase in consumers in China and
even throughout the world as China being the world biggest exporter. Thus, a recorded PPI in China adds
another risk to global inflation. Due to a substantially high PPI figures, CPI is expected to have the further
upward pressure in the coming months amid economic recovery.
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On May 12 and 13, the U.S. Bureau of Labour Statistics reported,

® US Consumer Price Index (CPI): rose by 4.2% in April year on year (vs. 2.6% rise in March, far ahead
3.6% forecast in Reuters poll);

® US Producer Price Index (PPI): rose by 6.2% in April year on year (vs. 4.2% increase in March, ahead
of a 5.8% rise tipped by Reuters poll of analysts).

US CPI rose by 4.2%, the sharpest since September 2008
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US PPI rose by 6.2%, the highest at least since 2010
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The U.S. Consumer Price Index rose to 4.2% at the fastest rate since September 2008. Energy commodities
(up 47% YQY), including gasoline (up 49% YQY), used cars and trucks (up 21% YOY) are the major
contributors for the sharp price rise in April. Besides, the prices for food, food away from home, household
furnishings and supplies, rent of shelter, motor vehicle maintenance and insurance and airline fares have

increased over 2% in the past 12 months, which are also seen as inflation contributors.
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Central banks’ responses
Both China and the U.S. new released data have pointed to worries inflation may pick up faster than
expected. But central banks have so far played down the risks.

Chinese authorities have repeatedly stated that they would avoid sharp policy shifts that could derail the
recovery, but are slowly normalizing policy and clamping down on property speculation in particular.
However, the monetary policy had been started shifting to a steadier stance since late 2020 as the
economic recovery solidified. The purpose is to prevent excessive money supply will bring about economic
overheating and asset bubbles after the economic recovery. Secondly, China's CPI only recorded a 0.9%
increase which is still at a reasonable level and thus no hard brake is needed.

Federal Reserve officials tried to calm down the market and stated that the current rise as temporary and
not likely to influence its current monetary policy. Fed has repeatedly emphasized that the Fed is nowhere
close to raise interest rate, any price increases would be transitory. The Fed pledged not to change the
current monetary policy, nor reduce the current scale of debt purchasing. But that if one occurred the
central bank has the tools to deal with it. The economy appears a “long way” from its goals of maximum
employment and inflation “moderately” its 2% target.

The reasons behind the recent prices surge

Base effects

One of the reasons for the surge was base effects, the economy is hardly hit by COVID-19 caused a
widespread shutdown at this time a year ago and inflation was unusually low, while factory-gate price
picked up on the back buoyant economic activities.

Pent-up demand

The recent sharp price gain should be significantly driven by the pent-up demands as restrictions ease.
Most of the economic activities were unavailable during the height of pandemic, as restrictions are widely
lifted and resuming to normal, the pent-up demand which had pushed up the demands and lead to short
term excess demand and jumps in prices. The demands have been building up for months which pushed

up the raw materials prices, fueled by rapid gains in commodities.
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Number of new housing construction in the U.S. increased significantly in the past few months, at least
17% more than the construction number before the outbreak, we believe it is due to pent-up demand

more than a long-term uptrend.
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Timber price: One of the examples showing the power of lagged demand is timber price. Along with the
surge in new housing construction, the timber price has jumped more than 200% compared to the
beginning of 2020 and more than 80% in 2021.
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Stimulus fiscal plan

Trillion dollars have plumped into economy has led to a build-up of savings and consumptions, also driving
prices higher. Given continued momentum from global economic recovery, as well as stimulation from
expansionary fiscal policies around the world. Inflation in US hit 2.6% in March and 4.2% in April,
continued breaching the Federal Reserve’s target of 2% and raising fears it might eventually force the Fed

shift the policy to cool off the economy.
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Not necessary to fret about- for now?

Although we do not expect the price surge is structural and will last for years, and we expect most Central
Banks in the near term will be likely to stand still, but the underlying risk of rising inflationary may again
lead pressure to the stock market. Signs have already arrived showing that inflation will tilt higher, at least
in the coming months. It may again push up the long-dated Treasury bond yield. If so, stocks, especially
growth and tech stocks may be under pressure again due to market devaluation.

Source: Bloomberg, WSJ, Reuters, CNBC, Yahoo Finance, Investors.com
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https://finance.yahoo.com/news/signs-of-inflation-arrive-as-the-fed-reiterates-patience-on-easy-policy-154040820.html

Important Note & Disclaimer:

The document is property of AMG FINANCIAL GROUP. All information in this document is strictly for
information purposes only and should not be considered as an invitation, an offer, or solicitation, to invest
or a recommendation to buy or sell any particular security or to adopt any investment strategy mentioned
herein. AMG Financial Group Limited (here after AMG) endeavors to ensure the accuracy and reliability of
the information provided but do not guarantee its accuracy or reliability and accept no liability for any loss
or damage arising from any inaccuracies or omission. Some of the information in this document may
contain projections or other forward looking statements regarding future events or future financial
performance of countries, markets or companies. These statements are only predictions and actual
events or results may differ materially. Any opinion or estimate contained in this document is made on a
general basis and is not to be relied on by the reader as advice. AMG reserves the right to make changes
and corrections to its opinions expressed in this document at any time, without notice to the recipients of
this document. Any unauthorized disclosure, use or dissemination, either whole or partial, of this
document is prohibited and this document is not to be reproduced, copied, and made available to others.
Investment involves risks. The value of any investment and the income from it can rise as well as fall as a
result of different market risks, such as currency and market fluctuations. Past performance figures
shown are not indicative of future performance. The recipients of this document should seek for
professional advice if they are in any doubt about any of the information contained herein. This material

has not been reviewed or approved by the Securities and Futures Commission.

For any comments, please send email to us at enquiries@amgwealth.com.
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