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July CPI: No Bad News Is Good News
 
Summary
The July CPI data were largely in line with expectations. Both headline and core CPI 
increased by 0.2% in July (0.15% and 0.17%, respectively), just a basis point or two off from 
our forecast going into the release. The details of the report contained a few surprises. 
Core goods prices fell more than we expected, led by another large (-2.3%) decline in used 
vehicle prices. Core services inflation was a bit hotter than anticipated, led by rebounds in 
inflation for housing, recreation and communication services.

The broad narrative of continued disinflation remains unchanged. Headline CPI fell 
below 3% year-over-year for the first time since March 2021. Core CPI declined to 3.2% 
year-over-year, the slowest pace since April 2021 and roughly half the 6.6% peak hit in 
September 2022. Furthermore, the annualized pace of core CPI inflation over the past six 
and three months has been 2.8% and 1.6%, respectively.

Today's data leave the FOMC in a holding pattern and do not settle the 25 bps or 50 
bps debate for September. As we go to print, markets view September as roughly a 
coin flip between the two outcomes. The continued steady slowdown in inflation, when 
paired with the rise in the unemployment rate and deterioration in other labor market 
indicators, leads us to believe the FOMC will want to move quickly towards a more 
neutral policy stance in the months ahead. As a result, we expect a 50 bps rate cut at the 
September FOMC meeting, but the decision ultimately may be determined by the August 
employment report to be released on September 6 and the August CPI report to be 
released on September 11. Chair Powell's expected speech at the Jackson Hole conference 
on August 23 looms large as the FOMC weighs the balance of risks to its dual mandate.
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Summer Inflation Data Remains Tame
Consumer prices increased 0.2% in July (0.15% unrounded), more or less in line with consensus 
expectations. Energy prices were roughly unchanged in the month amid flat prices for gasoline and 
electricity. Gasoline prices in July were about 2% lower than they were in July 2023, while electricity 
prices were 4.9% higher over the same period. Food prices registered a 0.2% increase in the month and 
a 2.2% gain over the past year. After peaking at more than 11% in 2022, food inflation appears to have 
settled back into the ~2% pace that prevailed before the pandemic. Relatively restrained energy and 
food inflation helped push the year-ago rate of CPI inflation down to 2.9%, the first reading below 3%
since March 2021 (chart).
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Core prices also came in as expected, advancing 0.2% (0.17% unrounded). Goods deflation remains in 
force, with prices falling 0.3%. A 2.3% drop in used vehicles was a key driver of the drop, but excluding 
used vehicles core goods prices inched down 0.1% amid declines in apparel (-0.4%) and recreational 
goods (-0.3%).

Unlike core goods, core services inflation sprang back in July (+0.3%) after increasing just 0.1% in June. 
The pickup was tied in part to somewhat firmer growth in primary shelter prices. Rent of primary 
residences jumped 0.5% in July, which was stronger than the 0.4% average monthly gain in the first half 
of the year and looks unlikely to persist with the BLS's more-forward looking measure of new tenant 
rents having slowed sharply in recent quarters. Owners' equivalent rent also increased at a faster 
pace than June, but the 0.36% rise still points to slowing on trend when compared to the first half 
average increase of 0.43% (chart). Ex-housing, core services inflation picked up due to a smaller drop 
in the volatile travel category. The remaining portion of core services (i.e., ex-shelter and travel) rose 
0.2% again in July as a drop in medical care prices was offset by rebounds in motor vehicle insurance, 
recreation and communication services.
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Inflation clearly continues to slow on trend. The core CPI increased 3.2% over the past year, down from 
a peak of 6.6% in September 2022 (chart). Furthermore, the annualized pace of core CPI inflation 
over the past six and three months has been 2.8% and 1.6%, respectively. Through the see-saw ride 
of recent monthly prints, the moderation in core inflation has broadened beyond goods, with services 
inflation—most notably housing—also cooling over the past year. A bottoms-up approach to inflation 
forecasting suggests more housing and other services disinflation is on the way. From a top-down 
perspective, a weakening labor market and more price-conscious consumers also suggest a bit more 
disinflation is in the pipeline.

With both the CPI and PPI data in hand for July, we estimate both the headline and core PCE rose 
0.13% last month. Core PCE inflation was just 0.12% in July 2023, so the 12-month change would 
remain at 2.6%, but if realized, this outcome would nonetheless highlight the resumption of progress in 
lowering inflation with the three-month annualized pace slipping back below 2% (1.8%).

Today's data leave the FOMC in a holding pattern and do not settle the 25 bps or 50 bps debate 
for September. As we go to print, markets view September as roughly a coin flip between the two 
outcomes. We expect a 50 bps rate cut at the September FOMC meeting, but the decision ultimately 
may be determined by the August employment report to be released on September 6 and the August 
CPI report to be released on September 11. A robust employment report and/or hot inflation data for 
August could be enough to change our minds, but for now we are sticking with our current forecast. 
Chair Powell's expected speech at the Jackson Hole conference on August 23 may offer critical insights 
into how the FOMC is thinking through the balance of risks to its dual mandate.
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