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Data Release: Inflation pulls back in August on weak energy prices 

 The headline consumer price index increased by 1.7% Y/Y in August, a deceleration from the 2.0% print in 
July. Excluding food and energy, core prices also rose by 1.7% Y/Y, a deceleration from 1.9% the month 
prior. On a month-over-month basis, the headline index fell by 0.2%, the first decline since April 2013, while 
the core index remained unchanged. 

 For the second consecutive month, falling energy prices were largely responsible for the pullback in the all-
items CPI. A substantial decline in crude oil prices over July and August sent the energy index tumbling, 
eking out a 0.4% Y/Y gain from 2.6% the month prior. Notably, gasoline prices fell 2.8% from year-ago 
levels (from +0.8% Y/Y in July).  

 However, weak price pressures were seen all over today's report with falling Y/Y gains in used vehicles 
(0.0% from 0.2%), apparel (0.0% from 0.3%), airline fares (-2.7% from -0.2%) and medical care services 
(1.9% from 2.5%). Even shelter costs, a key driver of the more sustained inflationary pressures in recent 
years, remained steady at 2.9% Y/Y.  

 The sole exception to the broader disinflationary trend was evident in food prices – Y/Y increases in meat, 
poultry and fish prices reached 8.8% Y/Y in August, the highest level in over a decade.  

Key Implications 

 How quickly things have changed. It was not long ago that observers were worried that the emergence of 
an accelerating economic recovery and job growth this year would drive inflationary pressures higher, 
potentially forcing the Federal Reserve's hand to act earlier. And yet, despite the emergence of sustained 
improvement in the labor market, the conversation may yet shift back to a concern about a disinflationary 
environment. 

 Energy prices have played a key role in moderating headline inflation. However, a more fundamental factor 
is the notable absence of an acceleration in wage growth. The shift from moderate to robust job gains over 
the last year or so have not come with the same acceleration in average hourly earnings, where gains have 
remained limited and remarkably stable since the recovery began.   

 All said, the inflationary backdrop remains benign at this point and is not likely to force the Fed's hand in 
pulling forward the timing of the rate hike. At the same time, the improvement in the labor market thus far 
has led to some speculation that the Federal Reserve may change the language of its forward guidance at 
their meeting later today to better choreograph its exit strategy. But, whether the "considerable" qualifier is 
dropped or modified to something less forceful, TD Economics remains confident in the view that the Fed 
will remain on hold until at least mid-2015.  
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