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Data Release: Inflation remains benign in July 

 The headline consumer price index increased by 2.0% Y/Y in July, a slight deceleration from the 
2.1% print in June. Excluding the food and energy components, core price growth remained 
steady at 1.9% Y/Y. On a month-over-month basis, the headline and core indices both gained a 
seasonally-adjusted 0.1%. 

 The deceleration in headline prices was mainly driven by a 0.3% M/M pullback in energy prices, 
pushing the Y/Y gain down from 3.2% to 2.6% in July – lower prices for fuel oil and gasoline were 
the biggest culprits here. Declining airline fares also contributed to the weak headline gain. On a 
month-over-month basis – prices in the sub-component fell by 5.9%, the biggest monthly decline 
since 1995.  

 Meanwhile, shelter and food costs continue to post modest gains. Prices in the former rose by 
2.5% Y/Y, while those in the latter accelerated to a 6 ½ year high of 2.9% Y/Y.  

Key Implications 

 Today's report confirms that fears surrounding a sharp increase in inflationary pressures which 
would, in turn, force the Federal Reserve's hand into an earlier start to the hiking cycle appear to 
be unfounded.  

 Certainly, the absorption of labor market and economic slack over time will eventually translate 
into sustained higher wage and price pressures. However, for the time being, that prospect 
remains a medium-term one, at best. Energy prices of all stripes have lost significant footing 
since June, suggesting that that particular component of the CPI could continue to act as a 
headwind in the near term. Meanwhile, a strengthening U.S. dollar should also help keep a lid on 
overall price growth. It is worth noting that Y/Y gains in the core PCE deflator remain modest at 
1.5%, also showing the same downward trend as the CPI. 

 All said, this gives the Federal Reserve plenty of scope to stay on the sidelines for time being – 
our view remains that the first hike will not occur until mid-2015, at the earliest. 
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