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Data Release: Inflation continues to simmer in May 

 The headline consumer price index rose by 2.1% on a year-over-year basis, a slight acceleration over 
April's upwardly-revised 2.0% gain from year-ago levels. This was the fastest year-over-year pace of 
headline inflation in almost 2 years. Excluding food and energy, core prices were up an equally firm 
2.0% from last year. On a monthly basis, headline and core prices increased by 0.4% and 0.3%, 
respectively, both coming in above market expectations. 

 The gain in both the headline and core indexes was broad-based as most of the sub-indexes posted 
stronger price pressures. The food index rose by 2.5% Y/Y, its fastest pace since mid-2012. This was 
mainly due to higher prices on meat, poultry, and eggs, which have been on a tear in recent months – 
the year-over-year gain in the subcomponent has now reached 7.8%, its highest level since the 
weather-related food inflation scare of 2011.  

 Shelter costs continue to push higher as the sub-index rose by 2.9% Y/Y, a 6-year high. Meanwhile, 
medical services firmed up for a 3

rd
 consecutive month, with the year-over-year pace rising from 2.7% to 

3.0% in May. 

 Energy prices also contributed, posting a 3.4% increase from year-ago levels. This was mainly a 
function of a return to positive year-over-year growth in gasoline prices. However, it is worth noting that 
the price of gas, itself, has remained relatively flat since mid-2011. 

Key Implications 

 While ostensibly reaching the Federal Reserve's 2.0% inflation target, today's report does not 
necessarily imply that the central bank need stand at the ready to combat inflationary pressures in the 
near term. The Fed's preferred metric, the core PCE deflator, is currently running about half a 
percentage point lower than its consumer price counterpart and we do not expect it to reach the 2.0% 
target until early next year. Moreover, with the contraction in Q1 real GDP looking to be revised further 
downward from the already abysmal -1.0%, recent growth trends could potentially lift some of the 
pressure on prices in the near-term. 

 That being said, it is clear that inflation is approaching its target with, perhaps, slightly more gusto than 
originally anticipated. If growth accelerates significantly through the remainder of this year and price 
pressures continue to mount, then the calculus could move in favor of an earlier start to the hiking cycle. 
However, at this point, we remain confident in our view that the Fed will leave short-term interest rates 
on hold until late-2015.  
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