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Data Release: Consumer prices unchanged in October as falling energy prices are offset by strength in 
services 

 Consumer prices were flat in October on a seasonally adjusted month-over-month basis, ahead of the 
consensus forecast for a drop of 0.1%. Core CPI (excluding food and energy) rose 0.2% in the month, also 
ahead of expectations for a 0.1% gain. On a year-over-year basis, overall consumer price inflation was 
unchanged at 1.7%, while the core rate rose to 1.8% (from 1.7% in September).   

 The story of this report was the acceleration in core services prices, which rose 0.3% month-over-month, the 
fastest increase since April. The acceleration was enough to offset a fourth straight monthly decline in energy 
prices and a strong deceleration in food prices, which rose at their slowest rate since January. 

 The rise in core services was relatively wide spread, but was led by outsized gains in transportation services 
(+0.8%) and recreation services (+0.4%). Medical care services prices (+0.2%) also accelerated at its fastest 
rate in several months. 

Key Implications 

 This report is a bit of a vindication for the Federal Reserve who had downplayed the recent fall in inflation due 
to lower energy prices. The relative strength in core inflation suggests that there is scant risk of the economy 
drifting toward deflation. The relatively broad-based increase in the core measure suggests the improvement 
in domestic demand is offsetting some of the disinflationary headwinds from a struggling global economy. 

 The stall in overall price growth due to declining energy prices is a positive for the economic outlook. 
Plummeting oil and gasoline prices – down 30% since July – leaves more money in American pockets. This is 
especially good news heading into the important holiday season, which, given rising consumer confidence and 
improved job growth, looks to be the best it has been in years. 

 The strength in core inflation is also likely to lead to a rise in market-based measures of inflation expectations, 
which have fallen considerably over the past several months. This has been an important factor in the decline 
in nominal bond yields and as it reverses, rates are likely to move up. Nonetheless, the upside to interest rates 
will be limited by a global economic backdrop that remains firmly disinflationary, so expect the rise to be 
gradual. 
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