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Data Release: Falling energy prices keep consumer prices flat 

 The headline consumer price index rose by 1.7% Y/Y in September, identical to August's print. 
Excluding food and energy prices, the core index also remained constant, rising by 1.7% Y/Y, as 
well.  

 For the third consecutive month, the fall in energy prices was the main story of the report. 
However, September's decline was relatively modest and was mainly offset by rising food and 
shelter costs. Gasoline prices fell by 3.6% Y/Y, but that translated to only a 1.0% decline M/M, far 
from the 4.1% pullback posted in August. This is consistent with the fact that September saw only 
some decline in crude oil prices, with WTI falling by roughly $3.50/bbl between August and 
September. 

 Food and shelter costs helped to keep broader inflation aloft. Both reached 3.0% on a Y/Y basis, 
their highest levels since April 2012 and January 2008, respectively. 

 Worth noting, medical services inflation continued to fall in September. At 1.7%, the annual rate 
of increase is now at its lowest level since the 1950s. 

Key Implications 

 Today's report was somewhat benign given the dearth of any major movements in either the 
headline or core CPI. However, the outlook for inflation has turned decidedly south given the 
precipitous decline in oil prices over the course of October.  

 It is worth noting that TD Economics is not expecting any resurgence in energy prices. Due to 
base year effects, such a weak profile for the energy index could lead CPI inflation to reach a 
concerning level by the middle of next year, precisely the timing when many are expecting the 
first rate hike from the Federal Reserve. Granted, the Fed is always more focused on core 
consumer prices than volatile energy price swings. Still, the optics would be awkward if rates 
were to rise at a time when inflation is moving even further south of 2.0%.  

 Once these base year effects disappear, inflation should normalize. However, this is unlikely to 
occur until later in the summer. All said, we remain confident in our view that the Fed will remain 
on hold until after their June meeting. 
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