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The August inflation report was generally in-line with estimates, though there are pockets of
the economy starting to feel price pressures. Goods prices accelerated, reflecting an
increase in new and used cars, apparel and appliances. A softening in services prices
helped keep core inflation steady at 3.1% y/y. A relatively tame inflation reading, combined
with additional data showing labor market weakness, opens the door for the Fed to cut rates

at the Sept 16-17 meeting next week.
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Headline inflation for August came in a little hotter than expected, rising 0.4% m/m (vs.
0.3% expected) and 2.9% y/y, an acceleration from 2.7% in July. Core CPI rose 0.3% m/m

and 3.1% y/y, in-line with consensus expectations.

August CPI inflation actual vs. estimates

Difference

Metric Actual Estimate
Headline CPl y/y 2.9% 2.9%
Headline CPI m/m 0.4% 0.3%
Core CPl y/y 3.1% 3.1%
Core CPI m/m 0.3% 0.3%

+0.0%

+0.1%

+0.0%

+0.0%

Core goods and services prices both rose by 0.3% m/m in August, suggesting that while
relatively modest, inflation pressures continue to linger. Food prices rose and certain
import-exposed categories accelerated last month. The index for shelter rose 0.4% m/m in
August, the largest increase since the start of the year. Airfares rose 5.9% m/m, the most in
over three years. The extent to which companies pass price increases from tariffs on to
consumers will be an important factor for Fed policy through the remainder of the year.
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As tariffs and outsized fiscal expansion begin to filter through the economy, US inflation
break-evens remain elevated vis-a-vis expectations one year ago.

1 year US breakeven inflation 2 year US breakeven inflation
4.2% Nov 5: 3.5% Nov 5:
US election US election
2.69% 2.64%
| |
1 1
1 1
: +41 bps ! +26 bps
0.0% ! 1.0% '
Jul-2024 Aug-2025 Jul-2024 Aug-2025
5 year US breakeven inflation 10 year US breakeven inflation
X Nov 5: . Nov 3:
28% US election 26% US election
! (o)
. 2.45% 236%
1
l |
[} [}
[} [}
! +11 bps ! +6 bps
1.5% ! 1.9% I
Jul-2024 Aug-2025 Jul-2024 Aug-2025

While m/m inflation data provides very useful information on the recent momentum in
(dis)inflation, a look at today’s CPI data on a y/y basis provides a useful lens on the
categories in which the consumer is feeling the most cost pressure (and relief) relative to

one year ago.

August US inflation by sector (y/y)
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Source: (1-8) Bureau of Labor Statistics. CPl Report August 2025. Bloomberg. Data as of September 11, 2025. Goods is commodities less food and energy commodities.

Services is less energy.
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“Macro stability isn’t everything, but without it, you have nothing.”




