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1-year US breakeven inflation

Following the release of the July inflation report, market-based inflation expectations held 
steady around a “soft landing” consensus. Financial markets and consumers are treating 
commodity price volatility as temporary noise rather than a structural threat to price stability. 
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Middle East War

Source:  (1-4) Bloomberg. Data as of August 14, 2026. Inflation breakevens are USD inflation swap zero coupon. 

US inflation expectations remain remarkably well anchored, even after a six-month regional war in the 
Middle East.  5 and 10 year breakevens have essentially returned to pre-war levels, sitting modestly above 
the Fed’s 2% target.  The disinflation in breakevens from the early months of the war have also coincided 
with the actual cooling of headline and core CPI.

A near flat curve (5s-10s) is the key signal, indicating that the market has stopped pricing a persistent 
inflation premium which it views as more of a transitory supply-side shock than a longer-term dislocation of 
inflation expectations.  Notably, the front-end (1yr / 2yr) initially moved much more violently than the back-
end (5yr / 10yr), consistent with an energy driven disruption rather than a structural inflation regime 
change.

The US inflation breakeven curve also signals a vote of confidence in Fed policy.  With breakevens just 
below realized CPI (3.4% in July), market pricing clearly trusts the Fed’s anchor, even as it tolerates a 
modest near-term overshoot.  The gap between expected and actual inflation may therefore be viewed as 
a classic supply-side shock driven by an oil / gas pass-through rather than an overheating of the economy 
requiring the Fed’s demand-side policy toolkit.

The risk-to-watch, of course, is the still-unresolved Strait of Hormuz standoff, which could push oil prices 
and inflation breakevens higher if hostilities escalate from here.
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