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While the headline number for August CPl came in as expected, the larger increase in
monthly core CPl was the immediate takeaway from the report. The sharp rise in overall
energy prices filtered through to core services categories, most notably through a 2.7%
m/m surge in airline fares and a 2.4% jump in hotel prices. Additional upward pressure
came from steady shelter costs and gains in communication. As the reescalation in the
Middle East continued, gasoline prices rose 3.9% m/m, accounting for 1/3 of the monthly
all items increase.
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Annual headline inflation rose as expected, up 3.4% y/y and 0.4% m/m. While the 2.4% y/y
rise in core inflation is the smallest since March 2021, the 0.3% monthly increase is largest
since April.

August CPI inflation actual vs. estimates

Metric Actual Estimate Difference
Headline CPl y/y 3.4% 3.4% +0.0%
Headline CPI m/m 0.4% 0.4% +0.0%
Core CPly/y 2.4% 2.4% +0.0%
Core CPI m/m 0.3% 0.2% +0.1%

Source: (1) Bureau of Labor Statistics. CPl Report August 2026. Bloomberg. Data as of September 11, 2026.

Average hourly earnings continued to decelerate in August, up just 3.1% y/y and below the
3.4% annual inflation rate for the month. Real wage growth has been negative since April
and is directly eroding household affordability, reinforcing voters’ focus on inflation as a
core issue heading into the upcoming US midterm elections.

Inflation above 2% and re-accelerating
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Following the release of the August CPI report, market-based inflation breakeven rates
moved higher across the curve. This upward shift was primarily driven by the hotter-than-
expected core CPI print and sticky services inflation, which signaled to the market that
pipeline price pressures may take longer to cool.
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Today's CPl report combined with Fed Chair Warsh’s renewed hawkishness at Jackson Hole
will likely be enough to push the Fed to hike at next week’s FOMC meeting. Market-implied
rate hike expectations increased from 70% to 90% for the September 15-16 meeting and
there are now nearly two full rate hikes priced in by December 2026. The question for
markets is shifting from whether or not the Fed will hike to how many rate hikes this cycle
will require.
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The August CPI report highlighted the divergence between services and goods pricing
dynamics. Services inflation re-accelerated, driven by travel and shelter costs. “Super
core” inflation (services prices excluding energy and rent) rose 0.5% m/m, driven by a
record increase in wireless telephone services. While core goods prices remained overall
contained, risks remain tilted to the upside as renewed tariff threats and higher energy
costs continue.

US core goods and services inflation, y/y

Peak
Feb 2022: 12.3%

12%
10%
8%

6%
Core

4% services:

3.0%

Core
0% goods:

0.7%
-2%

Jan-2019 Aug-2026

2%

Source: (1) Bureau of Labor Statistics. CPl Report August 2026. Bloomberg. Data as of September 11, 2026. Goods is commodities less food and energy commodities. Services is less energy.

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) Energy | Food [ Core goods Core services

Energy commodities 28.0% Nonalcoholic beverages 3.7% Food at home 2.2%

Motor fuel 27.9% Meats 3.6% Housekeeping supplies 2.1%

Computer software and 25.49%

; Apparel 3.6% Physicians' services 2.0%
accessories

Airline fares 23.4% Footwear 3.6% Pets & pet products 1.9%
Energy 16.3% Car & truck rental 3.5% Alcoholic beverages 1.6%
El o e—— 15.4% Food away from home 3.4% Internet services 1.5%
- Technical & bus. school

Seliverny sarias 14.2% School tuition 3.4% tuition 1.3%
Intracity mass transit 8.5% Fruits and vegetables B Financial services 1.2%
Computers and smart 8.4% Professional services 3.2% Educational books 1.1%
home assistants . :

Lodging away from home  3.2% Mot-or vehicle parts and 0.9%
Jewelry and watches 8.2% equipment
Tobacco & smokin Wireless phone services 3.2% Household furnishings & 6%

9 6.3% supplies :

products

Owners' equivalent rent 3.1% New vehicles 0.6%
Veterinarian services 5.7%

Shelter 3.0% New trucks 0.5%
Sporting goods 5.3%

R f shel .0% :
Motor vehicle maint. & 5.2% il 3.0% Tires 0.4%

Repait Funeral expenses 3.0% Outd|90r equip. & 0.4%
: : supplies
Hospital services 5.2% Services less energy 3.0% |- .
Laundry & cleaning 5.1% seivices - Appliances ol
. . (o] .
services Music instruments & acces. 2.9% Phot? equipment &
Water & sewerage maint.  4.9% ———
Personal care products 2.9% Furniture & bedding
Nursing homes 4.6%
HEI Tools, hardware & supplies 2.8%
Utility gas service N Cosmetics 2.8% Audio equipment

Garbage & trash collection  4.4% College tuition and fees 2.8% Used cars and trucks

Recreational reading 4.2% Cereals & bakery products  2.6% Medicinal drugs

Milk 4.1% . . Moving, storage, freight e
Land-line phone services  2.6% enes (-4.6%)

Energy services 4.0% Medical care services 2.5% Motor vehicle insurance  (-5.1%)

Day care and preschool 4.0% Transportation services 2.4% Health insurance (-8.5%)

Source: (1) Bureau of Labor Statistics. CPl Report August 2026. Data as of September 11, 2026.
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“Macro stability isn't everything, but without it, you have nothing.”
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