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CPI Review: Core in line but headline missed .
Chester Liaw
narrOWIV G7 Economist

o September headline CPI rose 0.6% MoM, higher than 0.4% in August and
above our 0.5% call. Core CPI stayed unchanged at 0.3% MoM which
matched our forecast. Headline inflation printed 3.7% YoY from August's
3.4%, while core rose to 2.6% YoY from 2.4%.

o  Fuel was the main contributor again as motor fuel added 0.36 percentage
points to September headline MoM CPI.

o  We still expect an October Fed pause. Sticky-price pressure remained in
rent-related costs and recreation, alongside the large fuel price rise. High
inflation means the Fed was right to hike rates in September, but we expect
the Fed to assess its effect before acting again.
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US headline CPI rose 0.6% MoM in September, accelerating from 0.4% in
August, while core CPI increased 0.3% MoM for a second consecutive month.
The headline print was slightly above our 0.5% forecast in our preview, while
core CPl was in line with our 0.3% call. On an annual basis, headline inflation
picked up to 3.7% YoY from 3.4%, slightly above our approximate 3.6% forecast,
while core inflation rose to 2.6% YoY from 2.4%, in line with our forecast. The
upside surprise in headline inflation was largely driven by a sharper than
expected increase in fuel prices, which more than offset softer than anticipated
increases in food and household energy costs.
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Fuel leads the rise in CPI

Motor fuel prices rose 9.3% MoM in September, accelerating from 4.1% in
August and well above our 4.9% forecast. Despite accounting for only around
4% of the headline CPI basket, motor fuel was the largest contributor to the
monthly increase, adding 0.36ppt to headline CPI, accounting for more than half
of September headline CPI increase. Within the category, gasoline prices
climbed 9.1% MoM.

Household energy prices rose 0.6% MoM, below our 1.2% forecast. Fuel oil
surged 15.3% MoM while electricity prices edged up 0.2% and piped gas prices
fell 0.3%. Meanwhile, food prices were flat MoM, below our 0.3% forecast.
Grocery prices declined 0.1%, while prices for meals out rose 0.2%.
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September headline CPI contributions
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Shelter continues to rise after brief dip

Beyond fuel, shelter remained an important source of inflation pressure, rising
0.4% MoM in September from 0.3% in August and broadly matching our 0.36%
forecast. OER accelerated to 0.3% MoM and, given its roughly 73% weight in
the shelter basket, accounted for an estimated 0.26ppt of the increase in shelter
prices. Rent and lodging contributed a further 0.05ppt and 0.08ppt,
respectively. Overall, shelter added 0.14ppt to the monthly headline CPI
increase.

Price pressures elsewhere were mixed. Transportation excluding motor fuel
contributed 0.06ppt to headline CPI, supported by a 0.7% rise in used-car prices
and a 1.2% increase in airfares. Recreation surprised to the upside, rising 0.5%
MoM versus our 0.2% forecast. However, this was partly offset by a weaker than
expected 0.2% increase in education and communication, versus our 0.4%
forecast, as communication prices fell 0.2% MoM.
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Sticky components the main contributors to CPI

September’s inflation increase was led by non-sticky price components, but
sticky inflation remained firm as well. Motor fuel was the single largest
contributor, adding 0.36ppt to headline CPI, while household energy and
lodging together added another 0.05ppt. Among stickier components, rent and
owners’ equivalent rent contributed 0.11ppt, alongside a 0.03ppt contribution
from recreation. Other sticky categories offered a more mixed picture, with
education up 0.6% MoM, communication down 0.2% and household furnishings
flat.

Inflation momentum also strengthened, with the three-month average rising to
0.37% MoM for headline CPI and 0.28% for core CPI through September. Still,
we would be cautious about interpreting this as evidence of a broad
acceleration in inflation, as part of the increase reflects June’s weak print
dropping out of the three-month window.

Looking further ahead, our inflation projections remain relatively benign. We
expect headline CPI inflation to moderate to 0.20% MoM in end Q4, alongside
core inflation of 0.20% MoM and non-core inflation of 0.40% MoM. The sticky
versus non-sticky breakdown tells a similar story, as we expect increases of
0.23% MoM and 0.28% MoM respectively for the same period, suggesting
limited evidence of a broader acceleration in underlying price pressures.
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An October pause is still expected

September’s CPI report reinforces the rationale for the Fed’s 25bp hike in
September, with inflation surprising on the upside again. Nevertheless, we
retain the view of an October pause, allowing policymakers more time to assess
the recent hike’s impact on demand and prices. This is consistent with recent
comments from New York Fed President John Williams and Vice Chair Philip
Jefferson, who emphasised the scope to await further data before adjusting
policy again. However, another hike remains probable if inflation pressures
persist. Boston Fed President Susan Collins also said that further tightening
would likely be appropriate before year-end, while stressing that its timing
would depend on incoming data. The September meeting minutes similarly
showed that most participants considered another increase likely appropriate
by year-end. OCBC expects another rate hike in December, bringing the Fed
funds rate to 4.00-4.25%.
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