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US inflation remains hotter than hoped,
but the Fed’s focus is now jobs

Inflation was a touch higher than expected and tariffs are likely to keep it
elevated over coming months, but the the weakening of the jobs market
is now the Fed's priority, with rising jobless claims hinting at a pick-up in
lay-offs at a time when hiring is subdued

Inflation stays elevated with tariff effect still to play out

US headline CPI has come in at 0.4% month-on-month, above the 0.3% consensus, but core
CPI'has come in at 0.3% as predicted - although only just given it was 0.346% to three decimal
places. Both are hotter than the 0.17% MoM rate we need to track at to push annual inflation
down to the Federal Reserve's 2% year-on-year target and tariffs are likely to keep us tracking
above that rate for the next few months as prices adjust to the new environment.

That said tariffs are not particularly evident in today’s report. Looking at the details there was
strength in airline fares (+5.9% MoM) and used cars (+1%), while shelter was a little above what
we thought likely, rising 0.4% after a series of 0.2% MoM prints. Food rose 0.5% and energy
was up 0.7% to explain why headline CPI rose faster than core. On the downside, recreation
prices fell 0.1% with medical care down 0.2% while education was flat. Core goods ex autos,
where we would assume most tariff impact would be evident, rose only 0.1% MoM with new
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car prices rising 0.3%. This indicates that, for now, most of the tariff cost is being absorbed by
corporate profit margins, which was also indicated by the hefty 1.7% MoM drop in the PPI
measure of trade services yesterday, used as a proxy for corporate margins. We don't expect
this to be a permanent feature.

Core goods ex autos inflation
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Other factors will start to depress inflation, including a
weakening jobs market

Nonetheless, we continue to argue that tariffs will be a one-off step change in prices rather
than something that will lead to more persistent inflation. Energy costs, slowing housing rents,
and a weakening jobs market will all contribute to softer inflation as we move through 2026.
Remember that core goods - the component that is exposed to tariffs - only has a 19%
weighting within the inflation basket. Services dominate and it tends to be wages that drive
inflation here and they are slowing quickly now that there are more unemployed Americans
than there are job vacancies.

In any case, this slight inflation upside miss is heavily mitigated by the rise in initial jobless
claims to 263k (highest since October 2021) from 236k. This was well above the 235k
consensus. On the face of it, this hints at a pick-up in the pace of lay-offs in an environment of
already weak hiring and will re-affirm expectations of a 25bp Fed rate cut next week.
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