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August inflation seals a Fed hike in 

September, more hikes to follow 

Headlines      

 CPI accelerated in August, increasing 0.29% on the month in the firmest inflation print 

since April. Over the past twelve months, there has been only one monthly inflation 

reading consistent with the Fed's 2% target. Headline CPI rose 0.40%, driven by a 3.9% 

increase in gasoline prices. 

 

 Odds of a Fed rate hike increased to around 90% following this morning's inflation 

report, which we think is appropriate. Even though the underlying details of the print 

were somewhat lopsided, with the core reading closer to 0.2% excluding an unusually 

strong 6% increase in wireless phone plan prices, the report nonetheless suggests that 

inflation is not moderating quickly enough for the Fed. 

 

 Core goods prices increased 0.11% in August, driven mainly by autos, while recreation 

goods, apparel, and furnishings were roughly flat. Over the past three months, goods 

inflation has risen at a 0.9% annualized pace, improved but still too hot. 

 

 Shelter inflation increased 0.26% in August, lowering its annual rate to 3.0%, roughly 

in line with pre-pandemic norms. Even so, there is little evidence that shelter inflation 

will provide much additional disinflation in the months ahead. Outside of shelter, 

services inflation also came in hot at 0.4%, with wireless phone services and airfares 

driving most of the increase. 

 

 We expect the Fed to raise rates by 25 basis points in September, followed by 

additional hikes in December and March. The rationale is simple: inflation remains too 

high, it has moved in the wrong direction this year, and with economic growth still 

strong there is little reason to expect inflation to improve quickly enough with policy 

rates where they are today. 

 

Table 1: CPI and components (% chg., m/m) 

Indicator 
Avg. 

2025 

Avg.  

YTD 

Apr 

‘26 

May 

‘26 

Jun 

‘26 

Jul 

‘26 

Aug 

‘26 

Headline 0.22% 0.31% 0.64% 0.47% -0.42% 0.07% 0.40% 

Core 0.22% 0.22% 0.38% 0.21% -0.02% 0.22% 0.29% 

    Shelter 0.26% 0.27% 0.61% 0.32% 0.12% 0.14% 0.26% 

    Core Services ex. Shelter 0.24% 0.30% 0.35% 0.26% -0.09% 0.35% 0.42% 

    Core Goods 0.12% 0.05% 0.03% -0.11% -0.09% 0.20% 0.11% 
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Core CPI comes in hotter than 

expected in August 

Core CPI increased 0.29% in August, the firmest print 

since April and a setback for hopes that the Fed could 

remain patient while waiting to see if disinflation 

would continue. To be clear, this report was somewhat 

lopsided. Excluding an unusually large 6% increase in 

wireless cell phone plan prices, Core CPI would have 

come in closer to a more manageable 0.2% monthly 

increase. Even so, the broader details of the report still 

point to inflation running too high and not moderating 

quickly enough for the Fed to be comfortable. 

 

Figure 1: Core CPI and contributions (% chg., m/m) 

 
 

Figure 2: Core CPI (1M, 3M, and 12M annualized 

growth rates) 

 
 

Core goods prices increased 0.11% in August after 

rising 0.22% in July. Many Fed officials have pointed to 

waning tariff-related pass-through as one reason the 

Fed can afford to be patient. While there is evidence 

that this is occurring, our concern is that it is not 

happening quickly enough. Unless core goods 

inflation moderates closer to 0% in the near term, it 

will be difficult for the Fed to return inflation to its 2% 

target. 

 

Figure 3: Core Goods (% chg., m/m) 

 
 

Figure 4: Contributions to core CPI in August (basis 

points, m/m) 

 
 

Services inflation also accelerated, driven by 

increases in wireless cell phone plans, airfares, and 

shelter. Shelter inflation is the only major component 

that has moved durably back toward the Fed's target, 

but we believe it is no longer likely to be a meaningful 

source of further disinflation. Outside of shelter, 

services inflation remains very sticky and will be 

difficult to reduce further with interest rates at their 

current level. 
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Figure 5: Core Services ex. Shelter (% chg., m/m) 

 
 

Core PCE translation at 0.3% m/m 

Warmer-than-expected CPI and PPI details have led 

us to raise our forecast for August core PCE inflation 

to 0.3% m/m, from 0.2% previously. In our view, that 

should clear the bar for most of the Committee to 

support a hike. At an annualized rate of roughly 3.7%, 

the increase would be well above the 2% to 2.5% pace 

that appears consistent with New York Fed President 

John Williams’s case for keeping policy on hold. 

Governor Christopher Waller has been more vocal in 

arguing that disinflation is underway and cautious 

about one-off price increases, but the August data 

may just be too firm regardless of the details. Waller 

could dissent, but he is unlikely to persuade enough 

members to prevent a hike. 

We also see continued risks stemming from the Iran 

conflict. Airfares, in particular, came in warmer than 

expected in both PPI and CPI, helping to support an 

acceleration in supercore inflation. The combination 

of robust consumer demand and higher energy prices 

drove the increase in airfares and reinforces the 

immediate risk that higher oil prices pose to core 

inflation. With oil prices having rebounded above $100 

per barrel and durable progress toward resolving the 

Iran conflict remaining elusive, the risk of the Fed 

failing to guide inflation back to its mandate has 

increased. Hawkish FOMC members are likely to view 

that risk as unacceptable after more than five years 

of above-target inflation, even if conventional 

thinking suggests that monetary policy should look 

through supply shocks. 

Methodological changes to software, portfolio 

management, and legal services should lower year-

over-year core PCE inflation by 20 to 30 basis points, 

but that improvement will provide little solace for 

hawks. More important for the Fed is the recent 

momentum in core PCE inflation. A monthly increase 

near 0.3%, or roughly 3.7% annualized, remains 

incompatible with sustained progress toward the 2% 

target. 

The Fed will hike 

With this morning’s CPI data in hand, we now firmly 

believe that the time has come for the Fed to begin 

tightening its policy stance to return inflation to a 

trajectory toward 2%. Progress on the inflation side of 

the Fed’s mandate has stalled over the past several 

months. Looking at the components, housing inflation 

has returned to a pace consistent with 2% inflation, 

but core goods inflation remains elevated and core 

services excluding housing, or “supercore” inflation, 

has been accelerating. 

 

This acceleration in services inflation is occurring 

without a corresponding increase in wage inflation, 

pointing to an elevation in underlying aggregate 

demand that will continue to exert upward pressure 

on inflation if left unchecked by the Fed. The 

continued stickiness in inflation has also come 

alongside evidence of a resurgent labor market. 

Strong hiring in the latest jobs report and a low 

unemployment rate clearly indicate that the labor 

market remains healthy and may be at risk of 

accelerating further. 

 

GDP growth is strong and potentially accelerating, 

supported by robust private-sector capex and high 

levels of government spending, both of which 

ultimately contribute to private-sector income and 

aggregate demand. We expect the Fed to deliver the 

first of three rate hikes next week at the September 

FOMC meeting, followed by additional hikes in 

December and March. By taking back the easing 

delivered at the end of 2025, the Fed would move 

policy to a stance that can more effectively exert 

downward pressure on inflation without causing a 

significant deterioration in the labor market. 
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Disclosures 

The material presented and the views expressed herein are of a general nature and does not constitute the provision of 

investment or economic advice to any person, or a recommendation of any particular securities, financial instruments, 

strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant 

information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should 

seek the advice of an investment professional to tailor a financial plan to your needs. To the extent that these materials 

reference PNC data, such materials are not intended to be reflective or indicative of, and should not be relied upon as, the 

results of operations, financial condition or performance of PNC. 

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over 

time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and 

uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date 

made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual 

results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as 

from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements. 

“PNC” is a registered mark of The PNC Financial Services Group, Inc. 

© 2026 The PNC Financial Services Group, Inc. All rights reserved. 

 


