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US inflation remains
stubbornly high

US consumer prices rose again noticeably in April, by 0.4% from March. This also

applies if energy and food prices are excluded. Although inflation has passed its peak,

it is declining only very slowly. We see our view confirmed that the underlying inflation

problem has not been solved and that market speculation about near-term interest

rate cuts by the Fed is misplaced.

The data
US consumer prices rose more strongly again in April.

Compared with the previous month, prices increased

by 0.4% (consensus and Commerzbank forecast 0.4%).

The more important core rate, which excludes energy

and food, was also 0.4% (consensus and Commerzbank

forecast 0.4%). The year-on-year rate fell from 5.0% to

4.9%, excluding energy and food from 5.6% to 5.5%.

Our interpretation
Even though inflation has passed its peak, momentum

remains high. Energy prices have largely stabilized since

last summer, and food prices have also stopped rising

two months ago. However, the core rate excluding

energy and food prices, which is more meaningful in

terms of the trend, has leveled off at an annual rate of

around 5% over the past three, six and twelve months

(chart 1), given regular month-on-month rates of 0.4%.

Progress is indeed evident in rents, the most important

expenditure item. For the second month in a row, these

rose at a slower pace than was previously the case,

confirming our assessment last month that a trend

reversal had begun. However, inflationary pressures are

now picking up again for some goods, such as used cars,

which became 4.4% more expensive. It is possible that

the sharp rise in incomes is driving prices higher here.

All in all, we see our view confirmed that inflationary

pressure will tend to ease this year (not least due to



lower rent increases), but that progress will be very slow

and that inflation will ultimately remain above the Fed's

target.

Chart 1 - underlying inflation hardly slowing down

consumer price index excluding food and energy, 3-/6-/12-month changes, annual rate
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Source: S&P Global, Commerzbank Research

The Fed won't get rid of its inflation problem quickly
The Fed has a stubborn inflation problem to fight, and a rapid decline in inflation

toward its target is not yet on the horizon. However, it is apparently worried that it

might overdo it with rate hikes and then risk a hard landing for the economy. The Fed

will therefore want to wait and see the effect of the 500 bps of rate hikes so far. Thus

the peak in the funds rate has probably been reached. However, stubborn inflation

confirms our forecast that the Fed will not cut rates this year.
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