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Economic Indicators Anal 15 July 202

Cooling June Inflation Data Should Buy Time for Warsh's Fed

Summary:

e Headline CPI inflation rose just 3.5% YoY in June, down from 4.2% in May.

e The ceasefire reduced uncertainty and led to a decline in energy prices, leading the
deceleration in headline inflation. Though reignited tensions cast doubt on whether the trend
continues.

e The Fed will likely hold rates steady at the upcoming July meeting, as cooling inflation and a
weak recent jobs report provide impetus to remain patient before hiking rates.

The US Consumer Price Index (CPI) report for June 2026 presents a sharp shift from the
preceding month's data. In a reversal of May's sharp acceleration, headline inflation in June
decelerated significantly to 3.5% year-on-year (YoY), down from 4.2% in May. More strikingly,
headline CPI fell by 0.4% month-on-month (MoM), offering a highly encouraging reprieve from
inflationary pressures. This marks the first monthly decline in headline prices in over two years, and
the largest single-month drop since April 2020. Crucially, core CPI (which excludes volatile food and
energy costs) came in flat (0.0% MoM), dragging the annual core inflation rate down to 2.6% YoY
from May's 2.9%. The simultaneous cooling of both headline and core metrics suggests a
broadening deceleration of price pressures, significantly easing the immediate stagflationary
worries that loomed.

Examining the individual components reveals that the same forces that drove May's spike were
also responsible for June's plunge. The energy index, which had surged 3.9% in May, plummeted
57% MoM in June, driven by a dramatic 9.7% MoM drop in gasoline prices due to temporary
geopolitical reprieves. Under the core umbrella, goods continued to serve as a powerful
disinflationary anchor. Notably, used cars and trucks fell 0.2% MoM, while new vehicles remained
entirely unchanged. In terms of services, medical care services fell 0.1% MoM, a stark contrast from

the 0.5% gain in May. Importantly, the notoriously sticky shelter component continued its slow
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descent, rising just 3.3% YoY (down from May's 3.4%), with a slower MoM increase of 0.1%
compared to May's 0.3% rise.
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However, beneath the surface of this report lies an important caveat, namely that the data is
largely backward-looking and may not reflect current conditions. The dramatic drop in energy
costs was largely a product of a temporary mid-summer ceasefire that has since collapsed. With
the US restarting strikes and reimposing the blockage on Iran, causing crude oil prices to quickly
rebound in early July. Consequently, July's upcoming CPI print is unlikely to maintain the current
cooling trajectory if tensions persist and a deal is not reached soon. In contrast, the flat core print
is far more structurally reassuring. The broader deceleration of core goods and services suggests
that underlying domestic demand is normalising rather than overheating, bringing underlying
domestic inflation closer in line with the Federal Reserve's (Fed) long-term targets.

For monetary policy, this more positive print buys the Fed valuable time. The Fed's hawkish tone
at the June FOMC meeting, together with Warsh's long-standing hawkish stance on inflation, raised
expectations that a rate hike could come sooner than previously anticipated. As a result, the
perceived odds of a July hike increased in the weeks following the meeting. However, cooling
inflation and a weak recent jobs report provide impetus to hold rates steady until the uncertainty
surrounding the geopolitical landscape settles. We expect the Fed to hold rates steady at the
upcoming July meeting, with the Fed set to maintain its data dependent stance.
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This material is prepared by The Bank of East Asia, Limited ("BEA") for customers' reference only. The content is
based on information available to the public and reasonably believed to be reliable, but has not been independently
verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed
return in respect of such an offer. The information, forecasts, and opinions contained herein are as of the date
hereof and are subject to change without prior notification, and should not be regarded as any investment product
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of
Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other
reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or
completeness of the information and stated returns contained in this material, and no liability is accepted for any
loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or
other aspects). Investment involves risks. The price of investment products may go up or down, and may become
valueless. Past performance is not indicative of future performance. The investments mentioned in this material
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or
other needs of each recipient are not considered. Therefore, you should not make any investment decisions based
solely on this material. You should make investment decisions based on your own investment objectives, investment
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice
before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published,
broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any
media platforms that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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