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US Inflation Data Raised Rate Hike Odds
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Summary:

e Headline CPI inflation remained elevated at 3.4% YoY in August, while core CPI inflation
edged lower to 2.4%.

e Energy prices continued to surge as geopolitical tensions in the Middle East remained
unresolved. Meanwhile, other CPI categories were mixed.

e Probability of a September rate hike rose following the report.

The August 2026 CPI report revealed that inflation regained momentum, as rising energy prices
drove headline inflation up. Headline CPI inflation remained sticky, holding steady at 3.4% year-on-
year (YoY), matching July's pace and remaining elevated above policy targets. On a monthly basis,
headline CPI accelerated by 0.4% month-on-month (MoM) after July's modest rise of 0.1%.
Meanwhile, core CPI inflation (which excludes volatile food and energy prices) edged lower to 2.4%
YoY from 2.5% in July. However, on a MoM basis, the core figure rose by 0.3%, slightly faster than
July's pace of 0.2%. While annual core CPI inflation edged lower, the reacceleration in monthly
headline figures underscored lingering price pressures from oil-price shocks.

Energy prices served as the primary catalyst for August's monthly surge. The overall energy index
jumped 2.1% MoM after declining 1.5% in July, with gasoline prices expanding 3.9% over the month
and accounting for over one-third of the total headline CPl increase. Fuel oil posted a sharp monthly
advance of 10.1%. Energy services prices, however, dipped by 0.4% MoM in August after rising by
0.3% in July. Global energy markets continue to react to geopolitical tensions and supply
bottlenecks around critical transit corridors, keeping crude oil prices elevated and passing cost
pressure directly onto domestic retail prices.
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Outside of energy, trends in other CPl components were mixed. Shelter costs rose 0.3% MoM
after a 0.1% gain in July, while remaining the largest structural contributor to core sticky services.
Food prices edged up a modest 0.1% MoM, the same as in July. Elsewhere, core goods experienced
a modest increase of just 0.1% MoM, down from 0.2% in July. Meanwhile, categories like medical
care services (-0.2%) and motor vehicle insurance (-0.8%) registered declines, while airline fares
(+2.7%) continued to rise, likely tied to the rise in energy prices.
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US CPI Inflation by Component (YoY)
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The August inflation print arrives at a critical juncture for monetary policy ahead of the upcoming
Federal Open Market Committee (FOMC) meeting. Financial markets have increasingly priced in
an upcoming 25-basis point rate hike following the release of the CPI report, coupled with Federal
Reserve (Fed) Chairman Kevin Warsh's hawkish remarks at the Jackson Hole symposium. Such a
move would underscore the Fed's commitment to bringing inflation back toward its target.
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Disclaimer

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.ntml. 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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