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Tariffs Becoming Evident in Consumer Price Inflation
Core consumer prices rose 0.3% for a second straight month. While a few details suggest that the pace
overstates the trend, it is clear tariffs are beginning to drive goods prices higher.
Goods Inflation Set to Stay a Awhile
Consumer prices heated up in July, rising 0.3%. As expected, energy prices
gave a pump to the headline, while food prices were flat. More striking was
another strong gain in core prices, which pushed the year-over-year rate
back up to 2.2%.
As we noted last month, the 0.3% increase in core CPI in June was payback
for undue softness in prior months. Yet this month, core prices rose
0.3% again. So is this the start of a significant pickup in core inflation?
We suspect that two months in a row of 0.3% gains in core prices overstate
the general trend. Shelter costs rose a solid 0.3%, but that was lifted in part
by a 0.9% jump in the volatile lodging away from home category. Owners’
equivalent rent, which makes up most of the shelter component, increased
more slowly in July. Airfare, and other volatile categories of core services,
jumped 2.3%. We would expect to see some reversal in the hotel and airfare
components the next few months given the inherent noise in these
categories. As for core goods prices, which rose 0.2% in July, some of the
strength looks to be further catchup from aberrant weakness in apparel
(+0.4%) and used vehicles (+0.9%) in early spring.
That said, there were a number of signs that the upping of tariffs on about
$250B of imports from China to 25% from 10% this summer is beginning to
feed through to core goods and drive consumer prices higher. For example,
computer and peripheral prices (including tablets, notebooks and related
accessories) rose 2.8% in July, its largest one-month increase on record, after
some electronic goods were included in the $250B tranche of tariffs.
Similarly, furniture and bedding prices rose 0.7% in July and have now
increased 3.9% over the past year—the largest gain in 23 years.
We expect the most recently announced round of tariffs, which places a
10% import tax on the remaining $300 billion of goods imported from China,
to go into effect in the coming months. That should drive goods inflation up
further. The overall impact to inflation, however, should be fairly small. We
estimate that the upcoming round of tariffs will add about 0.1% to CPI
inflation. The categories of consumer goods most directly exposed to tariffs
account for only about 8.5% of items in the CPI basket.
While the FOMC has been seeking higher inflation, tariffs were not how it
wanted to get it. Assuming inflation expectations are not altered, tariffs
provide only a temporary boost to inflation after the initial lift to the price
base, while weighing on broader growth prospects. Although inflation has
firmed, we expect the Fed to continue to focus on the downside risks to
growth amid the tumultuous global backdrop, and cut the fed funds rate
again at its September meeting.
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Core Goods vs. Core Services CPI
Year-over-Year Percent Change
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Furniture & Bedding vs. Core CPI Goods
Year-over-Year Percent Change of 3-MMA

6%

6%

Core CPI Goods: Jul @ 0.1%
Furniture & Bedding: Jul @ 3.1%
4%

4%

2%

2%

0%

0%

-2%

-2%

-4%

-4%

-6%

-6%
90

Source: U.S. Department of Labor and Wells Fargo Securities

6%

5%

94

98

02

06

10

14

18

Wells Fargo Securities Economics Group
Jay H. Bryson, Ph.D.

Acting Chief Economist

(704) 410-3274

jay.bryson@wellsfargo.com

Mark Vitner

Senior Economist

(704) 410-3277

mark.vitner@wellsfargo.com

Sam Bullard

Senior Economist

(704) 410-3280

sam.bullard@wellsfargo.com

Nick Bennenbroek

Macro Strategist

(212) 214-5636

nicholas.bennenbroek@wellsfargo.com

Tim Quinlan

Senior Economist

(704) 410-3283

tim.quinlan@wellsfargo.com

Azhar Iqbal

Econometrician

(212) 214-2029

azhar.iqbal@wellsfargo.com

Sarah House

Senior Economist

(704) 410-3282

sarah.house@wellsfargo.com

Charlie Dougherty

Economist

(704) 410-6542

charles.dougherty@wellsfargo.com

Erik Nelson

Macro Strategist

(212) 214-5652

erik.f.nelson@wellsfargo.com

Michael Pugliese

Economist

(212) 214-5058

michael.d.pugliese@wellsfargo.com

Brendan McKenna

Macro Strategist

(212) 214-5637

brendan.mckenna@wellsfargo.com

Shannon Seery

Economic Analyst

(704) 410-1681

shannon.seery@wellsfargo.com

Matthew Honnold

Economic Analyst

(704) 410-3059

matthew.honnold@wellsfargo.com

Jen Licis

Economic Analyst

(704) 410-1309

jennifer.licis@wellsfargo.com

Hop Mathews

Economic Analyst

(704) 383-5312

hop.mathews@wellsfargo.com

Coren Burton

Administrative Assistant

(704) 410-6010

coren.burton@wellsfargo.com

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the
U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp.
Wells Fargo Securities, LLC, distributes these publications directly and through subsidiaries including, but not limited to,
Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Clearing Services, LLC, Wells Fargo Securities International Limited,
Wells Fargo Securities Canada, Ltd., Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited.
Wells Fargo Securities, LLC. is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a
member in good standing of the National Futures Association. Wells Fargo Bank, N.A. is registered with the Commodities Futures Trading
Commission as a swap dealer and is a member in good standing of the National Futures Association. Wells Fargo Securities, LLC. and
Wells Fargo Bank, N.A. are generally engaged in the trading of futures and derivative products, any of which may be discussed within this
publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and
revenue of the firm which includes, but is not limited to investment banking revenue. The information and opinions herein are for general
information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC
assume any liability for any loss that may result from the reliance by any person upon any such information or opinions. Such information
and opinions are subject to change without notice, are for general information only and are not intended as an offer or solicitation with
respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo Securities, LLC is a separate legal entity
and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company © 2019 Wells Fargo Securities, LLC.
Important Information for Non-U.S. Recipients
For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated
investment firm authorized and regulated by the Financial Conduct Authority. For the purposes of Section 21 of the UK Financial Services
and Markets Act 2000 (“the Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does
not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). The FCA rules made under the Financial Services and
Markets Act 2000 for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be
available. This report is not intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE

