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Economic Analysis

March CPIl Moves in Support of Fed Liftoff in 3Q15

Kim Fraser Chase

e Headline CPIrose 0.2% in March but remained negative YoY for the third straight month
e Core CPlalso increased 0.2% and accelerated to 1.8% on a YoY basis

e Forward progress for core inflation offsets burden of weak jobs report in March

CPI inflation in March was a welcome surprise, with both headline and core prices increasing 0.2% for the
month. Although headline inflation remained in negative YoY territory at -0.02%, core inflation accelerated for the
third consecutive month to 1.8%. This is good news for the Fed as they search for confidence that inflation will
slowly move towards their target in the medium run. The key will be to wait for PCE inflation to make sure that it
moves in the same direction, which has been the case in the past few months but was less common throughout
most of last year. Other measures of inflation, such as the trimmed-mean and sticky price indices, continue to
move in the direction supportive of a federal funds rate hike in the near future. However, the core flexible CPI,
which is a weighted measure of goods that change price relatively frequently, holds near zero compared to 12
months ago, suggesting that some core commodity prices are still weighing on the core inflation rate. Given that
the Fed will be monitoring any and all measures of inflation to ensure complete confidence in their outlook, we
expect that they will want to wait for a few more months of data before making any major decisions. Therefore,
we continue to expect the first rate hike in September, once they have received both inflation and employment
data through August.
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