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August CPI Preview: Core reaches the year's low

CPl inflation should hit its low for the year in the August-September CPIs
e We project headline CPI inflation will be essentially unchanged at around 3.37%,

while core CPI inflation will step down another tenth (from 2.48% in July to
2.38% in August).

This step-down would put core CPI inflation at a new post-pandemic low,
essentially in line with its pace on the eve of the pandemic, and around just 0.1pp
above a pace that would normally be consistent with the FOMC's 2.0% PCE price
inflation target. We currently project both headline and core CPI inflation will
maintain those August levels in September, but the August-September inflation
rate is likely to be the low point for the core CPI for the year. A downward bias
from the government shutdown in October and November last year should lead to
a moderate pick-up in both headline and core CPI inflation after next month's CPI
to around 2.6% in November.

Headline CPI: UBS US Econ 0.38%, Consensus 0.38%, UBS Nowcast 0.48%
e The August CPI report released next Friday (September 11) is expected to show a

strong monthly headline CPl increase with 12-month inflation remaining elevated
at 3.37% — a level similar to its pace in July. This pace is down notably from the
4.25% peak in May, but still well above both the 2.41% increase in February
before the start of the Iran conflict and the 2.92% pace in August last year.

We project a 0.38% one-month change for the seasonally-adjusted headline CPI
— in line with the current 0.38% Bloomberg consensus average projection. For
the not-seasonally-adjusted headline CPI level, our projection of 334.906 is about
0.02pp below recent CPI swaps fixings.

Prices for gasoline and other energy commodities are projected to rise in the
August data (+4.4% seasonally adjusted change in August, +3.0% not seasonally
adjusted) after solid price declines the prior two months. Over the past two weeks
daily gasoline prices have moved up a handful of cents per gallon according to
AAA. This suggests that next month's CPI release is likely to see another increase in
gasoline prices (particularly on a seasonally adjusted basis).

Food at home prices are projected to see a moderate seasonally-adjusted price
increase (+0.15%) in August based on Nielsen data from grocery, drug, and
convenience stores through August 22, though food away from home prices are
projected to rise at a more elevated pace (+0.29%).

Core CPI: UBS US Econ 0.21%, Bloomberg consensus 0.22%, UBS Nowcast 0.21%
e We project a 0.21% seasonally adjusted core CPI increase that is close to the

0.20% average increase over the past six months and 0.10pp lower than August
last year. This core CPI projection is essentially in line with both the current
Bloomberg consensus average projection and the projection from our Nowcasting
team.

As noted above 12-month core CPI inflation is projected to slip from 2.48% last
month to around 2.38% this month.

Owners' equivalent rent (OER), the largest single component in the CPI, and
tenants' rent (aka rent of primary residence) are both expected to increase just
slightly less than last month with the 12-month change for OER hitting a new post-
pandemic low once adjusted for the government shutdown-induced bias from
October through March. We expect CPI housing rent increases will continue to
slow for another year or so, but a recent uptick in measures of new tenant lease
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rents suggests the downtrend in CPl housing rent increases is likely to end
sometime next year.

e Among the goods components this month: JD Power prices suggest both new and
used motor vehicles should see moderate seasonally-adjusted price increases.
Computer prices also are projected to see a solid increase as the direct impact of
Apple's price increases from the end of June finishes filtering into the CPI.
Computer prices in Adobe's data rose strongly from January through July (though
returned to a more pre-pandemic pace in August). We have not seen a surge in the
CPI for computers, so a more persistent increase could be on its way in coming
months.

e Outside of transportation and information technology goods we project core
goods prices will decline slightly in August, in part held down by IEEPA tariff
rebates that some firms have said they are using to offset price increases. In fact, in
the Adobe DPI data all 18 categories had a lower monthly price change in August
this year than last year, and the 12-month change for the aggregate Adobe DPI
slowed notably. Similarly, the 52-week price change for nonfood items in Nielsen's
data from grocery stores has seen generally slowing price changes since April
(though there was a modest reversal of that trend in the most recent two weeks).

e Prices for core non-rent services (+0.28%) are projected to increase more in
August than in any of the past three months as the recent weakness in non-airfare
transportation services (led by motor vehicle insurance) moderates and prices for
lodging away from home (hotels) swing from two months of declines to a small
increase in August. That said, the projected price increase for non-rent core
services in August (+0.28%) is not too different from August last year (+0.31%) as
S&P Global data continues to show an elevated share of US consumer services
firms raising output prices, despite a notable step-down this month.

e Additional US inflation details are in the spreadsheet posted on our website.

Risks: Balanced

e We see risks both to the upside and downside this month with no clear direction
on the skew. To the upside there is a possible bounce back from the weakness in
June. The every-other-month sampling for most items in most locations means
that some of the downside surprise in June (particularly for motor vehicle
insurance) could lead to an above-trend increase in August. On the other hand, to
the downside there are IEEPA tariff rebates holding back price changes temporarily
and weakness in the August data for both the Adobe DPI (for goods) and S&P
Global US consumer services output price diffusion index (for services).

e With one standard error around our core CPI projection at 0.09pp over the past 36
months we would not be surprised to see an August core CPI increase anywhere
between 0.12% and 0.30%.

Core PCE prices projected at +0.22% but revised methods increase uncertainty

e Upcoming methodological revisions to PCE prices that will be released on
September 30 with the August data increase the uncertainty surrounding this
month's PCE projection. The methodological revisions will focus on prices of
software, legal services, and portfolio management services. Prices for software
and portfolio management services have added an average of 0.07pp each month
to the monthly change in PCE prices since December. We expect that contribution
will be revised down in history, though it is unclear how much impact that will have
on our forecast as we have already pencilled in a slowing in those components.
The size of the downward revision is uncertain because some details of the BEA's
new methodology have not been disclosed publicly. Our base case is that core PCE
price inflation through July will be revised down 0.25pp (from 3.34% to 3.09%),
though we would not be surprised to see a larger downward revision of 0.40pp or
more. Under the new methodology, revisions to PCE prices after the first release
will likely be larger than under the current methodology, with sizeable revisions up
to four months after the initial release of PCE prices for the month.

e The core PCE price increase has been above the core CPl increase in 9 of the past
10 months, though with the methodological changes we project core PCE prices
(+0.22%) will rise about the same as our projection for the core CPI (0.21%) this
month, with 12-month core PCE price inflation through August coming in around
3.13% before trending down through the end of this year and into the first half of
next year.
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Looking ahead: Headline CPI inflation little changed next month
e Headline CPI inflation is projected to see little slowing until the data for February
next year is released, at which point headline inflation should begin to slow sharply
unless oil prices surge back above the $115 to $120 per barrel level from the spring

this year.

e For the core CPI we currently project increases between 0.20% and 0.24% for
September through November that would lead the 12-month change to rise to
2.6% in November before gradually ebbing in the following months. (Note that a
12-month change for October will not be published by the BLS and 12-month
changes from November through March will be biased upwards by around 0.11pp
for the core CPI from BLS procedures for housing rents in the wake of the

government shutdown.)

Figure 1: Projections versus the initial release of headline
CPl inflation
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Source: Bloomberg, BLS, UBS estimates. Note: Uses final projection prior to CPI
release.

Figure 3: Brent crude oil prices are well above where they
were prior to the Iran conflict in late February
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Source: DOE, Bloomberg, Haver, UBS.

Figure 2: Projections versus the initial release of core CPI
inflation
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Source: Bloomberg, BLS, UBS estimates. Note: Uses final projection prior to CPI
release.

Figure 4: Headline CPl is expected to increase fairly
strongly in next week's August release and see a similar
increase in September
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Figure 5: Not-seasonally-adjusted retail gasoline prices
have moved little recently
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Figure 7: Wholesale natural gas prices in the US have not
risen recently, though they have picked up again in Europe
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Source: Bloomberg, UBS

Figure 9: The most recent 4-week price change for food
items sold in Nielsen's sample of grocery stores is slightly
above the past few years, but below 2022
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Source: Constructed by UBS from disaggregated Nielsen data. Through the week
ending August 22, 2026.

Figure 6: On a seasonally-adjusted basis CPI gasoline and
energy goods should increase in August
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance.

Figure 8: With wholesale natural gas prices stable CPI
energy services are projected to have seen little price
change in August
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance.

Figure 10: The 52-week price change for food items in
Nielsen's data continues to run about where it was a year
ago
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Source: Constructed by UBS from disaggregated Nielsen data. Through the week
ending August 22, 2026.
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Figure 11: Translating the Nielsen grocery store data in to
the CPI suggests a moderate CPI food at home increase in
August
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 13: Using an alternative seasonal adjustment
procedure that removes the pandemic data from the
estimation sample gives a slightly less volatile pattern of
monthly core CPI change

Figure 12: The CPI for food away from home (restaurants)
has seen some recent slowing in the 12-month change
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on November price level and BLS procedural guidance

Figure 14: Our estimate of the distortion from the BLS
including pandemic data in the seasonal adjustment
routines is small in August, and also September
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Figure 15: The core CPI is projected to rise in August about
the same as in July with the 12-month stepping down to a
post-pandemic low
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 17: Used motor vehicle prices are projected to rise
again, though only moderately, in August and September
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 19: JD Power transaction data suggest a small
increase to CPI new vehicle prices in August
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 16: Core goods prices rose in July, and we project
another, though smaller, increase in August
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 18: Much of the pick up in CPI used vehicle prices in
July, August, and September is from seasonal factors as JD
Power Used Car Guide data shows not-seasonally-adjusted
prices slowing from a peak in June
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Figure 20: Excluding transportation we project core goods
prices were little changed in August in part from IEEPA
rebates holding back price increases
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Figure 21: Net tariff revenue as a share of consumption
expenditures has plummetted amid IEEPA tariff rebates
and pose a downside risk
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Figure 23: The 12-month change in prices for computers
slowed in the Adobe DPlin August after surging from
January through July
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Figure 25: After 5 months with Adobe DPI changes among
the top 2 or 3 increases for that month over the past 13
years, the August change was below average
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Source: Adobe, UBS.

Figure 22: Import prices have been rising strongly, but once
tariff rebates are included import prices have fallen
sharply in recent months

12-month % change

12%

6%

0%
Overall US import
prices (ex tariffs)

-6%

Import prices
including tariffs
-12%

Jan-18 Jan-20 Jan-22 Jan-24 Jan-26

Source: UBS calculations based on BLS and Treasury data

Figure 24: In contrast to the Adobe data, Nielsen data
shows falling prices for items in the CPl computers and
peripherals basket
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Source: Constructed by UBS from disaggregated Nielsen data. Through the week
ending August 22, 2026.

Figure 26: The 12-month change for the Adobe DPI also
dropped sharply in August
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Figure 27: 4-week price changes for non-food items sold in
grocery stores picked up in the most recent two weeks to
slightly above the pace of the past few years
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Figure 29: Core services price inflation is projected to be
similar to last month
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Source: BLS, UBS. October and November monthly changes imputed based on
November price level and BLS procedural guidance

Figure 31: Estimates of 12-month changes for new tenant
rents are still quite low, but have started to move up
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Figure 28: However, the 52-week price change for non-
food items in Nielsen's sample is still well below its peak
from the spring
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Source: Constructed by UBS from disaggregated Nielsen data. Through the week
ending August 22, 2026.

Figure 30: The change in owners' equivalent rent (OER) in
August is projected to be just a touch below the increase in
July, but (ex government shutdown distortions) the trend
should slow for another year
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Figure 32: Prices for core services excluding rents are
projected to increase at a similar pace to a year ago
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Figure 33: The 12-month change for CPI medical services
has slowed in recent months largely from weak CPI

medical insurance prices
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 35: Lodging away from home (hotel) prices are
expected to see a small increase based on our read of data
from Smith Travel Research
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 37: The consumer services output price diffusion
index fell sharply in August but remains notably more
elevated than prior to the start of tariff increases in the
spring of last year
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Figure 34: Transportation services prices should pick up this
month after declines in insurance prices in the past three
months
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Source: BLS, Haver, UBS. October and November monthly changes imputed based
on November price level and BLS procedural guidance

Figure 36: Core CPI services excluding rent, medical, and
transportation are projected to increase slightly less than
last month
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Figure 38: It is unusual for core PCE price inflation to be as
much above core CPI inflation as it is currently, but the
revisions at the end of this month should narrow the gap
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Figure 39: We project 12-month core CPI inflation to edge down in next week's release of the August data
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Figure 40: Forecasted seasonally adjusted monthly changes for detailed CPl components
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financial product by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail
client should obtain and consider the Product Disclosure Statement relating to the product before making any decision about whether to acquire the product.

New Zealand: Distributed by UBS New Zealand Ltd. UBS New Zealand Ltd is not a registered bank in New Zealand. You are being provided with this publication
or material because you have indicated to UBS that you are a “wholesale client” within the meaning of clause 4 of schedule 5 of the Financial Markets Conduct
Act 2013 of New Zealand (Permitted Client). This publication or material is not intended for clients who are not Permitted Clients (non-permitted Clients). If you
are a non-permitted Client you must not rely on this publication or material. If despite this warning you nevertheless rely on this publication or material, you
hereby (i) acknowledge that you may not rely on the content of this publication or material and that any recommendations or opinions in such this publication or
material are not made or provided to you, and (ii) to the maximum extent permitted by law (a) indemnify UBS and its associates or related entities (and their
respective Directors, officers, agents and Advisors) (each a ‘Relevant Person’) for any loss, damage, liability or claim any of them may incur or suffer as a result of,
or in connection with, your unauthorised reliance on this publication or material and (b) waive any rights or remedies you may have against any Relevant Person
for (or in respect of) any loss, damage, liability or claim you may incur or suffer as a result of, or in connection with, your unauthorised reliance on this publication
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