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Soft December, but Trend Is Edging Up 
Consumer price inflation edged lower in December, with the CPI down  
0.1 percent. As expected, energy dragged down the headline, but elsewhere 
prices rose more slowly over the month. Still, the trend in both headline 
and core CPI has picked up. The year-over-year change in the CPI rose to  
0.7 percent, while the core index increased to 2.1 percent.  
After rising 0.2 percent in each of the past three months, core CPI 
increased a more modest 0.1 percent in December. Prices for core goods 
ticked down 0.1 over the month as the cost of apparel, new vehicles and 
medical goods fell. Services, however, which account for about 75 percent 
of the core index, continued to rise. Shelter costs rose 0.2 percent as a 
decline in lodging was not enough to offset the steady gains in primary 
housing. Prices for medical care services also advanced more slowly in 
December, but after strong gains in the previous three months, are up  
2.9 percent over the past year. 
Prices for food fell for a second straight month as five out of the six major 
grocery store categories posted declines. Prices for food away from home 
continued to rise and are up 2.6 percent from a year ago. 
We knew heading into today’s report that the fresh cycle lows in oil prices 
hit in December would push the gasoline index lower, and indeed gas prices 
fell 3.9 percent last month. Over the past year, gasoline prices are down 
19.7 percent, but the pace of declines has moderated since last January 
when prices were down 35 percent. Although energy will continue to be a 
drag on inflation at least through January, the moderation in price declines 
is a reminder that oil can continue to reach new multi-year lows while at 
the same time being less of a headwind of inflation—the transitory nature 
to which Fed officials have been adamant about.  
The continued drop in oil, however, means that a significant rebound in 
inflation will now be delayed further. As the weakness in commodity prices 
drags on, the risk to inflation expectations grows and could challenge the 
eventual return to the Fed’s target.         
Firmer readings in the core CPI should continue to support the Fed’s 
confidence that inflation will eventually rebound towards target. Although 
the Fed’s preferred measure of core inflation, the PCE deflator, has been 
stuck around 1.3 percent over the past year, the uptrend in core CPI 
suggests underlying inflation is not as unequivocally weak.  
We expect base effects will push the year-over-year rate of headline 
inflation up more noticeably in the coming months, but for headline CPI to 
remain below 2 percent through the remainder of the year. Core inflation, 
however, should continue to move along around a 2 percent pace amid a 
tightening housing market and rebound in medical care prices.  

 

 

 
Source: U.S. Department of Labor and Wells Fargo Securities, LLC 
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U.S. Consumer Price Index
Year-over-Year Percent Change vs. 3-Month Annualized Rate

Year-over-Year Percent Change: Dec @ 0.7%
3-Month Annualized Rate: Dec @ 0.2%
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Year-over-Year Percent Change

Core Services CPI: Dec @ 2.9%
Core Goods CPI: Dec @ -0.4%
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CPI Falls in December, but Weakness Moderating 
The CPI fell 0.1 percent in December as a decline in food and energy more than offset further gains in core 
inflation. Although energy will continue to weigh on the index in the near term, the drag is diminishing. 
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