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Bad inflation print despite lower gas prices
Inflation slowed in August, but the core rate climbed to a five-month high as service
costs sped up. Consumer activity is stalling in response to rising prices as spending
activity focuses more on necessities than on discretionary items. Small businesses,
meanwhile, had a more optimistic outlook in August compared to July, but remain
downbeat about short-run economic prospects.

Headline CPI slows but the core rate speeds up
Consumer prices grew by 0.1 percent in August as the 12-month trend rate of the
consumer price index (CPI) slowed to 8.3 percent. The sharp decline in energy
prices has eased the overall inflation rate from its 9.1 percent high in June. But the
core CPI — which strips out the volatile food and energy components — jumped by
0.6 percent in August. This pushed up the annual core inflation rate to 6.3 percent
and reversed the downtrend seen over prior months.

Supply chain pressures, while improved from most of the last two years, are still
affecting prices. For example, new car prices continue to surge and have now seen
double-digit inflation for ten straight months. But the larger pressure in August was
on the services side where the tight labor market is pushing up wages and end user
costs rapidly. Rents are also rising sharply, helping to lift inflation for shelter at the
fastest pace since 1986. With supply chains slowly healing and many commodity
prices falling, service and housing costs have now taken the leading role in driving
inflation higher — a dynamic which is expected to continue going forward.

With the upside surprise for core inflation in August, a third straight increase of 75
basis points in the federal funds rate should be guaranteed at this week’s FOMC
meeting. Interest rate increases are likely to slow in the final two meetings of 2022,
but the Fed has more work to do to slow down inflationary pressures.

Rising prices helping retail sales
Retail sales climbed by 0.3 percent in August, aided by higher car prices which
raised the dollar sales of vehicles despite a fall in unit sales. Sales excluding autos
fell by 0.3 percent as inflation causes consumers to pull back on discretionary
spending to afford more expensive necessities. Grocery and clothing sales both saw
solid increases, while purchases at furniture and health and personal care stores as
well as non-store retailers were down. Sales at gasoline stations slowed again as
gasoline prices fell sharply for a second consecutive month.

Retail spending stagnated this summer after adjusting for higher prices, a sign of
reduced spending power by households. While the labor market remains strong,
higher wages continue to be overwhelmed by rapid inflation. Retailers are likely to
see reduced foot traffic and activity until consumers get relief on prices for
essential items like food. And while gasoline prices are down from their peak, they
are still far above normal (and 26 percent higher than a year ago). It is unlikely that
the recent declines are providing significant relief when viewed against the whole
picture of consumer costs.

Small business optimism improves but remains low
The National Federation of Independent Business (NFIB) small business optimism
index climbed to a three-month high in August but remained well below normal.
The survey findings showed a six-month high for small business owners expecting
improved business conditions over the next six months and a lower share of owners
raising average selling prices. These movements are directionally positive for the
economy, but the readings themselves still reflect a pessimistic economic outlook
from business owners and strong cost pressures.

Labor market struggles remain top of mind for most business owners. The share of
firms with open positions they were unable to fill was only two percentage points
below the all-time high with a lack of qualified applicants the primary culprit.
Additionally, the percent of firms reporting quality of labor as their most important
problem has risen to the highest level since November.
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The rise in the core CPI inflation 
rate in August erased nearly all 
the drop since March, placing it 
only a couple tenths below the 
40-year high.

Retail sales were up in August, 
but it was mostly due to 
higher car prices. In real terms, 
retail sales essentially flatlined 
over the summer.

Core CPI accelerates 
in August

Retail sales climb due 
to car prices 
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Home sales expected to drop further, dented by higher rates
Existing home sales are forecasted to be the lowest since the early days of the
pandemic, dropping to an annualized pace of 4.70 million units in August. Higher
mortgage rates (now above 6.0 percent for a 30-year mortgage) and price appreciation
have dampened homebuyer enthusiasm as affordability concerns grow in many local
markets. Slower sales should allow inventory to build and price gains to decelerate from
recent record highs.

Economic outlook to rise from healthy labor market, sentiment

Home construction activity to continue its slowdown
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Sept
21 The index of leading economic indicators (LEI) is expected to rise in August as lower

unemployment claims and better consumer sentiment lift the measure. The gain would
be the first increase since February. Still, July’s year-over-year reading was zero, close
to calling an economic downturn over the next year. Even with a modest rise for
August, the year-over-year change in the LEI will turn negative.

Housing starts are expected to fall further in August, extending this year’s slowdown.
Consumer interest in new construction has waned as mortgage rates have risen and
higher material cost push prices higher. Still, starts remained significantly below the
early 2000s, reminding eager purchasers that housing is in short supply and slower
construction activity will delay the return of market balance.

Housing Starts
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In addition to the FOMC’s September meeting, here’s what we are watching this week:
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The information in this report is provided by Nationwide Economics and is general in nature and not intended as investment or economic advice,
or a recommendation to buy or sell any security or adopt any investment strategy. Additionally, it does not take into account any specific
investment objectives, tax and financial condition or particular needs of any specific person.

The economic and market forecasts reflect our opinion as of the date of this report and are subject to change without notice. These forecasts
show a broad range of possible outcomes. Because they are subject to high levels of uncertainty, they will not reflect actual performance. We
obtained certain information from sources deemed reliable, but we do not guarantee its accuracy, completeness or fairness.
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Interested in learning more from Nationwide Economics? Find this and other 
content from Nationwide at blog.nationwidefinancial.com/markets-economy.

Period Actual Previous

NFIB Small Business Optimism August 91.8 89.9

CPI (m/m) August 0.1% 0.0%

CPI (y/y) August 8.3% 8.5%

Core CPI (m/m) August 0.6% 0.3%

Core CPI (y/y) August 6.3% 5.9%

PPI August -0.1% -0.4%

Core PPI August 0.2% 0.1%

Jobless Claims Week ending Sept 10 213 K 218 K

Continuing Claims Week ending Sept 3 1,403 M 1,401 M

Retail Sales August 0.3% -0.4%

Retail Sales excluding autos August -0.3% 0.0%

NY Fed Empire State Manufacturing August -1.5 -31.3

Import prices August -1.0% -1.5%

Industrial production August -0.2% 0.5%

Capacity utilization August 80.0 80.2

Consumer sentiment September 59.5 58.2

Previous Week’s Indicators

Release Date Period Forecast* Previous

NAHB Housing Market Index Monday September 46 49

Housing Starts Tuesday August 1,417 K 1,446 K

Building Permits Tuesday August 1,607 K 1,674 K

Housing Starts MoM Tuesday August -2.0% -9.6%

Building Permits MoM Tuesday August -4.0% -1.3%

Existing Home Sales Wednesday August 4.70 M 4.81 M

Existing Home Sales MoM Wednesday August -3.5% -5.9%

FOMC Rate Decision (Lower Bound) Wednesday 9/21/22 3.00% 2.25%

Initial Jobless Claims Thursday Week ending Sept 17 225,000 213,000

Continuing Jobless Claims Thursday Week ending Sept 10 1,425 K 1,403 K

Leading Index Thursday August 0.2% -0.4%

S&P Global US Manufacturing PMI Thursday September 52.5 51.5

S&P Global US Services PMI Friday September 45.5 43.7

This Week’s Indicators

about:blank

	Slide Number 1
	Slide Number 2
	Slide Number 3

