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e Core PCE inflation edged up in October on a monthly growth basis. Core
services prices accelerated, both for housing and non-housing
components, while core good prices fell back down to near 0% growth. With
the possibility of increased tariffs under Trump’s second administration, the
outlook on inflation remains uncertain.

e Real spending growth continued in October, supported by strong growth in
real disposable personal incomes. Monthly jobs growth is expected to
recover in Q4 from the lows experienced over the summer, and consumers
are expected to continue robust spending habits. Aggregate demand in the
US is still very likely high, with spending growth continuing to defy
expectations and corporate profit margins re-approaching historical highs.
Combined with fiscal policy uncertainty, the Fed may need to alter their
originally guided path of rate cuts.

Inflation and incomes tick up

Annual core PCE inflation came in at 2.8% in October, up from 2.7% in September. On
an annualized monthly basis, inflation rose to 3.3% this month, up from 3.2% in
September (Chart 1). The slight acceleration in growth was driven by core services
components, with housing prices growing at an annual rate of 4.6%, compared to 3.9%
last month, and non-housing core services (i.e., “super-core”) growing at an annual rate
of 4.4%, up from 3.8% last month. Growth in overall core prices was partially offset by
disinflation of core goods, with annualized monthly inflation falling to 0.1% in October.

Price growth has certainly picked up since trending along the Fed’s 2% target through
the summer months. Though two months of accelerated growth doesn’t necessarily
constitute a trend, it does raise the possibility of a more hawkish Fed.

Chart 1: Core services and housing inflation picked up in Chart 2: Strong growth in disposable incomes from accelerated
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Aggregate demand is still very likely to be high in the US, highlighted by continued
growth in consumer spending. In October, real personal consumption expenditures rose
by 0.1%, less robust than last month but growth was positive in both goods and services
spending categories. More substantial was growth in household incomes, with real
disposable personal income growing by 0.4% in October, the highest monthly growth
since January 2024 (Chart 2).

Monthly jobs growth is expected to pick up in Q4, supporting continued growth in real
compensation and subsequent consumer spending. This, in and of itself, doesn’'t mean
prices will continue to accelerate, but it does suggest that demand in the economy is
strong despite the high interest rate level. The extent to which the Fed will cut rates has
become less certain on this alone, and now combined with the possibility of tariffs under
Trump’s second administration, the FOMC is expected to have a more hawkish tone.

Chairman Powell has stated, both directly and indirectly, that the Fed will avoid acting
proactively on matters of both trade and fiscal policy. Rather, they will wait for clear
signals and effectively, continue to “follow the data.” Though with that being the case,
the current data does not warrant aggressive rate cuts. Shown in Chart 3, corporate
profit margins inched up in Q3 and they remain elevated near historical highs. Broadly
speaking, companies are not in a position where they need to implement cost cutting
measures and reduce their respective humber of employees. This should, at the very
least, temper expectations of large-scale layoff driven growth in unemployment.

How exactly the Fed reacts to potential changes in tariffs and trade policy remains to
be seen, but there is an expectation that the policy rate doesn’t fall below 3% in the
near future, reflecting a slightly higher neutral rate.

Chart 3: Corporate profit margins inched up in Q3 and remain close to historical highs
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