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B Overall, the report is consistent with our view that inflation will continue to

decelerate over the remainder of the year, allowing the Fed to remain on hold. ;?;ggﬁﬁégk:g%ou

Exhibit 1: Core CPl and components
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June CPI: Disinflation started

CPI came in below our expectations, with core prices falling 0.02% m/m in June (MS:
+0.22%, consensus: +0.2%) and headline prices declining 0.42% m/m (MS: -0.19%).
These readings put core CPI at 2.57% y/y and headline CPI at 3.46% y/y.

Using today's CPI data, we revised our June core PCE inflation forecast down to 0.20%
m/m from 0.25% prior to the release, reflecting softer-than-expected core services ex-
housing inflation. On a 3-, 6-, and 12-month annualized basis, core PCE is tracking at
3.13%, 3.88%, and 3.35%, respectively.

All in, this print is consistent with our view that inflation will decelerate the rest of
the year allowing the Fed to remain on hold.

As highlighted in our CPI preview, three themes were key for this report: (1) whether tariff
pass-through to goods prices continues, as in prior months; (2) the effects of lower oil

prices; and (3) shelter inflation.

First, tariffs. The data continue to suggest that the pass-through may be largely complete.
We estimate tariffs have lifted the overall price level by just over 62bp so far, broadly in
line with the roughly 70bp implied by our models. More importantly, tariffs have not
added meaningfully to core goods inflation since February 2026, based on our estimates.

Second, oil prices. The recent decline in oil prices had a clear impact on June gasoline
prices, contributing to a sharply negative monthly CPI energy reading. Absent further
escalation in the Middle East, we would expect lower oil prices to begin feeding through
to core inflation via softer airfares over the remainder of the summer. Lower oil prices
should also help ease transportation and shipping costs, providing an additional tailwind

to core goods disinflation.

Third, shelter. As expected, rent of primary residence and OER stepped down, confirming
our view that the strength in May was likely driven by temporary survey noise. That said,
the average of the two measures came in below our estimate of underlying trend
inflation, suggesting some rebound risk next month.

Looking at the details, core goods prices fell for a second straight month. However, a new
force is emerging that could keep core goods inflation above its historical trend: Al-related
demand. Prices for computer software and accessories rose more than we expected. In
addition, recreation goods were boosted by strength in "other video equipment," which

may also reflect higher semiconductor costs.

Core services inflation came in weaker than expected, reflecting normalization in both
rents and airfares. The main surprise was lodging away from home, which posted a sharply
negative reading—an unusual outcome given the ongoing World Cup and elevated hotel
occupancy rates. Car insurance inflation was also softer than expected, recording a second
consecutive strongly negative print.
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Exhibit 2:  Tariff passthrough might be at the finish line already. Exhibit 3:  Software prices continued to rise
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Exhibit 4: Inflation table

CPl % m/m Feb-26 Mar-26  Apr-26 May-26 Jun-26

m/m m/m m/m m/m m/m
Headline 0.87

Core 0.22 0.20 0.38 0.21 -0.02
Energy 0.63 10.87 3.81 3.88 -5.71
Food 0.39 -0.01 0.50 0.16 0.21
Core Goods 0.08 0.11 0.03 -0.11 -0.09
New Vehicles 0.04 0.10 -0.16 -0.26 -0.02
Used Vehicles -0.38 -0.42 0.00 0.10 -0.23
Apparel 1.28 1.03 0.64 0.29 -0.55
Other goods (ex. alcohol, drugs, tobacco) -0.07 0.18 -0.11 -0.24 0.10
Core Services 0.27 0.23 0.50 0.29 0.03
OER 0.22 0.28 0.53 0.30 0.24
Rent of Primary Residence 0.13 0.19 0.55 0.36 0.15
Hotels 0.96 0.24 2.44 0.42 -2.32
Medical Services 0.61 0.01 0.00 0.53 -0.12
Airfare 1.36 2.67 2.82 2.69 0.21
Core services ex-housing 0.35 0.18 0.45 0.27 -0.20

Headline CPI NSA Index 326.785 330.213  333.020 335.123 333.952

Source: BLS, Morgan Stanley Research.
PCE implications:

Incorporating inputs from CPIl, we now forecast core PCE inflation increased 0.20%m/
m in June (vs 0.25% before CPI). Headline PCE is forecasted at -0.05%m/m. Our forecast
is consistent with core PCE running at a 3.35% on a y/y basis, and the six- and three-month
paces at 3.88% and 3.13% respectively.
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Exhibit 5: PCE forecasts

UPDATE

PCE m/m (%) Mar-26 Apr-26  May-26{ Jun-26 forecast
m/m yly
Headline 0.67 0.41 0.45| -0.049 3.724
Food at Home -0.14 0.49 0.06/ 0.190
Energy 11.58 3.93 4.03| -5.896
Core 0.30 0.25 0.32| 0.203 3.350
Core Goods 0.21 0.30 -0.10f 0.10 2.14
Core Services 0.32 0.23 0.46 0.24 3.74
Housing 0.27 0.52 0.30[ 0.22
Transportation Services 1.29 0.36 0.80 0.29
Healthcare Services 0.35 0.03 0.38 0.15
Recreation Services 0.27 0.33 0.21| -0.02
Food Services and Accomodations 0.24 0.53 0.30[ -0.05
Financial Services and Insurance 0.58 -0.35 1.22 0.98
Communication Services 0.02 -0.20 1.55( -0.79
Education Services 0.24 0.13 0.03 0.01
Professional and Other Services -0.27 0.37 0.79 0.37
Personal Care and Clothing Services -0.19 -1.16 0.70 0.87
Social Services and Religious Activity 0.27 0.41 0.07 0.25
Household Maintenance 1.68 1.35 -1.50 0.08
Foreign Travel by U.S. Residents 0.37 0.16 2.79] -0.15
Less: Expenditures in the U.S. by Nonresidents 1.20 1.24 1.02| -0.47
Nonprofit Institutions Serving Households -0.39 1.20 -0.86| -0.02
Core Services ex-housing 0.34 0.14 0.50 0.24 3.92

Source: BEA, Morgan Stanley Research forecasts. The components highlighted in red might change after the release of PPI data

The following table details the change in our forecast after the CPI print.

Exhibit 6: Change in PCE forecast

PCE m/m (%) Jun-26 Contrib change
Initial forecast ~ post CPI initial
vs post CPI
Headline 0.02 -0.05 -0.07
Food at Home 0.19
Energy -5.90
Core 0.25 0.20 -0.04
Core Goods 0.07 0.10 0.01
Core Services 0.31 0.24 -0.05
Housing 0.24 0.22 0.00
Transportation Services 0.29
Healthcare Services 0.15 0.15 0.00
Recreation Services -0.02
Food Services and Accomodations -0.05
Financial Services and Insurance 0.90 0.98
Communication Services -0.79
Education Services 0.01
Professional and Other Services 0.37
Personal Care and Clothing Services 0.87
Social Services and Religious Activity 0.25
Household Maintenance 0.08
Foreign Travel by U.S. Residents -0.15
Less: Expenditures in the U.S. by Nonresidents -0.47
Nonprofit Institutions Serving Households -0.02
Core Services ex-housing 0.33 0.24 -0.04

Source: BLS, BEA, Morgan Stanley Research. The components highlighted in red might change after the release of PPI data
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