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It took less than 24 hours for President Trump to recognize that his plan to assess a
20% fee on the value of all cargo passing through the Strait of Hormuz was a bad idea,
so he nixed it. That stemmed the rapid rebound in oil prices, but the escalation in military
activity from both the US and Iran, as well as the reclosure of the Strait, will likely keep
oil elevated until the waterway reopens again. Still, it was a sign of relief for investors
concerned about the escalation reigniting inflation, especially after a much better-than-
expected report for June that arrived yesterday morning.
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The Consumer Price Index (CPI) fell on a monthly basis for the first time in six years,
reversing the surge in gasoline prices that struck after the war started in March. The
0.4% decline was better than the 0.2% drop expected, leading the annualized rate to fall
from 4.2% to 3.5%. The core rate, which excludes food and energy, saw no change for
the month, which was also better than the 0.2% increase expected. That resulted in the
annualized rate falling from 2.9% to 2.6%. This was particularly important because it
reversed three consecutive months of increases in the core rate, which should alleviate
concerns that price pressures from the war are broadening out.

Monthly CPI Changes (Trading Economics)

In addition to the near 10% plunge in fuel costs, within the core rate, there was a decline
in prices for used cars and trucks, apparel, and medical care. Services prices were flat,
with shelter costs up just 0.1%. It looks like we are seeing very little pass-through at this
stage from war-related energy costs and tariffs, as well as the AI capital investment
cycles. These are primary concerns for the Fed today.
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CPI Changes Table (BLS)

This decline in the rate of inflation for June restored real wage growth, which advanced
0.8% from May to June, resulting in a 0.3% increase in real (inflation-adjusted) weekly
take-home over the prior year. That doesn’t sound like much, but it is much better than
the declines we saw in the prior three months. Real income growth is the ultimate fuel
for consumer spending power.

Real Earnings Table (BLS)
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Progress on the inflation front led to a sharp decline in Treasury yields, with the 2-year
plunging more than ten basis points to 4.19%. This report takes pressure off the Fed to
hike short-term rates at its July meeting, which the consensus of investors saw as better
than a 50% probability. It also reduced the likelihood of a rate hike in September, with
that probability falling from 75% to 58%. As I have said repeatedly since Kevin Warsh
was appointed Chairman, the Fed is not going to raise interest rates this year. This is a
misplaced concern by investors who are focusing on lagging indicators and the rhetoric
coming from Fed officials (including Warsh) who want to control inflation expectations.

Target Rate Probabilities (CME Group)

We may give back some progress on inflation next month if the rebound in oil prices,
due to President Trump’s escalation in Iran, gets worse. Yet I think the spike in oil and
Treasury yields is what gave him second thoughts about his 20% fee on cargo passing
through the Strait. He is myopically focused on the market’s reaction to his every move.
The current price of oil, as well as prevailing yields, is likely to give him second thoughts
about pursuing more aggressive tactics in the Middle East. He wants both to be
significantly lower in advance of the midterms.

As I asserted with last month’s CPI report, the peak in inflation is behind us. The
improvement in the rate of change moving forward should pave the way to more bull
market gains for stocks and eventually allow the Fed to resume its rate-cutting campaign
in 2027 once disinflation ensues.

7/15/26, 3:46 PM Inflation Has Peaked Again, Paving The Way For More Bull Market Gains | Seeking Alpha

https://seekingalpha.com/article/4922260-inflation-has-peaked-again-paving-the-way-for-more-bull-market-gains?mailingid=46584734&messageid=ma… 5/7

https://static.seekingalpha.com/uploads/2026/7/15/7375661-17841164688759441_origin.png

