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Housing and Energy Costs Drive US Inflation Higher in January 2025
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Previous Data (Headline Inflation)

U.S. headline inflation rose by 10 basis points to 0.5% MoM in January 2025, from 0.4% MoM in
December 2024 and above market expectations of 0.3% MoM. This increase was influenced by a
0.4% MoM rise in the shelter index in January 2025, accounting for nearly 30% of the monthly
increase across all goods and services. The energy index rose to 1.1% MoM, with the most significant
contributor being the fuel oil index, which increased by 6.2% MoM in January 2025. The food index
also increased by 0.4% MoM in January 2025. Additionally, core inflation, which excludes food and
energy items, rose by 20 basis points to 0.4% MoM in January 2025 from 0.2% MoM in December
2024 (Figure 1). This was due to increased prices for used cars and trucks, as well as hotel
accommodation services, which resulted from wildfires in Los Angeles.

On an annual basis, U.S. headline inflation also rose by 10 basis points to 3.0% YoY in January
2025 from 2.9% YoY in December 2024. Increases influenced it in the food and gas utility indexes,
which rose by 2.5% YoY and 4.9% YoY, respectively, in January 2025. However, U.S. core inflation
increased by 10 basis points to 3.3% YoY in January 2025 from 3.2% YoY in December 2024
(Figure 2). Housing costs primarily drove this, as higher mortgage rates pushed more Americans into
the rental market, reducing housing availability.

Federal Reserve Chair Jerome Powell has testimony (12/2) that The Fed has made progress in
controlling inflation but has not yet reached its inflation target. It is reinforced by the CME Fed Watch
Probabilities, which show a 97.5% chance of maintaining the interest rate range at 4.25-4.50%,
expected to persist until August 2025 (Figure 3). By the end of 2025, the Fed is anticipated to cut
interest rates only once by 25 basis points to 4.00-4.25%, with an aggregate probability of 78.04%
(Figure 4).


