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US inflation: definitions and factors

With inflation rates above 8% in the last six months, the 
Fed has embarked on an accelerated cycle of interest rate 
hikes. Prices began to rise in early 2021, and while for a 
few months most analysts were anticipating a transitory 
rebound as a result of the reopening of the economy in 
the wake of the pandemic, the fact is that the persistent 
rise in prices caught us all by surprise. In this Focus we 
analyse the pattern in the various inflation measures and 
their short-term outlook.

Inflation measures: CPI, PCE and PPI

When we talk about inflation, we usually refer to the 
trend in prices of the typical basket of consumer goods 
(CPI, for consumer price index). In the US, inflation 
according to the CPI stood at 8.3% in August. Although 
down from the June peak of 9.1% (partly due to the sharp 
fall in gasoline prices), this is still very high. 

However, in the US there is another measure of consumer 
prices which the Fed tends to pay close attention to and 
for which it makes forecasts, namely, the inflation of 
personal consumption expenditure (PCE). These two 
series have followed a very similar pattern since the year 
2000: with slightly higher rates in the case of the CPI 
(around 0.3 percentage points higher). However, since 
the beginning of the pandemic, the divergence between 
the two has become evident, with the CPI standing 
around 2 pps higher so far this year (CPI of 8.3% versus 
PCE of 6.3% in July). Thus, while both series are well 
above the Fed’s 2% inflation target, the fact is that the 
PCE reflects a more contained rally in prices (see first 
chart). One reason for this recent divergence is that the 
PCE index does a better job of capturing the way in 
which many households are substituting certain goods 
with cheaper alternatives.1 

On the other hand, it is worth mentioning other price 
measures that may be of interest, especially because  
of their power to predict the prices of the final goods  
we consume. In particular, the producer price index (PPI) 
is usually a good candidate (see first chart). This index 
measures the change in prices received by domestic 
producers for the goods and services which they sell. 
Using a simple econometric model which correlates  
the CPI with the PPI, and taking into account that the  
PPI has declined in recent months, the year-on-year price 
variation captured by the CPI should fall to around 6%  
by the end of this year.2,3 

1. This better capturing of the substitution effect is due to the fact that 
the PCE index is calculated using a Fisher index, while the CPI uses a 
Laspeyres index.

2. We correlated the month-on-month growth rates of the CPI with 
different lags in the month-on-month increases in the CPI. In our 
CaixaBank Research forecasts, the decline in CPI inflation is somewhat 
more gradual than this simple model would imply.
3. Other price indicators, such as the sub-components of the ISM 
business indices, have also declined in recent months.
4. In the US, the benchmark price for natural gas is that marked by the 
Henry Hub index, while in Europe one of the key benchmarks is the TTF.
5. See the Focus «The dance continues in the commodity market» in the 
MR09/2022.

Short-term stress and relief factors

A number of factors will determine the path of inflation 
over the coming months: (i) commodity prices (especially 
energy and food), (ii) the resolution of the bottlenecks in 
global supply chains, (iii) the cycle of monetary policy 
tightening, and (iv) second-round effects.

With regard to commodity prices, US natural gas prices 
will remain high (relative to their pre-pandemic levels), 
affected by the rallies registered in the European gas 
benchmarks in recent weeks. However, the high level  
of reserves in Europe and the measures proposed by the 
European Commission to reduce consumption will help to 
contain upward pressures in Europe, and this should have 
a positive knock-on effect on the US gas benchmark.4 

Food and industrial metal prices, meanwhile, have 
declined since Q2, so they should take pressure off both 
the PCE and the CPI in the coming months, both in the  
US and in other regions such as Europe (see table). In the 
case of metals, China’s slowdown and the crisis which its 
real estate sector is suffering have played a decisive role. In 
the case of food, meanwhile, the resolution of some of the 
problems in Eastern European ports (affected by the war in 
Ukraine) and a better harvest in some large producers such 
as the US are behind the recent fall in agricultural prices.5 
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Source: CaixaBank Research, based on data from the BLS and the BEA. 

https://www.caixabankresearch.com/en/economics-markets/monetary-policy/dance-continues-commodity-market?index=
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As for the bottlenecks, the latest information shows a 
clear improvement. For instance, the cost of container 
ships has been falling since the beginning of 2022, 
following the peaks reached in the second half of 2021 
(see second chart). This should also exert some downward 
pressure on inflation rates. The main risk in this area 
remains China’s zero-COVID policy, as the country is 
central to a large number of global supply chains.

In the sphere of monetary policy, the Fed’s more hawkish 
stance, with faster interest rate hikes which are resulting 
in higher rates than were expected a few months ago, 
ought to take pressure of inflation by curbing demand, 
especially that of durable goods, which have been 
hardest hit by the bottlenecks.

Finally, although long-term inflation expectations remain 
close to the target (see third chart), a stressed labour 
market, with wage growth slightly above 5% year-on-
year, underscores the risks of second-round effects for 
the US economy. 

In short, there are factors on both the supply and 
demand sides which give cause to expect a shift in the 
inflation trend in the coming months, although it is still 
too early to claim victory.

Clàudia Canals

0 
2,000 
4,000 
6,000 
8,000 

Cost of shipping a container
(Dollars for a 40-foot container) 

20,000 
18,000 
16,000 
14,000 
12,000 
10,000 

Global index
East Asia to the West Coast of the USA  
East Asia to Northern  Europe

Note: Data for September up to the 21st.
Source: . 

Ja
n.

-1
9

M
ar

.-1
9

M
ay

-1
9

Se
p.

-1
9

No
v.-

19

M
ay

-2
0

Se
p.

-2
0

Ju
l.-2

1

Ja
n.

-2
2

M
ar

.-2
2

M
ay

-2
2

Ju
l.-2

2
Se

p.
-2

2

No
v.-

21

Se
p.

-2
1

M
ay

-2
1

M
ar

.-2
1

Ja
n.

-2
1

No
v.-

20

Ju
l.-2

0

M
ar

.-2
0

Ja
n.

-2
0

Ju
l.-1

9

0.0 

0.5 

1.0 

1.5 

2.0 

2.5 

3.0 

01/18 07/18 01/19 07/19 01/20 07/20 01/21 07/21 01/22 

Euro area and US: 5Y5Y inflation expectations *   
(%) 

US  Euro area  

Notes: * Inflation expectations based on 5-year 5-year forward inflation swaps. 
Data for September up to the 21st.
Source: CaixaBank Research, based on data from Bloomberg.  

07/22

Commodities

Measure Price 
Change in the quarter, month, or year (%)

Q1 Q2 July August September Year to date

Commodities Index 117.3 25.5 –5.9 4.1 –0.2 –3.6 18.3

Energy Index 49.5 47.8 6.7 12.2 0.7 –10.2 60.1

Brent $/barrel 90.4 38.7 6.4 –4.2 –12.3 –6.3 16.2

WTI $/barrel 83.5 28.8 7.8 –2.5 –6.6 –6.2 18.7

Natural gas (US, Henry Hub) $/Mmbtu 7.7 56.1 –5.8 51.7 11.2 –15.4 110.0

Natural gas (Europe, TTF) €/MWh 189.8 79.0 14.8 32.1 25.7 –20.9 169.8

Industrial metals Index 152,6 22.6 –26.6 1.5 –2.9 –0.6 –11.8

Aluminium $/mt 2,202.5 24.3 –29.9 1.8 –5.2 –6.6 –21.5

Copper $/mt 7,690.0 6.7 –20.4 –4.1 –1.5 –1.4 –20.9

Agriculture Index 70.4 19.8 –6.0 –2.2 3.3 1.8 15.8

Wheat $/bushel 907.0 30.5 –13.6 –7.0 0.2 12.1 17.7

Note: Data for September up to the 21st.
Source: CaixaBank Research, based on data from Bloomberg and the BEA.


