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Trend inflation still inching up, but at a 
snail's pace

n The latest October PCE price data showed some tentative signs of 
inflationary pressures abating, though still at an elevated level. Updating 
our suite of statistical models, we find that our underlying inflation 
measures inched a few bps higher and hovered above 3.5%. Our monthly 
mean estimate ticked up 1bps to 3.7% and the median estimate edged up 
4bps to 3.5%. Both measures remain at historically high levels since our 
gauge began in the early 1990s. Across our dashboard, both quarterly and 
monthly measures point to underlying inflation far above the Fed’s 2% 
target. 

n The alarmingly high levels of underlying inflation reinforced Fed officials’ 
messages that there is still a long way to go. While last Wednesday Chair 
Powell’s speech essentially sealed the deal for a downshift to 50bps next 
week, he emphasized that terminal rate estimates could be “somewhat 
higher” than the September SEP indicated, which likely set a floor on where 
the Committee sees the ultimate destination for rate hikes in 2023H1 and 
pointed to a peak rate at least up to 4.9% in the December SEP (See Fed 
Watcher: Less is more). As a reminder, in our outlook last week we lifted our 
terminal rate estimate by one more hike to 5.1%, to be reached in May next 
year. We continue to see risks skewed to the upside and caution that the 
transition to a pause and eventual cuts may not be entirely linear (See US 
Outlook 2023: Dark side of the boom).
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Figure 1: Measures of broad-based inflation continue to set new highs
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Trend inflation update

Core PCE prices increased by 22bps (month-over-month) in October, a 
meaningfully slower pace versus the trailing 3-month average of around 41bps and 
closer to the pre-pandemic period. Within the component details, prices of durable 
goods (-0.59%) – in particular motor vehicles and parts (-0.64%) as well as 
household furnishings and equipment (-0.80%) – showed meaningful drops, 
subtracting around 8bps from the overall core PCE print. However, core services 
inflation remained strong, rising by 40bps, and contributed 27bps to core PCE. 
Though the monthly growth rate of housing and utilities costs (+0.43%) was half of 
its previous monthly pace, this was largely offset by a +1.45% gain in food services 
and accommodations – the fastest monthly gain since the 1970s. As Chair Powell 
pointed out, a historically tight labor market and supply-demand imbalances 
continue to exert upward pressure on services inflation.

With these data, we updated our trend inflation dashboard, which replicates a 
variety of measures from the Fed staff's past work (See Transient or persistent? A 
trend inflation dashboard for decoding monthly data for details about the 
dashboard components). Our preferred approach for interpreting these data is to 
average across the ten models that we track. Our monthly mean estimate ticked up 
1bp to 3.7% and the median estimate increased 4bps to 3.5% – well above the Fed's 
2% target and record highs going back to the early 1990s.

Within the individual measures, trimmed mean PCE inflation showed some 
tentative signs of rolling over with the year-over-year rate falling by 7bps to 4.68%, 
though still at a historically high level. Similarly, the FRB Cleveland Median PCE 
inflation gauge dropped by 11bps, posting a 5.7% year-over-year gain and 
consistent with inflation rates last seen in 1980. The rest of our individual measures 
saw little change from September, except for two based on inflation expectations. 
The Phillips curve metric edged up by 20bps to 3.2 %, reflecting the recent increase 
in inflation expectations from 2.7% to 2.9% in October based on the University of 
Michigan survey. The marginal increase in SPF inflation expectations from Q3 also 
brought up its trend metric by 4bps to 3.5%.

Figure 2: Headline inflation and some common measures 
of underlying inflation: Core and trimmed mean
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Figure 3: Measures of broad-based inflation remain 
historically high
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While there are tentative signs of dissipating inflation pressure, underlying inflation 
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remains well above the Fed’s target, reflecting persistent supply-demand 
imbalances and reinforcing Fed officials’ messages that there is still a long way to 
go. Though Chair Powell’s speech last Wednesday essentially sealed the deal for a 
downshift to 50bps next week, he emphasized that terminal rate estimates could be 
“somewhat higher” than the September SEP indicated, which likely set a floor on 
where the Committee sees the ultimate destination for rate hikes in 2023H1 and 
pointed to a peak rate at least 4.9% in the December SEP (See Fed Watcher: Less 
is more). As a reminder, in our outlook last week we lifted our terminal rate estimate 
by one more hike to 5.1%, to be reached in May next year. We continue to see risks 
skewed to the upside and caution that the transition to a pause and eventual cuts 
may not be entirely linear (See US Outlook 2023: Dark side of the boom).

Figure 4: Summary of trend measures of PCE inflation

Average Average

1998-2007 2010-2019 2022Q2 2022M9 2022Q3 2022M10

FRB Dallas Trimmed mean 2.0% 1.9% 4.2% 4.8% 4.7% 4.7%

FRB Cleveland Median PCE 2.4% 2.3% 5.0% 5.8% 5.7% 5.7%

NY Fed's UIG price only  (adjusted for PCE) 1.9% 1.8% 3.7% 3.4% 3.5% 3.5%

TVP-AR(1) with stochastic volatility 1.9% 1.6% 1.7% 1.9% 1.7% 1.9%

TVP-VAR, with unemployment rate 1.9% 1.8% 1.9% 3.2% 1.9% 3.3%

Phillips curve, Michigan 2.2% 2.0% 3.0% 3.0% 3.1% 3.2%

Phillips curve, SPF 2.0% 2.0% 3.1% 3.4% 3.4% 3.5%

Augmented AR inflation gap, Michigan 1.8% 1.6% 3.8% 3.8%

Augmented AR inflation gap, SPF 1.7% 1.6% 3.8% 3.8%

Augmented AR inflation gap, DB CIE 1.6% 1.7% 4.0% 4.0%

Median estimate 1.9% 1.8% 3.8% 3.4% 3.6% 3.5%

Mean estimate 2.0% 1.8% 3.4% 3.6% 3.6% 3.7%

Latest values

Source : Deutsche Bank

Figure 5: Measures of underlying inflation: Core, trimmed 
mean & UIG
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Figure 6: Univariate approaches to estimating underlying 
inflation
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Figure 7: Inflation-expectations-based measures of 
underlying inflation (1)
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Figure 8: Inflation-expectations-based measures of 
underlying inflation (2)
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Bank'). Though the information herein is believed to be reliable and has been obtained from public sources believed to be 
reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-party websites in this 
report are provided for reader convenience only. Deutsche Bank neither endorses the content nor is responsible for the 
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recommendations contained in others, whether as a result of differing time horizons, methodologies, perspectives or 
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and principal trading revenues.
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and no more than three months. In addition to Catalyst Calls, analysts may occasionally discuss with our clients, and with 
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sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently imprecise and a 
product of the analyst’s judgment.  The financial instruments discussed in this report may not be suitable for all investors, and 
investors must make their own informed investment decisions. Prices and availability of financial instruments are subject to 
change without notice, and investment transactions can lead to losses as a result of price fluctuations and other factors.  If a 
financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely 
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transaction costs, unless otherwise indicated. Unless otherwise indicated, prices are current as of the end of the previous 
trading session and are sourced from local exchanges via Reuters, Bloomberg and other vendors.  Data is also sourced from 
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The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding our 
organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect to our 
research are available on our website (https://research.db.com/Research/) under Disclaimer. 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay 
fixed or variable interest rates. For an investor who is long fixed-rate instruments (thus receiving these cash flows), increases 
in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the 
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in 
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to 
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets 
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency 
conversion, repatriation of profits and/or liquidation of positions), and settlement issues related to local clearing houses are 
also important risk factors. The sensitivity of fixed-income instruments to macroeconomic shocks may be mitigated by 
indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in 
emerging markets.  The index fixings may – by construction – lag or mis-measure the actual move in the underlying variables 
they are intended to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating 
coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. 
Funding in a currency that differs from the currency in which coupons are denominated carries FX risk. Options on swaps 
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