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The Economist: Why America can’ t escape inflation worries

Some hikers believe that the last mile is the hardest: all the blisters and accumulated
aches slow progress at the very end. Others swear that it is the easiest because the
finishing line is in sight. For the Federal Reserve, the last mile of its trek to bring inflation
back to its 2% target has been simultaneously easy and hard. Easy in the sense that the
central bank has not budged on interest rates for eight months, instead letting its
previous tightening do the work. Hard because the wait for inflation to recede has felt
rather long.
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fuelled debate about whether the Fed might chart a more aggressive course for the last
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mile of its anti-inflation journey. Policymakers had telegraphed that they would make
three quarter-point rate cuts this year. But since then some prominent measures of
inflation have seemingly got stuck at around 3-4%, while the unemployment rate has
remained below 4%. So the big question heading into a monetary-policy meeting that
concluded on March 20th was whether the Fed might pare its projection to two cuts. In
the end, the central bank (or, to be a little more precise, the median voting member of its
rate-setting committee) opted to maintain its outlook for three cuts in 2024, though it
lowered its projection for 2025 from four cuts to three.
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An important gap in inflation measures helps explain the Fed's rationale for sticking with
its plan for this year. Much of the concern about the persistence of inflation stems from
recent readings of the consumer price index. "Core" CPI, which strips out volatile food
and energy costs, decelerated throughout much of 2022 and early 2023, but since last
June has picked up speed. In both January and February it rose at a monthly clip of
roughly 0.4%, a rate which, if sustained for a full year, would lead to annual inflation of
about 5%—far too high for comfort for the Fed. In such a scenario America's central
bankers would be fretting not about cutting rates but about whether to resume raising
them.
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