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The importance of underlying inflation
Alan Blinder, former Fed Vice Chair:

“what part of each monthly
observation on inflation is
durable and what part is fleeting”
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Which measure is best?
Core PCE inflation (excl. food and
energy) is “sort of a rough swag
as to what’s going on”

“The measures I prefer are …
trimmed averages where we take
out all of the tail risks, all of the
one-off items.”
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Core is indeed noisy
Headline and core PCE are both noisy when compared against
trend inflation

Annual rates of change (%)

Trend inflation is measured as 36-month centred moving average of headline PCE

20202015201020052000199519901985198019751965 1970

0

10

5

Source: Bureau of Economic Analysis
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But trimmed mean not always preferable
Trimmed PCE is currently the lowest measure of underlying
inflation, but it was also the slowest to register the inflation rise
in 2021

Annual rates of change (%)

Median PCE PCE Core PCE Trimmed PCE
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Source: Cleveland Fed, Dallas Fed
FT graphic: Joel Suss
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No measure dominates
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‘Spaghetti soup’
Given no measure dominates, need to look at many measures (as rate-setters do).

But that often presents a messy picture, can fixate on the indicator that is telling you the story
you already believe
The ECB watches multiple measures of underlying inflation

Annual rate of change (%)
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Other measures are on different scales
Breadth of UK inflation

Per cent of UK CPI items with annual price increase

CPI, right-hand scale, inverted < 0% 0-1% 1-3% 3-4% 5%+
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Source: FT calculations, ONS • Items are taken from CPI 85-item basket
FT graphic: Joel Suss
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This paper: ‘FT core’
Use insights from machine learning – ensembling – to estimate underlying inflation across
US, Eurozone, UK, Japan

demonstrate ensemble performs best at: 1) tracking trend inflation, and 2) forecasting
medium-term inflation
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Typology of measures
Type Example

Exclusionary ‘Standard core’, trimmed mean

Alternate weighting Volatility- or persistence-weighted

Diffusion Proportion of items increasing in price

Model-based ECB’s Persistent and Common Component of Inflation

Meta-learner FT core

10 / 24

file:///Users/k2474115/Library/CloudStorage/OneDrive-SharedLibraries-King'sCollegeLondon/ESCoE%20-%20Events/Conferences/EM2026/On%20the%20day/Speaker%20slides/20%20May%202026/Lecture%20Theatre%201/Contributed%20session%20M%20-%20Methodology%20and%20new%20data%20sources/Joel%20Suss%20-%20presentation-escoe-may2026.html#
file:///Users/k2474115/Library/CloudStorage/OneDrive-SharedLibraries-King'sCollegeLondon/ESCoE%20-%20Events/Conferences/EM2026/On%20the%20day/Speaker%20slides/20%20May%202026/Lecture%20Theatre%201/Contributed%20session%20M%20-%20Methodology%20and%20new%20data%20sources/Joel%20Suss%20-%20presentation-escoe-may2026.html#/typology-of-measures


FT core is live
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Constructing stacked ensemble
no single measure of core inflation is perfect, each provides some signal

stacked ensemble integrates those signals in a statistically optimal way
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Level 1 ‘models’
1. Standard core (excl. energy & food)

2. Weighted median

3. Trimmed mean (10%)

4. Trimmed mean (20%)

5. Proportion of prices increasing in price

6. Diffusion index (% prices up minus % prices going down)

7. Volatility index (trailing 12-month standard deviation)
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Diversity
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Tracking inflation trend
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Forecasting medium-term inflation
Standard forecasting regression: forecasting the future 1-year change in headline PCE (or
CPI/HICP) from the current core measure reading

where  is headline inflation,  is each measure of core inflation, and  is the horizon at which
we are predicting and taken as 12 months.

− = −πt+h πt xt πt

π x h
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Adjusted R2

Theensemble,whichcombinesstandalonemeasuresofcoreinflation,producesthebestforecastofmedium-
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Drivers of the ensemble
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Drivers in the US
FT core underlying drivers for US PCE inflation

Annual measures (%)

Average is from 2001-2019
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FT core in the US
US headline PCE alongside the FT's measure of core inflation

Annual rate of change (%)

One year Six months Three months One month

Personal consumption expenditures (PCE) FT core

Jan 2026Jan 2025Jan 2024Jan 2023Jan 2022Jan 2021Jan 2020Jan 2019
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Source: FT calculations, BEA • Download data
FT core inflation is calculated using an ensemble model (methodology here)
Rates are annualised for one, three and six months
FT graphic: Joel Suss
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FT core in UK
UK headline CPI alongside the FT's measure of core inflation

Annual rate of change (%)

One year Six months Three months One month

CPI (overall index) FT core

Jan 2026Jan 2025Jan 2024Jan 2023Jan 2022Jan 2021Jan 2020Jan 2019
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Source: FT calculations, ONS • Download data
FT core inflation is calculated using an ensemble model (methodology here)
Rates are annualised for one, three and six months
FT graphic: Joel Suss
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Discussion
transparent, comprehensible and decomposable core inflation index

the methodology is generalisable and modular (can add or subtract standalone measures)

Weighting of measures: structural breaks requiring re-estimation, non-linearities,
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Thank-you for your attention!
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