Rate of price increases are declining– continued fed policy needed to reach target inflation goal.
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CLEVELAND, Ohio — Inflation hit a two-year low in June, signaling that the  may finally be easing up. Prices were up just 3% year-over-year in June, which is the lowest inflation rate since March 2021, according to the U.S. Bureau of Labor Statistics data on the consumer price index. And Rob Rich, director of the Federal Reserve Bank of Cleveland’s Center for Inflation Research, said Thursday that inflation should continue to slow down. Inflation really kicked off in the spring of 2021 but hit its highest point at 9.1% in June 2022. To explain why inflation is down from 9.1% to 3%, you have to start with why it went up in the first place, which Rich says boils down to three parts: stimulus, pent-up demand for goods and the closing and reopening of the services economy — with supply-chain problems and war sprinkled in. Both the Trump and Biden administrations gave out a large amount of stimulus to avoid a major recession, which came in the form of things like stimulus checks and increased money for people on unemployment. The Federal Reserve had also lowered interest rates, making loans cheaper. At the same time, COVID-19 closures and fears of spreading the virus hampered the services economy. People couldn’t get haircuts, travel or eat out at restaurants. So, they bought electronics, furniture and vehicles. Rich said supply-chain problems came up both because of high demand and because of kinks in the transportation system. Then, services opened. And the pent-up demand meant people spent more on services and drove up prices. Russia’s invasion of Ukraine also had large effects on both energy and food prices, Rich said. All of these things have started to slow down or become fixed, Rich said, contributing to lower inflation. Supply-chain issues have gotten better and prices on goods, like vehicles, are not increasing as quickly anymore. There have also been changes to two kinds of prices that contributed to inflation, he said. Energy prices and food prices. Both are volatile and change a lot, and both skyrocketed over the last few years. Energy prices are now down 16.7% in the last year. Food prices haven’t dropped — they’re still up 5.7% year-over-year — but they didn’t increase at all in March and April and only ticked up slightly in May and June. What about other prices? Well, Core CPI, which measures prices minus food and energy, was at 4.8% in June, down from 5.91% a year earlier. Rich said these prices are also expected to come down. “The reason people look at core prices is they give us a good idea of where prices are heading,” Rich said. One big part of Core CPI is housing costs, which lately have been driven by increased rents. Rich said new rent increases have slowed down considerably. So, researchers expect even core inflation to drop in the next few months. To be clear, the price of most things is not dropping, Rich said. But the pace of price increases has slowed down considerably. Rich said the labor market readjusting, and past increases in interest by the Federal Reserve, will likely slow down inflation even further as time goes on. The Federal Reserve Board puts out predictions every three months. The most recent report sees inflation lowering in 2024 and 2025 and getting closer to the 2% range that’s considered normal.
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