
 

If the Fed can't beat inflation they can always change the way its 
calculated.  
May 12, 2026 
 
The Fed has been trying to drive “official” inflation down to 2% for years, with no luck so 
far. Recently “official” inflation has been rising, not falling. The Economist publishes their 
own inflation gauge. I like it because it’s free of government manipulation. As of April 30, 
2026 issue they estimate that “official” inflation is back up to 3.5% to 3.6%. 

 



The Fed, under Chair Powell has used “Core PCE”(Personal Consumption 
Expenditures) as its official inflation guide. At the end of April it was at 3.2%. Today we 
got April "Consumer Price Index (CPI). It ran a hot 3.80%.  

All of these inflation gauges are well above the Fed’s 2% target. So the new Fed Chair, 
Kevin Warsh, plans to change to a different gauge. He’s proposed shifting to “Trimmed 
Mean PCE”, a metric published by the Federal Reserve Bank of Dallas. Guess what?! 
According to “Trimmed Mean PCE” annual inflation is only 2.3%. How convenient; don’t 
like the score card, just get out your pencil and change it! 

Under the current “Core PCE” gauge, the Fed looks like its failing and can’t cut rates. 
Under Warsh’s “Trimmed Mean” gauge the Fed is within 0.3 points of its target. The shift 
can allow Warsh to statistically justify rate cuts without officially admitting he’s tolerating 
higher inflation. He argues that one-time shocks, like tariffs or geopolitical shifts 
shouldn’t dictate long-term interest rate policy. 

This isn’t the first time the Fed has changed its official gauge. Headline CPI (Consumer 
Price Index) was used for many years until Alan Greenspan changed to Core CPE in 
February 2000. Greenspan made the change for the same reason Warsh is changing. 
Consumer Price Index (CPI) tends to run a little higher than Core CPE. From 1980 
through 2024 CPI has been about 0.3 to 0.4% higher than Core CPE. Changing the 
index instantly "lowered" inflation! 

I remember when Greenspan made the change. His rationale made more sense to me 
at the time than Warsh’s does now. CPI uses a fixed basket of goods. It assumes that if 
the price of steak goes up, you keep buying steak at higher prices. CPE assumes you 
might substitute chicken for steak. It captures a shift in behavior that results in a lower 
overall inflation reading. 

Powell tightened up the calculation of Core PCE during his term, creating “Super core 
PCE”, attempting to make the sources of inflation more identifiable. 

Hopefully you are understanding the trend. When the Fed fails to bring inflation down to 
target, they can just change the way its calculated! The change that Warsh is proposing 
is the biggest one yet. In my opinion the last true inflation fighter was Paul Volker. 

None of these methods tell us how much inflation we actually “feel”. There are over 200 
spending categories that make up the Economist’s index of inflation. There are 201 
spending categories in Core PCE. There are 211 in CPI. Each method parses the data 
differently to come up with official inflation. The odds are incredibly small that any of 
them actually calculate the inflation you “feel”. 

 



Here’s a table of the 25 categories whose prices increased the most and the 25 that 
have increased the least from March 2025 through March 2026 in the Economist’s 
index. 

 

Note that “Used Light Trucks” have decreased in price. I’ve never purchased a used 
light truck, but I fill the gas tank of the truck I own regularly. I haven’t purchased a 
television in years, but I buy beef, coffee, tea, and fresh vegetables regularly. I haven’t 
purchased fresh milk in years, but I buy computers, software, apps, and tools fairly 
regularly. I’m sure you get my point.  

For many of us, maybe most of us, the amount of inflation we feel is much higher than 
“official” inflation. 

While “official” inflation also says wages are keeping up, many households are falling 
behind because of the costs of non-discretionary essentials have outpaced the general 
index. In 2016, a $500,000 home mortgage at 3.5% interest cost roughly $2245.00 per 
month. In 2026, even a good rate of 6.3% on that same loan costs $3095 per month. 
This extra $10,000+ per year in interest expense is a massive drain on disposable 
income not fully reflected in wage statistics. 

 



The median cost of home prices and rents have significantly outpaced “official inflation 
since 2016. Insurance premiums, home and auto, are up 20-40% in many regions over 
the last two years alone. 

The cost of servicing credit cards and mortgage debt is at a 20 year high. This cost is 
not fully captured in “official” inflation but deeply felt in disposable income. 

I’m very concerned about these trends. We’re witnessing the most extreme divide 
between “haves” and “have nots” in a very long time. Certainly as far back as the 
beginning of the 20th century, before labor unions were formed. the situation continues 
to worsen. 

Check out these headlines from Bloomberg.com on May 8, 2026: 

 

 

The odds of short term interest rate cuts have increased since Warsh announced his 
desire to make this change. The odds have also increased that we’ll see more inflation, 
not less. The biggest critique of the “Trimmed Mean” is that it is mathematically 
designed to ignore real current economic conditions. 

The Tariff Problem: If new tariffs cause a sharp 15% spike in the price of imported 
goods (steel, electronics, etc.), the Trimmed Mean will see that spike as an "outlier" and 
throw it out. 

The Energy Problem: Similarly, if the conflict in Iran keeps oil prices structurally higher, 
the Trimmed Mean will "trim" those gains. 

The Result: The index will report that inflation is "near 2%," while actual cost of living is 
rising by 4% or 5%. If Warsh changes the gauge and then cuts rates based on that 2% 
number, he could accidentally pour gasoline on an already-burning fire. 
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