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Goods Inflation Should Continue to Ease
(Fig. 1) Supply chains have improved significantly, while commodity prices remain below peak levels.
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Past performance is not a reliable indicator of future performance.
Sources: New York Federal Reserve, Liberty Street Economics/Haver Analytics, and S&P Indices. See Additional Disclosures.

Elevated inflation has weighed down 
global financial markets and remains 
a key variable for investors. Recently, 
equity markets rallied strongly after 
inflation data for October 2022 showed 
that prices fell for the fourth consecutive 
month and services inflation, which had 
been steadily increasing, appeared to 
be peaking. 

The cost of goods collectively—which 
includes food, energy, and other 
commodities—has declined consistently 
since the beginning of the year. The 
rapid improvement in supply chains 
since April has helped alleviate price 
pressures, and forward-looking 
indicators show that the downward trend 
is likely to continue (Figure 1).

KEY INSIGHTS
	■ Inflationary pressures have been a headwind for financial markets, so recent 

reports showing a declining trend in prices have been encouraging to investors.

	■ Moderating inflation may slow—or even pause—Fed hikes in the near term, but we 
believe a rate cut is unlikely if inflation settles above the 2% Fed target.
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Meanwhile, commodity prices remain 
well below the inflated levels reached 
early this year and are expected to 
remain somewhat anchored amid fading 
demand due to weakening economic 
activity. Robust natural gas storage levels 
in Europe, supported by a mild winter 
thus far, and rising U.S. oil production 
have also eased energy supply concerns.

Rising costs within the services 
segment of inflation are a crucial 
area of focus for the Federal Reserve 
because services inflation is “stickier” 
and tends to persist for longer. On the 
positive side, shelter inflation—which 
is a large component of services 

inflation—is expected to fall significantly 
over the next 12 months (Figure 2). 
Unfortunately, the outlook for other 
services components is less promising 
as wage inflation remains elevated, 
driven up by sustained labor shortages. 

Overall, the costs of both goods 
and services are likely to decline 
considerably by the middle of next 
year, and it is, therefore, reasonable 
to expect the Fed to slow its pace of—
or even pause—rate hikes. However, 
we believe that an interest rate cut is 
unlikely in 2023 if labor costs remain 
elevated and inflation settles well 
above the Fed’s 2% target. 

Shelter Inflation is Expected to Recede
(Fig. 2) Forward-looking indicators suggest a sharp pullback in housing costs within 12 months.
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Sources: U.S. Bureau of Labor Statistics, S&P Indices, and Zillow/Haver Analytics. See Additional Disclosures.
*y/y = year over year
† Consumer Price Index (CPI) measures the monthly change in prices paid by consumers and is a widely used measure of inflation.
Actual future outcomes may differ materially from estimates.

Additional Disclosures

The S&P Indices are products of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has been licensed for use by T. Rowe Price.  
Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); Dow Jones® is a registered 
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); T. Rowe Price’s Products are not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, 
S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing in such product(s) nor do they have any 
liability for any errors, omissions, or interruptions of the S&P Indices. This material is being furnished for general informational and/or marketing purposes only.



3

Important Information
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revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income 
from it can go down as well as up. Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
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notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
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Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, 
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Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


