
After falling to a 1.9% average monthly annualized pace in 2023H2, core PCEn

inflation re-accelerated to a 4.0% average monthly annualized pace in 2024Q1,
based on our estimate of the March print. We look at the categories that drove
this re-acceleration and assess the outlook for core inflation through the rest of
the year.

In Q1, consumer electronics prices increased at a 21.9% average monthlyn

annualized rate (boosting the core by 6.8bp per month, not annualized, relative to
2023H2), the largest quarterly increase since the data began in 1959, likely due
to the reversal of larger-than-usual end-of-year promotions that drove down
prices in 2023Q4. The financial services component also accelerated to a 10.1%
average monthly annualized pace (worth + 4.5bp vs. 2023H2), reflecting the
mechanical boost from rising equity prices to financial services prices.
Healthcare services inflation ran hot in Q1 (worth +2.4bp vs. 2023H2) because
price catch-up to the pandemic cost surge occurs disproportionately at the start
of the year. Foreign travel also picked up (worth +2.9bp vs. 2023H2) as
wholesale jet fuel prices increased while the dollar remained slightly weaker.

Looking ahead, we expect the sequential pace of monthly core PCE to slown

from +0.33% on average in Q1 to 0.18% on average over the rest of the year,
mostly reflecting softer consumer electronics, financial services, and healthcare
services inflation. Recent dollar strength should weigh on foreign travel prices
going forward, and we expect housing to be an ongoing source of disinflationary
pressure this year and next. Our forecast implies that the average monthly
annualized pace of core PCE inflation will return to 2.2% over the next three
quarters, leaving the year-on-year rate at 2.6% in December 2024.

Jan Hatzius 
+1(212)902-0394 | jan.hatzius@gs.com 
Goldman Sachs & Co. LLC 

Alec Phillips 
+1(202)637-3746 | alec.phillips@gs.com 
Goldman Sachs & Co. LLC 

David Mericle 
+1(212)357-2619 | 
david.mericle@gs.com 
Goldman Sachs & Co. LLC 

Spencer Hill, CFA 
+1(212)357-7621 | spencer.hill@gs.com 
Goldman Sachs & Co. LLC 

Ronnie Walker 
+1(917)343-4543 | 
ronnie.walker@gs.com 
Goldman Sachs & Co. LLC 

Manuel Abecasis 
+1(212)902-8357 | 
manuel.abecasis@gs.com 
Goldman Sachs & Co. LLC 

Tim Krupa 
+1(202)637-3771 | tim.krupa@gs.com 
Goldman Sachs & Co. LLC 

Elsie Peng 
+1(212)357-3137 | elsie.peng@gs.com 
Goldman Sachs & Co. LLC 

Jessica Rindels 
+1(972)368-1516 | 
jessica.rindels@gs.com 
Goldman Sachs & Co. LLC

US Daily: Why Core PCE Inflation Rose in Q1 and Will Fall in the Rest 
of the Year: A Category-Level Perspective (Rindels)

22 April 2024 | 7:48AM EDT

Investors should consider this report as only a single factor in making their investment decision. For Reg AC 
certification and other important disclosures, see the Disclosure Appendix, or go to 
www.gs.com/research/hedge.html. 

20
1c

a8
ec

06
a6

40
5b

b8
86

17
85

dc
46

b5
e3

mailto:jan.hatzius@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:alec.phillips@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:david.mericle@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:spencer.hill@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:ronnie.walker@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:manuel.abecasis@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:tim.krupa@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:elsie.peng@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
mailto:jessica.rindels@gs.com?subject=Why%20Core%20PCE%20Inflation%20Rose%20in%20Q1%20and%20Will%20Fall%20in%20the%20Rest%20of%20the%20Year%3A%20A%20Category-Level%20Perspective%20%28Rindels%29
https://research.gs.com/
https://www.gs.com/research/hedge.html


Why Core PCE Inflation Rose in Q1 and Will Fall in the Rest of the Year: A 
Category-Level Perspective  

After falling to a 1.9% average monthly annualized pace in 2023H2, core PCE inflation 
re-accelerated to a 4.0% average monthly annualized pace in 2024Q1, based on our 
estimate of the March print. In this Daily, we look at the components driving this 
re-acceleration and assess the outlook for core inflation through the rest of the year. 

What Changed from 2023H2 to 2024Q1? 
Based on our estimate of the March print, consumer electronics and software prices 
increased at a 21.9% average monthly annualized pace in Q1 (boosting the core by 
6.8bp per month, not annualized, relative to 2023H2), the largest quarterly increase 
since the data began in 1959, swinging from a -2.6bp contribution to core PCE on 
average in 2023H2 to +4.2bp in 2024Q1 (Exhibit 1). We attribute the outsized first 
quarter strength to the reversal of larger-than-usual end-of-year promotions, as 2023Q4 
marked the second largest quarterly decrease in prices (-17.4% average monthly 
annualized rate) since the data began. 

The financial services component accelerated to a 10.1% average monthly annualized 
pace (worth +4.5bp per month, not annualized, vs. 2023H2) in 2024Q1, reflecting the 
mechanical boost from rising equity prices to financial services prices through higher 
portfolio management fees. The S&P 500 increased by 3.1% per month on average in 
2024Q1, compared to 1.3% on average in 2023H2. 

Healthcare services inflation also ran hot in Q1 (worth +2.4bp per month, not 
annualized, vs. 2023H2). Healthcare prices lagged the cost environment throughout 
2023, and the sudden acceleration in Q1 likely reflected the price catch-up to the 
pandemic cost surge occurring disproportionately at the start of the year. We expect 
healthcare inflation to remain elevated this year as this catch-up continues to materialize. 

Foreign travel prices picked up to an average monthly annualized rate of 14.0% in Q1, 
which added 2.9bp per month (not annualized) to the core. Wholesale jet fuel prices 
increased while the dollar remained slightly weaker on average in Q1 than in the second 
half of 2023, both of which likely boosted foreign travel prices. 
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What Will Change from Q1 to Q2-Q4? 
We expect the monthly pace of core PCE inflation to slow from +0.33% on average in 
Q1 to +0.18% on average over the rest of the year, mostly reflecting softer consumer 
electronics, financial services, housing, and healthcare services inflation (Exhibit 2). 

Exhibit 1: Consumer Electronics and Financial Services Contributed Much More to Monthly Core PCE Inflation This Quarter Than in the 
Second Half of 2023 
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The end-of-year promotions for consumer electronics and software appear to have 
mostly reversed, and we expect prices to decline on average over the next nine months. 
We expect the contribution to monthly core PCE inflation to swing from +4.2bp (not 
annualized) in Q1 to -2.0bp, a turnaround of -6.2bp per month, through year-end. 

We expect the recent decline in equity prices to slow financial services inflation from an 
average monthly annualized pace of 10.1% in 2024Q1 to 3.8% over the rest of the year, 
which would lower its contribution to core PCE from 6.7bp (not annualized) to 2.6bp, a 
turnaround of -4.1bp per month. 

Start-of-year price increases for healthcare services should be out of the way, but there 
is still substantial room for prices to catch up to costs in the remainder of 2024 and 
beyond. Accordingly, we expect the sequential pace of healthcare inflation to slow from 
an average monthly annualized rate of 4.1% in Q1 to 3.2% over the rest of the year, 
remaining about 0.6pp higher than the average monthly annualized rate of 2.6% in the 
second half of 2023. This will lower its contribution to core PCE from 6.3bp (not 
annualized) in Q1 to 4.9bp through year end, a -1.4bp per month turnaround. 

Recent dollar strength should weigh on foreign travel prices going forward, and we 
expect the contribution to core PCE to decline from +1.4bp (not annualized) in Q1 to 
+0.4bp over the rest of the year, a -1.0bp per month turnaround.

Finally, we expect housing to be an ongoing source of disinflationary pressure this year 
and next. The gap between new- and continuing-tenant rents has already closed and a 
benign outlook for new-tenant rent growth suggests that rent is on course to return to 
its pre-pandemic pace later this year. At the same time, continued scope for catch-up in 

Exhibit 2: We Expect the First Quarter’s Highest-Above-Trend Contributors to Account for Almost Two Thirds of the Deceleration in the 
Sequential Pace of PCE Over the Rest of the Year 
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OER suggests that OER will slow but remain elevated. Taken together, we expect the 
contribution to core PCE to decline from +8.1bp (not annualized) in Q1 to +6.6bp 
through year end, a -1.5bp per month turnaround. 

After increasing to 4.0% in Q1, our forecast implies that the average monthly annualized 
pace of core PCE inflation will return to 2.2% over the next three quarters, leaving the 
year-on-year rate at 2.6% in December 2024. 

Jessica Rindels
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
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Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by Goldman Sachs Global 
Investment Research may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 

© 2024 Goldman Sachs. 

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written 
consent of The Goldman Sachs Group, Inc.  
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