
Some econometrics (unfortunate but necessary!) 

Casual observation would suggest headline typically converges to core (Figure 1), but we undertake 

a more formal econometric test of the kind used by Cecchetti and Moessner and Anand, Ding, and 

Tulin to test for convergence. Empirically, we estimate the following equation: 
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Where πt
H = Headline CPI inflation in month t, and πt

C is Core CPI inflation in month t. If headline 

reverts to core, then coefficient β should be negative. The closer is β to -1 and α to 0, the more 

complete is the convergence from headline to core. By contrast, the closer is β to 0, the weaker is 

any convergence from headline to core. A symmetrically opposite approach can be used to test for 

convergence from core to headline.   
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Here the closer γ is to -1 and δ to 0, the greater is the convergence of core to headline. 

What do we find? Evidence of strong convergence from headline to core between 2012 and 2021. β 

is estimated to be almost exactly -1 and statistically very significant, while α is estimated at about -

0.3, suggesting a modest downward drift. Furthermore, rolling regressions through the sample 

period suggests beta has always been close to 1 (Figure 2). All told, this is evidence of strong 

convergence from headline to core. By contrast, there is no convergence from core to headline, with 

γ statistically insignificant.  

 

These results update and confirm our 2019 findings and, if anything, suggest convergence has 

become even stronger in the last three years, including through the pandemic. What this implies is if 

core inflation remains stuck at 5% or above, headline inflation will eventually settle at that level. If 

anything, the renewed surge in global commodity and energy prices over the last few weeks create 

upside risks for core, and therefore headline, through a cost-push channel.  
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Figure 2: Rolling  estimates of "beta" (headline to core convergence ) 

Source: J.P. Morgan
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