
 

You see 3.4% inflation in a headline. 

Then you pass a gas station. 

Gasoline was up 24.6% from a year earlier in the same July 2026 data. 

Same economy. Same month. Completely different emotional experience. 

And that's one reason the phrase “inflation is 3.4%” can sound much cleaner than real life feels. 
You do not purchase a statistical average. You buy your groceries, pay your rent, fill your car, 
renew your insurance, and occasionally discover that some completely ordinary product has 
developed luxury-brand confidence. 

The national number can be accurate while your personal experience feels much worse. 

Tessa enters this story at a gas pump. She doesn't know or care what weight gasoline receives 
inside the consumer price index. She sees the number on the sign because she sees it every 
week. 

That matters. 

But not for the reason people usually think. 

A gas-price shock can lift inflation. A tariff can lift prices. A shortage can do the same. 

The dangerous question is not whether prices can jump again. 

It's why some jumps eventually disappear from the inflation rate while others begin pulling more 
of the economy with them. 

That difference is the line between an expensive year and the thing people are actually afraid of. 

Tessa is a hypothetical shopper, but the prices and mechanisms around her come from the 
evidence. She gives us one ordinary life to return to as the numbers change meaning. 

The first foothold is simple. Inflation tells you how quickly the overall price level is changing. It 
does not tell you how far prices already climbed before the rate slowed. 

Take a broad basket that cost $100 in January 2020. Using the consumer price index through 
July 2026, that basket would cost roughly $129.44. If inflation from there were 2%, the next step 
is not back toward $100. It is about $132.03.  

The car slowed down. It is still farther up the mountain. 



And that is why “inflation is falling” and “life still feels expensive” are not rival claims. They can 
sit in the same grocery cart without fighting over the child seat. 

That distinction matters because if you confuse the inflation rate with the price level, every new 
headline becomes harder to read. A softer number sounds like a promise that old prices are 
returning. A nasty gasoline spike sounds like proof that inflation is exploding everywhere. 
Neither conclusion follows automatically. 

So we need to separate three things that tend to get mashed together: the prices already locked 
into your life, the prices you notice most, and the mechanism that determines whether a fresh 
shock spreads. 

Start with what you notice. 

A few days after the gas station, Tessa is in a grocery aisle. She reaches for one of the same 
items she buys most weeks and pauses at the shelf tag. This is where the official inflation 
basket and the human inflation basket begin to part ways. 

The government has a statistical weighting system. Your brain has Tuesday. 

Researchers who matched people's inflation expectations with the groceries they actually 
purchased found that frequently bought items receive disproportionate weight in the way 
consumers form beliefs about overall inflation. Price increases also receive more weight than 
price decreases. 

That does not mean people are foolish. It means repeated, noticeable prices have an advantage 
in memory. 

Think about the price you could quote without checking. Which one comes to mind first: 
gasoline, eggs, coffee, or rent? Now compare that with the price of a washing machine you 
bought four years ago. One of those numbers has probably been rehearsing for this 
conversation every week. 

Tessa's grocery item goes back into the cart. Nothing dramatic has happened. She has not 
changed careers or emptied an account. But her expectation has changed a little. A gas price 
she sees repeatedly and a grocery price she sees repeatedly start to feel less like isolated 
numbers and more like evidence about where prices are going. 

That is the first reason inflation fear survives disinflation. The economy may be measured with a 
broad basket, but people experience it through a narrow doorway. 

And there is a second reason. Recent history taught people that a shock can arrive looking 
temporary and become much more persistent than expected. 

Pandemic-era inflation did not come from one clean cause. Research in the dossier points to 
unusual shortages, commodity shocks, a sharp shift in spending toward goods, strong demand, 



fiscal support, and later labor-market overheating all playing roles. The exact weights are 
debated, which is precisely why explanations that fit on a bumper sticker tend to have a rough 
time with the evidence. 

The sequence matters more than finding one villain. 

A shock raises some prices. Then the question becomes whether the shock stays contained. 

Tariffs give us a useful current example. Federal Reserve researchers estimated that tariff 
increases implemented through November 2025 had raised core-goods PCE prices by about 
3.1% through February 2026 and core PCE prices overall by about 0.8%. Their evidence 
suggested the direct pass-through from those particular tariff increases was largely complete by 
then. 

That is a strange sentence until you put it on a shelf. 

Suppose an imported product costs $100. A new cost pushes it to $110. If it stays around $110 
the following year, you are still paying more. The higher price did not magically leave because 
the inflation rate stopped counting the original jump. 

Your wallet remembers the level. The inflation calculation remembers the change. 

For Tessa, that means the next trip to the store can remain annoying even after that specific 
shock has stopped generating fresh direct inflation. The scar can remain after the movement 
that created it has faded. 

And this is where the story changes. 

Because a one-time price jump is painful, but it has a natural stopping point. The more 
dangerous process begins when the original shock starts changing other behavior. Businesses 
may react to expected costs. Workers may react to expected living expenses. Consumers may 
change when they buy. New shocks may arrive before old ones have washed through. 

At that point, the economy no longer needs the first spark to keep every flame alive. 

So the question is no longer whether gasoline, tariffs, food, or some other category can jump. 

We already know they can. 

The question is: what makes the shock run out of fuel, and what makes the rest of the 
economy start feeding it? 

Whether the shock fades depends on several things. But one of the most important is whether it 
changes what people expect other prices to do next. 

That sounds abstract until you put it back inside Tessa's week. 



Gasoline jumps. She notices because she sees the sign constantly. A supplier raises a price. A 
business has to decide how much of that cost to absorb and how much to pass along. Workers 
notice their own bills and think harder about what pay increase they will need. Consumers 
decide whether to buy now, wait, substitute, or grumble professionally in the cereal aisle. 

None of those reactions automatically creates runaway inflation. But together they show the 
route a shock would have to travel if it were going to become persistent. 

What households, businesses, and markets come to believe about future inflation can change 
decisions today. Economists call those beliefs inflation expectations. They matter because 
people may behave differently when they expect tomorrow's prices to behave differently. 

This is where central bankers become almost comically interested in what everyone thinks 
everyone else is going to do. 

If businesses expect costs to keep rising, they may adjust prices sooner. If workers expect living 
costs to keep rising, wage demands can become stronger. If consumers expect something to 
become much more expensive, some may move purchases forward. The original shock has 
now started affecting behavior beyond the product where it began. 

But there is an important limit here. Expectations are not magic. Thinking inflation will rise does 
not summon it like a macroeconomic séance. The strength of these links varies, and the recent 
U.S. episode did not produce the classic wage-price spiral many people feared. 

That matters because the 1970s comparison is useful only if we use the right part of it. 

During the Great Inflation, U.S. inflation came in waves, with major peaks around 1970, 1974, 
and 1980. Inflation eventually exceeded 14% in 1980. The lesson is not that every energy shock 
sends us back there. The lesson is that repeated inflation, combined with weak enough 
confidence that price stability will return, can change what people start treating as normal. 

History is a warning label, not a prophecy. 

And current evidence gives us a reason not to flatten 2026 into a rerun. The research dossier 
notes that medium- and longer-term inflation expectations remain much better anchored than 
they became during the Great Inflation. In the New York Fed's July survey, households expected 
3.6% inflation one year ahead, 3.3% three years ahead, and 3.0% five years ahead. Those are 
still above the Fed's 2% objective, but they do not describe a public expecting double-digit 
inflation to become permanent. 

The shape of those expectations matters more than one scary number. Short-term expectations 
can jump when gasoline, food, or another visible category suddenly moves. Longer-term 
expectations ask a different question: after the current mess passes, what kind of inflation do 
people think the economy settles into? The dossier notes that professional forecasters cited by 
the Fed were much closer to the long-run target, with a median estimate of 2.1% over the 
five-year period beginning five years ahead. 



That gap is not proof that everything is fine. Forecasts have managed to embarrass themselves 
before, sometimes with the confidence of a weather app during a thunderstorm. But it is 
evidence against the claim that the whole economy has already accepted permanently high 
inflation as the new baseline. 

And that is exactly what policymakers watch for, because a temporary spike becomes much 
harder to contain once “temporary” stops being believable. 

Tessa does not need to know the phrase “anchored expectations” to experience what it means. 

At the grocery store, she can believe prices are too high, believe another shock is possible, and 
still not reorganize her entire financial life around the assumption that prices will accelerate 
forever. She might delay one purchase, switch brands, or complain to someone who made the 
mistake of asking how much eggs cost. That is different from building years of high inflation into 
every wage negotiation, contract, price decision, and long-term plan. 

That distinction is the hinge. People can hate today's price without signing a five-year emotional 
contract with it. 

A shock is more likely to fade when the original disruption fades, supply adjusts, demand stays 
balanced enough, and people continue to believe price stability will return. A one-time jump 
does not get an automatic annual renewal just because everyone hated it the first time. It 
becomes more dangerous when new shocks keep arriving, capacity stays constrained, demand 
keeps outrunning supply, and expectations begin feeding those increases into later decisions. 

There is no single red light that switches from SAFE to 1970s. 

Unfortunately, the economy did not come with that dashboard. We got cup holders instead. 

So the practical way to read the next frightening inflation headline is to ask a better sequence of 
questions. 

First, what actually moved? Was it a broad increase across many categories, or one painful 
category doing something dramatic? 

Second, is the price still accelerating, or did it jump to a higher level and then stabilize? 

Third, is the shock spreading into other prices and behavior, or staying mostly where it started? 

And finally, are medium- and longer-term expectations becoming meaningfully less anchored? 

That framework will not tell you the future with certainty. Nothing honest can. But it keeps one 
gas-station sign from becoming a forecast for the entire economy, and it keeps one soft inflation 
report from becoming a victory parade with confetti ordered on credit. 

Now return to the headline Tessa saw at the beginning. 



Inflation is cooling. 

The sentence means more than it did before, because it is no longer pretending that prices are 
cheap. The higher price level is still there. Her grocery bill is still real. The gasoline shock was 
real too. Her memory of the last inflation episode is not a statistical error that needs correcting. 

But fear does not have to do the forecasting. 

The question is not whether prices can hurt again. Some will. 

The question is whether each new shock stays a shock, or becomes a lesson the whole 
economy starts acting on. 

That is why the public and policymakers can look at the same inflation data and worry about 
different things. Households are living with the scar. Policymakers are watching for the infection. 

And once you see that difference, the contradiction at the gas station mostly disappears. 

The 3.4% headline can be true. 

The 24.6% gasoline increase can be true. 

Your frustration can be justified. 

And another inflation explosion can still be possible without being inevitable. 

What price still makes inflation feel unfinished to you? Put it in the comments. And if this 
changed how you read the next inflation headline, subscribe so the next scary number has to 
survive a little more scrutiny before it ruins your morning. 


