September 14, 2022

Brevity Series – August CPI

Stocks had their worst day in over 2 years, selling off more than 4% yesterday after the Bureau of Labor
Statistics released its August reading of the Consumer Price Index. Stocks had rallied 5% the week
before in anticipation that August CPI would show inflation was cooling. It didn't.

Bond yields also rose considerably on the inflation reading. 2-Year Yields rose to 3.8% in anticipation
that the Fed would now raise the Fed Funds Rate by 1% next week instead of the prior consensus
expectation of .75% 10-Year Yields also rose to 3.45%, near their highest levels of the year.
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The primary reason that inflation came in higher than expectations was that the cost of Energy Services
increased significantly, offsetting our most visible daily observation of inflation, gasoline prices. Lower
gas prices drove consumer inflation expectations lower before the August release.

The tight labor supply increased the cost of delivering the energy, making the overall drop in energy
prices far less than expected. Additionally, Food prices did not drop as much as expected and the cost
of Medical Services increased.
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We do not consider the August CPI reading to be a game changer, although it does confirm that the
labor market remains tight and is negatively impacting the cost of services. "Goods" inflation has
peaked and is starting to move lower.

Despite yesterday's violent drop in stock prices, the S&P 500 only retreated to its September 6th levels.
We continue to expect stocks will remain range bound with exceptionally high levels of volatility through
the remainder of 2022, and then start recovering in 2023. We expect bond yields to also remain range
bound, but see current yields on the highest end of that range. We will likely add duration to the
portfolios soon. The Dollar should remain strong as a result of the more aggressive Fed.

The MMFS Team
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