Monday March 18, 2024

SUMMARY-
l. Hotter inflation data leads to second straight losing week for
stocks.
Il. Although down significantly, shelter inflation proves stubborn.

[l Wage inflation modestly outpacing rising prices.

V. Consumer sentiment hangs tough, partly due to Wealth
Effect.

Good morning:

Virtually all last week’s inflation data came in slightly hotter than
anticipated, causing market strategists to rethink the timing and number of
forthcoming Fed rate cuts. The further evidence of inflation’s “stickiness”
prompted stocks to post their second straight week of losses. By Friday’s close,
the tech-heavy NASDAQ led major averages lower with a weekly decline of 0.7%
while the S&P 500 lost a mere 0.1%. 10-year Treasury yields, which often impact
mortgage rates, also ticked up 0.2% to 4.31%. However, after a relatively strong
start to the year and a continuation of last fall’s bull market rally in equities, the
market’s recent muted reaction to disappointing inflation news is quite
encouraging. It appears that investors are demonstrating remarkable patience for

the expected rate cuts and improving economic conditions they could bring.



Stocks have rallied to new highs, driven primarily by optimism over coming Fed rate cuts.
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Source:; FactSet, S&P 500 Index.

Compared to its peak of 9.2%, or even the 12 months ago reading of 5.5%,
core inflation of 3.8% as reported last week is materially lower. But remember,
inflation rates simply measure the rate of price increases over a rolling annual
time frame. After a period of hyperinflation, prices rarely revert to previous levels
(which would require deflation), leaving many consumers struggling to pay these

new higher prices for the things they need from then on. This is particularly



evident with the recent price increases in the category of shelter, often the
highest expenditure for most Americans. Dramatically higher lease costs for
renters and mortgage rates for buyers are both responsible for the rate of price

increases for shelter remaining significantly higher than overall core inflation.

Inflation:
Core CPIl and Shelter Prices
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Source: St Louis Fed. Year-over-year percent change in U.S. Core CPI and the shelter index of CPI.

Early in this inflationary cycle, average wage growth for workers failed to
keep pace with these costs, resulting in diminishing savings rates and rising credit

card balances. Recently, though, wage growth has returned to a level that slightly



exceeds inflation. Nevertheless, the sticker shock that many still feel at the new
level of consumer prices may still have many finding it difficult to feel they are

getting ahead.
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Offsetting the negative impact of higher prices on the mindset of some
Americans may be the recent gains they are seeing in their investments. Of
course, many do not have even a small portfolio. But for those who have money
in the market, or even less liquid accounts like 401(k) plans and IRAs, the current

bull market in equities can be a contributing factor to consumption. Known as



“The Wealth Effect,” this theory suggests that people spend more money as the

value of their assets rise.

WEALTH EFFECT

- Rising personal wealth has positive impact on

consumer spending.
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Friday’s release of preliminary March data on Consumer Sentiment in the
University of Michigan’s monthly survey further showed the patience and
resiliency of consumers’ improving mood since stocks began to rebound last

fall. With consumer spending responsible for more than 68% of GDP, we will be



keeping a close watch on this data to monitor any potential shifts that could alter

our economic growth trajectory in the coming months.
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This week’s major tech conference focusing on artificial intelligence, along
with the Fed’s FOMC meeting could both result in continued heightened volatility
in the markets (in either direction). We believe many investors may buy any such
dip that may appear as sidelined cash continues to be repositioned in both
institutional and retail portfolios as markets broaden out and economic growth

remains above trend.



Have a great week!
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