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INFLATION BACK TO NORMAL
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That leaves the Fed fighting commodities and services inflation, and right now commodities prices are
back to doing what they used to do before the pandemic. Back to normal. PCE goods inflation doesn’t
always do what you expect inflation to do. The Fed raised rates to 5.25% “recession” levels before
back in 2006, and core goods prices never even increased on a full year-on-year basis. Maybe
because of all those cheap goods coming in from overseas as US companies moved their factories
over there to cut costs. CEOs said investors told them to move their manufacturing operations to
China. More recently, the pandemic outbreak in core goods prices erupted, moving from negative to
plus 3.4% in 2021 and 5.6% at the worst point in 2022 where the Fed finally got interest rates raised
to 4.5% by December of 2022. They were slow off the mark because they thought inflation was
temporary. Anyway, core PCE goods inflation is running back at the old normal rate, where it is falling
0.5% year-on-year through the first three months of 2024, same as it was before the pandemic.

Core CPI not seasonally adjusted monthly % changes
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
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Services prices are sticky coming back down or perhaps a better characterization is there is always
higher services inflation historically looking back to the last housing bubble in the mid-2000s. PCE
core prices in the graph here strip out energy and housing. This inflation was faster before the Great
Recession in 2007-09, partly due to health care costs. Health care has one of the largest weights in
PCE inflation. We look at this ex-housing because there may not be a lot that can be done to bring
home prices down. Fed officials are often talking about what is happening on rents within housing
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How are the other goods and services prices PCE Inflation year-on-year percent change %
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and the White House are sorry shoppers, but food prices overall never seem to fall and offset the big
jump for instance of 10.3% in 2022. Water under the bridge. Energy has its own story, but prices
stable/falling for now. Health care could be a problem again like it was over twenty years ago and

needs to be watched as it was 3.1% in Q4 2024 after being slightly under 2.0% prior to the pandemic.

Powell said the inflation data in Q1 2024 is not what they wanted to see. The others were listening
closely the way employees always do to the boss, or maybe it is the other way around, but no rate
cuts look teed up listening to the latest Fedspeak. Fed forecasts in March were for core PCE inflation
to fall to 2.6% in Q4 2024 (it was 2.8% in March 2024 year-year) and they also said they would cut
rates three times. 2.8% is close to enough to their 2.6% “expectations” you would think, but the Fed
is concerned about the current 0.3% monthly run rate which would mean core PCE inflation of 3.6%
pretty soon without some future 0.1 or 0.2% monthly changes somewhere, sometime down the road.
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Bond yields moved sideways this week closing at 4.50% versus 4.52% the week before. Lots of
Fedspeak, little economic data, and the quarterly Treasury refunding auctions, all with minor intraday
moves hard to explain although sometimes moving with European yields. The only day that was
crystal clear was Thursday, when the 22K rise in jobless claims to 231K brought down yields and
yields fell further after the 30-year auction results at 1pm. So much for the Federal government
spending crisis stopping investors from buying US debt. Michigan consumer sentiment fell on Friday,
but they saw more inflation ahead (how would they know?); Treasury yields had already risen a lot
before the 10am ET release. We were planning to look at our 401K holdings after the close on Friday,
but stocks did not like the Michigan sentiment report. CPI is May 15: core 0.4% (0.359) in March.

Amazon.com, Inc. (AMZN) up 23.4% YTD

Amazon reported Tuesday, April 30 after the bell and traded up as much as 5.8% the next day, falling
from the highs after the failed Powell press conference rally. Earnings beat expectations and AWS
income jumped year-on-year and quarter to quarter. Amazon income minus AWS did not fall much
from Q4 2023 as well. The company did not make any money without AWS for all of 2022. The
company volunteered that the web services revenue would be $100 billion at some point.
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FEDERAL RESERVE POLICY
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consumer inflation down any faster. Everyone is wondering whether a hard landing with millions of
unemployed is necessary to bring inflation down. The Fed cannot change its 2.0% inflation target, but
maybe it should remain aspirational like Rubin’s strong dollar policy.

Minneapolis Fed President Kashkari was on Tuesday, starting early, first with a website presentation
before going somewhere for a fireside chat, where there were more headlines. He mentioned rate
hikes. Just looking at Friday headlines, Fed Governor Bowman doesn’t see a rate cut in 2024. Atlanta
Fed President Bostic still sees just one rate cut. Fed members are talking away, higher rates forever,
without waiting to see whether the first quarter inflation data was the outlier. The only good we see in
these comments is the speculation that given the economy’s strength, perhaps the long run neutral
interest rate is not 2.5%, maybe it is higher. It was 4.25% in the FOMC first forecasts at the start of
2012. We don’t want to see them cutting rates any lower than 3% once they reverse this policy restraint.
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Next up: April CPl inflation report Wednesday, May 15

Monthly 2024 2023 2023
% Changes Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May Apr Mar Feb Jan
Core CPI inflation 04 04 04 03 0.3 0.2 0.3 02 0.2 0.2 04 05 03 05 04
Core PCE inflation 0.3 0.3 05 0.2 0.1 01 03 01 0.1 0.2 03 03 03 04 05
Core PCE YOY 28 28 29 2.9 3.2 34 36 37 42 43 A7 48 48 48 49
Core CP1 YOY 3.8 3.8 39 39 40 40 41 43 47 48 53 55 5.6 55 5.6
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OTHER ECONOMIC NEWS

Jobless claims jump in New York (Thursday)

Breaking economy news. Weekly
jobless claims jumped 22K to a new
high of 231K in the May 4 week. The
not seasonally adjusted rise was
19,690 but 10,248 of the increase was
in New York. It's a good thing we are
claiming to work from home instead of
NYC.

Net, net, the all quiet on the labor
market front was shattered by the
surge in job layoffs at the start of May.

It might be technical, but you never know. Perhaps the many Fed voices expressing concern about
inflation and saying interest rates needed to remain restrictive for longer are causing companies to
rethink their staffing needs. Weekly jobless claims are one of the timeliest indicators of when the
economy is starting to undergo serious deterioration, and the magnitude of new layoffs this week looks
worrisome. One week does not a trend make, but we can no longer be sure that calm seas lie ahead
for the US economy if today’s weekly jobless claims are any indication. The labor market shows some
signs of rebalancing with fewer job openings posted around the country, and now company layoffs
are picking up, hinting at caution on the part of companies as they weigh the outlook for the second
half of the year. Some prominent corporations are scaling back and announcing job cuts on recent
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guarterly earnings calls and now it is starting to show up in the data. Stay tuned.
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Consumers are cloudy and grey (Friday)

Breaking economy news. Consumer sentiment dropped nearly 10 points to 67.4 in May which was a
surprise lightning bolt coming out of the blue. Consumers also expect to see higher prices which may
be weighing down confidence about the outlook for the economy later on this year. Inflation expected
over the year ahead fell in December and January at the same time consumer sentiment jumped.
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the final trading day in March. Inflation and the cost of living is one factor depressing confidence that
just won't go away even if the inflation rate has been cut in half from the peak of the outbreak a couple
of years ago. Additionally, many companies have layed off workers as well and consumers perhaps
sense that it is not as easy to get a new job. Time will tell if the sharp downward adjustment in
sentiment means a reduction in consumer expenditures at the mall that are so critical to keeping the
economy firing on all cylinders. For today, caution prevails for consumers who may be spooked by
Fed officials shelving some of the planned rate cuts this year. If Fed officials are not sure inflation is
under control, what is a poor consumer to think? Consumers see cloudy skies ahead for the economy
this summer. Bet on it.
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