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Prior to the release of the recent jobs and CPI reports, it seemed all the rage that

another “Powell Pivot” could be coming yet again. For those who might not be familiar,

the phrase refers to the changing policy stance of the Fed Chair regarding inflation.

First up was the shift from inflation is transitory to we need to fight inflation at,

essentially, all costs. The current reference was the expectation that the Fed could

dial back its aggressive rate hike path due to economic and market-related concerns.

Well, the “hotter” than expected September CPI report has basically eliminated the

premise of another Powell Pivot any time soon.

Let’s take a bit of a deeper dive into the latest inflation release. While headline CPI

has come down from its annualized peak rate of +9.1% in June, it still resides at the

historically high reading of +8.2%. In addition, this very modest deceleration has

really been more of a function of lower energy prices than any underlying improvement in

price pressures. To provide perspective, energy costs have fallen in a visible fashion

over the last three months (-4.6%, -5.0%, -2.1%), reflecting declines in both gasoline

and fuel oil.

CPI Data 12-Month % Changes

In fact, goods inflation, overall, has moderated as the emphasis shifted to services in

a post-COVID-19 lockdown economy. This is where things get “sticky.” Indeed, core CPI

(less food and energy) has actually been rising while the headline inflation reading was

coming off its aforementioned peak. Since June, the year-over-year reading for core CPI

has risen from +5.9% to +6.6%. This is not a development Powell & Co. were hoping for.

In fact, quite the opposite…it’s moving in the “wrong” direction for the policy makers.

Service-related inflation is now the problem for the Fed. Since rate hikes began in
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March, the “services less energy services” component has seen its annual rate of

increase jump from +4.7% to +6.7%, a full two percentage point increase. In addition,

the increase has occurred in all three of the major sub-groupings: shelter,

transportation services and medical care services.

If service-related inflation adds the “sticky” component to the dilemma, what happens if

energy prices reverse course and begin to rise in the months ahead? The widely

publicized announcement of oil output cuts from OPEC+ appears to raise the specter of

this possibility, another headache for Chair Powell.

Conclusion

When analyzing the inflation numbers, it is important to remember that it is akin to

looking backward. The Fed’s hope is that future CPI reports will begin to show that the

“Volcker-esque” pace of rate hikes since May will eventually start to tamp down price

pressures. However, in the meantime, the persistently “hot” inflation readings will

offer Powell no comfort whatsoever and continue to point the policy makers toward

another 75 basis point rate hike in November.

I’ve blogged in the past about the track record for Fed Funds Futures as not being all

that good, but nonetheless, for those who are counting, the terminal rate for Fed Funds

has now moved up into the 4.75%–5% range.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Blogs

+ When Is a Recession Actually a Recession?

+ Where Will It All End?

+ Fed Watch: Full Steam Ahead

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Consumer Price Index (CPI)     : A measure that examines the weighted average of prices

of a basket of consumer goods and services, such as transportation, food and medical

care. The CPI is calculated by taking price changes for each item in the predetermined

basket of goods and averaging them; the goods are weighted according to their

importance. Changes in CPI are used to assess price changes associated with the cost of

living.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Inflation : Characterized by rising price levels.

Organization of the Petroleum Exporting Countries Plus (OPEC+)         : A loosely

affiliated entity consisting of the 13 OPEC members and 10 of the world's major non-OPEC

oil-exporting nations.

Paul Volcker : Paul Volcker was an American economist who served as the 12th chairman

of the Federal Reserve from 1979 to 1987. During his tenure as chairman, Volcker was

widely credited with having ended the high levels of inflation seen in the United States

throughout the 1970s and early 1980s.

Rate Hike   : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

Basis point : 1/100th of 1 percent.

Fed fund futures : A financial instrument that let's market participants determine the

future value of the Federal Funds Rate.
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