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We discussed Orwellian Moments back in August, but yesterday’s Fed meeting has confounded me 
(again) and left me trying to figure out some of their “math”. But first, let’s cover the ECB. 

The ECB Made Sense 
The ECB has been late to the rate hike party and has some catching up to do. They also have a serious 
inflation problem, but one that is different than ours. They were (and still largely are) incredibly 
dependent on cheap Russian energy to power their countries. That is a problem and is something that 
they have to combat. Today they did two things: 

1. A “hawkish” 50 bps hike. They could have gone with more, but chose not to. However, Lagarde 
made it very clear that they are prepared to do more. While Powell made it somewhat clear 
that we were nearing the “wait and see” moment, the ECB did not. That pushed all yields in 
Europe higher. 

2. They announced that their QT would start in March and be €15 billion. That seemed to hit 
markets hard and explains why Italian 10-year bonds are 10 bps worse than German and French 
bonds. If nothing else, hopefully central bankers are learning that QE distorts asset prices more 
than any other policy that they can enact, and those distortions are disruptive and difficult to 
unwind. For example, a relatively small amount of QT (starting 3 months from now) had a 
significant market impact today – scary to think about). My one hope is that going forward 
central bankers will use QE only in the direst of circumstances and for the briefest time 
possible (in cautiously small amounts). Probably wishful thinking, but seems logical to me! 

So, the ECB and the market’s reaction to the ECB largely make sense. 

Back to 2 + 2 = 5 
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This chart takes monthly core CPI (seasonally adjusted) and presents it in 4 ways: the sum of the 12 
months, taking the prior 6 months and multiplying it by 2, taking the prior 3 months and multiplying it 
by 4, and finally just taking the most recent month and multiplying it by 12. 

The big black line is the annual one that we all see and it is around 6%.  

My favorite line is the light blue one, which represents the prior 3 months * 4. I like that because the 
data is recent and incorporates the impact that prior policy decisions should be having. Using 3 months 
“smooths” the data. That has been trending down for several months and is currently down to 4%. This 
is above the Fed’s target of 2% (which Powell reiterated yesterday), but is hardly alarming. If anything, 
we probably should be talking about how to “flatten the curve” to get a soft landing (I already think 
that it is too late for that as you can read in Rise and Fall of Inflation Drivers and Squishy Landing). 

If you simply take the latest month and annualize it, we were at 3.3% last month and 2.4% in the 
latest month (wow, almost like their policy has worked)! But instead, we have to focus on trailing 12 
months, despite the impacts of higher yields and quantitative tightening needing more time to fully 
impact the system! It is so Orwellian to me that it hurts! 

But that wasn’t all that sent me back to this dystopian wasteland. 
“By the middle of next year, we should begin to see lower inflation from the housing services sector.” 

Powell said that. He knows that rents incorporate data from as much as 10 months ago. He knows as 
well as you and I do that it is a lagging indicator. He even said as much (at least that is how I interpret 
his comment). But why do we include it and base policy on it, knowing it is wrong! The 3 highest prints 
for owner’s equivalent rent in the past 30 years came in Q3 and Q4 this year. Simply impossible, and 
even the Chair acknowledges that it will go down, but he is still acting on it as though it is legit!  

I will continue to send charts of Zillow’s data around and expand on this work that first started in 
earnest back in an October T-Report. 

Imagine how low the prior 3 months of core data would be with proper housing inflation data. And 
yes, think of how high it really was last year when we were being fed the “transitory” story. 

Finally, he highlighted jobs, which I will grant have been decent, but he seemed to ignore several things: 

• The Household Survey hasn’t been as good as the Establishment Survey (a couple million jobs 
difference). 

• The survey response rates have been low, making people question their validity and if there is 
any “self-selection” bias in the reporting (companies doing well report, but maybe others don’t). 

• The Philly Fed thinks Q2 jobs were overstated by more than 1 million! Some group within the 
Fed tasked with figuring out how accurate the data is thinks that it was overstated by 1 million, 
which is more in line with the Household Survey! 

• The JOLTS data has a high number of vacant jobs. The question is how overstated is that 
number? How has it kept up with online job searches? 

We address many of the jobs questions in Inflation Dumpster Dive and More Inflation Dumpster Diving, 
and the Fed’s own work on the subject is there for all to see. 

If one part of the economy is doing better than expected (by some measures, but not all), I’d spend 
more time wondering if the good measures are accurate, rather than basing a large part of my policy 
on data that is the outlier! 

https://academysecurities.com/wp-content/uploads/The-Rise-and-Fall-of-Inflation-Risk-Factors.pdf
https://academysecurities.com/wp-content/uploads/A-Squishy-Landing-2.pdf
https://academysecurities.com/wp-content/uploads/Not-That-Anyone-Cares-But-OER-Seems-Crazy.pdf
https://www.philadelphiafed.org/-/media/frbp/assets/surveys-and-data/benchmark-revisions/early-benchmark-2022-q2-report.pdf
https://academysecurities.com/wp-content/uploads/Inflation-Dumpster-Dive.pdf
https://academysecurities.com/wp-content/uploads/The-Academy-T-Report-More-Inflation-Dumpster-Diving.pdf
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And just today, sales numbers came in extremely weak and last month’s numbers were revised down! 
The consumer is buying for the holidays and buying on discount, and I expect that to evaporate as we 
head into the new year! 

Bottom Line 
The Fed should be taking a victory lap and figuring out how to avert a hard landing, but for some 
reason they insist on looking at old data (12 months, rather than data impacted by their actions), stale 
data (OER), and pollyannish data (the selective use of some jobs data) to signal that they want a higher 
terminal rate! 

Good luck with that, because 2 + 2 does NOT EVER EQUAL 5! 

I feel better after that rant, and I am buying the dip here in risk because I believe that the Fed speakers 
will sound a bit more dovish as they resume their speaking circuit, and it is a bit premature to trade the 
very hard landing (that I still expect will happen).  
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Disclaimer 

This document and its contents are confidential to the person(s) to whom it is delivered and should not be copied or 
distributed, in whole or in part, or its contents disclosed by such person(s) to any other person. Any party receiving and/or 
reviewing this material, in consideration therefore, agrees not to circumvent the business proposals explicitly or implicitly 
contained herein in any manner, directly or indirectly. Further, any recipient hereof agrees to maintain all information 
received in the strictest confidence and shall not disclose to any third parties any information material to the opportunity 
contained herein and, upon review hereof, agrees that any unauthorized disclosure by any party will result in irreparable 
damage for which monetary damages would be difficult or impossible to accurately determine. Recipients recognize, and 
hereby agree, that the proprietary information disclosed herein represents confidential and valuable proprietary 
information and, therefore, will not, without express prior written consent, disclose such information to any person, 
company, entity or other third party, unless so doing would contravene governing law or regulations.  

This document is an outline of matters for discussion only. This document does not constitute and should not be interpreted 
as advice, including legal, tax or accounting advice. This presentation includes statements that represent opinions, estimates 
and forecasts, which may not be realized. We believe the information provided herein is reliable, as of the date hereof, but 
do not warrant accuracy or completeness. In preparing these materials, we have relied upon and assumed, without 
independent verification, the accuracy and completeness of all information available from public sources.  

Nothing in this document contains a commitment from Academy to underwrite, subscribe or agent any securities or 
transaction; to invest in any way in any transaction or to advise related thereto or as described herein. Nothing herein 
imposes any obligation on Academy.  

Academy is a member of FINRA, SIPC and MSRB. Academy is a Certified Disabled Veteran Business Enterprise and Minority 
Business Enterprise and is a Service Disabled Veteran Owned Small Business as per the US SBA. Investment Banking 
transactions may be executed through affiliates or other broker dealers, either under industry standard agreements or by 
the registration of certain principals. 
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