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I was wrong yesterday. I thought that we would get a brief sell-off after a slightly higher than expected
CPI print. The biggest miss was 0.6% in CPI ex Food and Energy for the month (versus an expectation of
0.3% and 0.3% last month). Almost all of the other misses in the report were quite small. Yet, the S&P
500 dropped over 4% and the Nasdaq dropped over 5%. The selling was relentless all day, rather than
what I expected, which should have been buying after the initial algo and stop loss selling was done.
The 30-year Treasury went higher post the number, and although it recovered a bit after the auction
(and finished with a lower yield on the day), it didn’t help stocks in any way, shape, or form. The story
was all about the 2-year, whether the Fed would raise rates 100bps in September, and how many
meetings they would now opt for a 75bps hike. A pretty dramatic change in tone given the size of the
miss (the reaction seems disproportionate to me, but I did get it wrong, so take that with a grain of
salt).
The talk of a freight worker strike coming as soon as this Friday also likely had some influence on
markets, as did the usual culprits of gamma (excessive options trading), positioning, and a general lack
of liquidity across markets. But I want to address 2 things – housing and autos.

Housing
32.2% of the headline number is shelter, which rose 0.7% (vs 0.5% and 0.6% in the prior months).

This chart compares two measures of home costs to the Owner Equivalent Rent metric used in the CPI
calculation. There is a very clear lag between the two. The OER is often moving in the opposite direction
of home prices (only to inevitably catch back up). OER is rising as mortgage rates rise and home prices
fall. This is possible, or maybe there is just a long lag due to how this metric is calculated. It is based on
small sample sets and seems designed to be “smooth” – meaning that inflation last year was probably
heavily understated, only to be overstated now. Maybe WFH or something can explain it better, but
the lag effect makes a lot of sense to me, which means that we just sold off 5% on “inflation” data that
doesn’t reflect actual inflation. Maybe we are back to the “it’s all we got” argument, but it doesn’t
make sense to me.
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Vehicles
New vehicle prices (4% of CPI) rose 0.8% after rising 0.6% and 0.7%, while used cars and trucks (also
4% of the index) fell 0.1% after a decline of 0.4% last month.
There are three things that make me “curious” about the auto numbers:
•

It seems odd, though not impossible, that the used vehicle market is rolling over while the new
vehicle market isn’t.

•

Maybe all the EV price hikes that went into effect immediately after the Inflation Reduction Act
was passed explain it.

•

Maybe there is a difference between sticker price and what people actually pay (as there is at
least anecdotal evidence that dealers went from charging premiums to maybe negotiating
again).

I’m less convinced that the auto numbers are more incorrect than the housing numbers, but this is
something we need to digest.

Bottom Line
I was wrong on the reaction to CPI (and bought the dip too early), but at least we are getting some
relief on PPI and I think that over time, as economists point out what a small miss it really was (and as
some of the other anomalies come out), markets will respond positively into and post the Fed meeting.
Buy more of the dip if you can.
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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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