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Everyone is waiting for Tuesday’s CPI data. We will get officially told what inflation was in August.
However, it is unlikely that it will reflect what we see and feel every day. It doesn’t tell us anything
about where September will be and some of the data will be so off that it will have to get fixed in next
month’s report, and some of it will be stale by its nature (i.e., housing).
There are 39 estimates on Bloomberg (compared to 72 estimates for this month’s NFP data). The range
is incredibly narrow (7.9% to 8.3% for YOY).
In theory, it will set the framework for the Fed’s rate decision and press conference on September 21st
(the press conference has become as important, if not more important for markets, than the hikes
themselves).
The reality is that CPI, away from the quirks in how it is calculated (the all-important housing component
might be the quirkiest, but heuristic adjustments, how prices are measured, etc. all impact the number
that we will be given), doesn’t tell us much about the future of inflation.
As we sent out on Friday, the market has concluded that both the ECB and even the Fed, despite their
protestations otherwise, are both viewed as being data dependent.
I cannot see any scenario where the market doesn’t decide that CPI is heading in the right direction
and that October will be lower than September, and so on and so forth (many of the commodity futures
contracts that I checked out are all lower on forward than spot).
That combination should allow markets to continue to enjoy the strength that they saw towards the
end of last week.

What Really Matters
I continue to see 4 Main Themes for September:
•

Russia and European Energy. We’ve seen the U.K. start to transfer some of the energy problems
facing consumers and companies onto the government’s balance sheet. Lagarde indicated that
other countries will do something similar. I’m not sure we’ve seen peak problems in Europe on
the energy front, but this is a good development. With so many bad things being priced in, we
could see a nice short squeeze in European credit and equities.

•

Inventories and New Orders. This is the crux of my concern and why we are as likely to be talking
about deflation as inflation by year-end. The data will come out in dribs and drabs, but will be a
key determinant of future inflation.

•

Housing, Real Estate, and Autos. Even with yields stabilizing (or not hitting new highs), we are
likely only just starting to see the impact of higher yields on these products. The mortgage
market is key, but I’m hearing rumblings that QT will shift away from selling mortgages, which
would bring mortgage spreads down dramatically and would help support housing. The worst is
behind us on rates and for the moment that is helping risk assets, but the “bad news is good
news” trade seems tenuous at best.

•

Wealth Effect. Canada lost jobs for the third month in a row while we pump out great job’s
reports if not in the Household Survey, then in the Establishment Survey (until it gets revised
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down 2 months later). The lost wealth in stocks, bonds, and crypto is real and still significant.
The reduced ability to spend by companies now focused on cash flow is also real. Jobs have
been good (with the prior caveats), but I remain concerned here.
While CPI has all of our attention (as does the Fed meeting), how the four things that I think matter
the most develop will be key.

Bottom Line
Enjoy the easing of inflation for now, but as I mentioned in a report earlier this summer, a pendulum
swinging back won’t just stop here and it could go too far in the other direction (I “borrowed” that
analogy from the radio, but I think that it is compelling).
So, at the moment, the pendulum will look like inflation and monetary policy are in a good place, but I
expect it to keep swinging and we will see that it has gone too far, but that won’t be apparent until we
get CPI and Fed speculation this week!
Never Forget!
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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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