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Yes, it’s cold outside. And depending upon where one lives, it might be cold inside, too. But even more surprising than how cold it’s
gotten this month, was the news of last month’s red-hot consumers. About all that’s being consumed these days is whatever fuel heats
your house, but in January, according to the Census Bureau, furniture consumption rose by 12% as the sales of electronics jumped
14.7%. After a year of Americans living the lockdown life, one might reasonably wonder what electronics are still left to be bought.

But those are just a couple of the spending destinations that helped Retail Sales notch a 5.3% gain last month. That not only blew away
the estimate of a 1.1% growth rate that might as well have come from Dr. Fauci, it also put an end to a three-month losing streak. And
while the 11% growth in on-line retailer sales might have been expected in light of the overall results, the 23.5% boost in department
store sales was certainly not, and might be a sign that more shoppers are once again getting out and about. Well, maybe not this week.

Along with Wednesday’s report from the Census Bureau, the Bureau of Labor Statistics came out with its own surprising news about
wholesale inflation. In January, the Producer Price Index leaped by 1.3% versus an estimate of just 0.4% while the year-over-year pace
did some of its own leaping to 1.7%, almost doubling the estimate of 0.9%. Unsurprisingly, the big mover in costs was the 5.1% boost
from energy while food inputs only rose by 0.2%. Transportation and Warehousing costs were up 1.3%. Also unsurprisingly, whoever
made these estimates also has an estimate about what bond yields might be in the future. Don’t listen to them.

But it’s probably okay to listen to the Fed and on Monday the New York Fed told us that its Empire Manufacturing Index rose
unexpectedly to 12.1 from 3.5. The reason the rise was unexpected was because investors were told it would come in around 6. On
second thought, don’t listen to the Fed, either. But if you can’t help yourself, the Atlanta Fed just updated its GDPNow forecast for Q1
and their latest estimate is now 9.5%. Take the under.

It looks like the smart money took the under when it came to last month’s Housing Starts. The unenthusiastic estimate of a 0.5% drop
became a bit more than just an enthusiasm gap when the Census Bureau reported that they actually fell by 6%. Better news came from
a report telling us that Building Permits rose by 10.4% instead of the WAG of a 1.4% drop.

Some guessers guessed that Initial Jobless Claims would drop, too, but they didn’t. The BLS reported that for the week ending February
13th, 861k new applicants filed for benefits against a forecast of 773k. To make things worse, the prior week’s 793k that looked like a
decline after an upward revision to the week before that, was actually just another increase after it was revised yesterday to 848k.
Continuing Claims for the week ending February 6th fell to 4.49M from 4.56M but that still disappointed analysts looking for 4.43M.

Also from the BLS, more information about price levels came our way with a report that its Import Price Index rose by a greater-than-
expected 1.4% last month. What was expected was a 1% rise, but a 12.9% boost in Building Material costs wasn’t. The year-over-year
growth rate for that index was supposed to be 0.4% but came in more-than-double that at 0.9%. Now, what about the prices of the stuff
we sell to others? Well, the Export Price Index soared 2.5% last month but the export experts were only looking for 0.8%. Year-over-year
that growth rate also did some soaring to 2.3% from December’s 0.4%.

Data like this and like what we saw in the PPI report strongly suggest to many that rising inflation and rising inflationary expectations are
going to arrive earlier than many experts and analysts might have thought. Just look at this week’s big misses. But will it? There are
many variables and the jury is still out. Our economy has a large output gap that needs filling and there are about 9.5M jobless people
who weren’t jobless a year ago. Measuring inflation is a complicated and error-prone process made more complicated and error-prone
by the damage done and the remedies prescribed. With the recent rise in Treasury yields and the ever-steepening yield curve, it feels
like bond investors are already anticipating inflation’s early arrival. It won’t be long before severely impacted lockdown months start
falling off the year-over-year calculations and we could be soon be looking at some startling statistics through spring and summer.

Behavioral changes will also result from an easing of government’s grip on our lives and that’s liable to produce some unexpected
performance measurements. Be careful with those numbers.

Other numbers out this week include Wednesday’s report that Industrial Production rose 0.9% last month and while that was less than
December’s 1.3% growth rate, it was more than the 0.4% that was forecast. Another bit of positive news came with a report telling us
that Capacity Utilization rose to 75.6% from 74.9% last month. But that was last month and there are a lot of Texans who might take
issue with that report after this week’s experience with utility output.

This morning, we learned that the heat under Existing Home Sales was a little cooler than was previously thought as December’s 6.76M
annualized rate was revised to 6.65M. But that made January’s just reported 6.69M look like a slight gain instead of a slight slip. Pre-
release estimates were looking for a little bit bigger slip to 6.6M. But with the National Association of Home Builders reporting earlier
that its Housing Market Index rose to 84 this month from 83, the housing market still feels pretty strong and the issue with Existing
Home Sales is more about supply than it is about demand.

Rounding out the week’s data was today’s report from Markit U.S. announcing that its Manufacturing PMI slipped slightly this month to
58.5 from 59.2 and that was pretty close to the estimate of 58.8. For Services, that PMI fared a little better with a rise to 58.9 from 58.3
and that beat the surveys expecting a drop to 58.

With much of the week’s data showing surprising vitality, the Treasury market sold off to higher yields not seen in the past year as some
equity indices reached levels never seen before. Is this evidence of progress made because of vaccinations and re-openings or is it more
about relief checks and the prospect of more government support? A good question whose answer will remain unknown until later. For
many people, the most pressing question is more basic. When’s the heat coming back on?! Have a great weekend; be careful out there.
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