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Well, the sunny side of the Brazos got even sunnier this week after Baylor’s Big Win Monday night. Sic ‘em Bears! In
a much-applauded gesture of support, the bond bears that have lately been pushing up Treasury yields decided to
take the week off just to celebrate. At least until today. For many investors, it would be just fine if they stayed gone
since there’s no real reason for them to be prowling around annoying people anyway. Or is there?

In many ways, the economy is gathering steam; in other ways, it’s not. But the prospects are good for more vigor for
at least as long as government support keeps on supporting it. Whatever the source of the vigor, many investors are
concerned that it could spark a vigorous rise in inflation that could ultimately derail the recovery-in-progress. But,
opinions vary.

The opinion of the Bureau of Labor Statistics was delayed this morning due to problems with its website, but
thankfully, those problems proved to be transitory. Will the rise in its portrayal of wholesale inflation also prove to
be transitory? We’ll all have to wait and see on that one, but in today’s Producer Price Index report, last month’s 1%
jump was twice what analysts expected. With last March’s deflationary experience falling out of the calculation, that
helped push the year-over-year pace to 4.2% from 2.8% versus surveys suggesting 3.8%. Without food and energy,
core PPI had a boost in March of 0.7% when only a 0.2% rise was expected. Year-over-year, the core measure rose to
3.1% from 2.5% against an expectation of 2.7%. The bond bears had already reemerged prior to this morning’s
release and Treasury yields have moved up in the long-end by a handful of basis points. Still, we may end up the
week with slightly lower yields than where we started. Maybe.

The week got started with some good news for the Services sector when Markit U.S. reported that its Services PMI
rose in March to 60.4 in a final report that had preliminarily indicated a value of 60. That was followed by more good
news from the Institute of Supply Management when it reported that its Services PMI leaped to a record high of
63.7 from 55.3 when only a move to 59 was expected. Unfortunately, that was followed by some disappointing news
from the Census Bureau telling us that, in February, Factory Orders fell 0.8% and that was more than the 0.5% drop
that was anticipated. Orders for Durable Goods didn’t fare much better with a drop of 1.2%. That was only a slightly
larger decline than what was expected, but it follows a 1.1% slip from the prior month. Core Capital Goods Orders
also had a bad month with a 0.9% drop that followed January’s bad month of an 0.8% decline.

A positive nugget of news that surprised many came on Tuesday with the Job Openings and Labor Turnover Survey
(JOLTS) from the BLS. This week’s report was for February and told us that Job Openings rose to 7.37M from 7.1M
when a slip to 6.9M was predicted. A growing number of openings is considered to be a positive characteristic for
the labor market as more businesses reopen and search for more workers. From an inflation perspective, we’ve seen
most of the recent job growth take place in the Services sector with relatively low-paying Leisure and Hospitality
openings being filled. In the minds of many, the growth in these types of jobs won’t be very effective in moving the
labor-cost needle that is the biggest driver of inflationary pressure. Yes, commodity prices play a role, but not nearly
to the degree of labor-cost inputs. Remember, inflation measures a rate of change over time rather than short-lived
price spikes.

Wednesday morning brought a bit of housing-related news with a report from the Mortgage Bankers Association
telling us that Mortgage Applications fell 5.1% during the week ending April 2nd. That measure has shown declines
in eight of the last nine weeks and tends to support the narrative held by some that last year’s housing surge has
seen its peak. The growing deficit in the nation’s Trade Balance does not appear to have peaked and grew to minus
$71.1B from minus $67.8B versus an estimate of $70.5B. Wednesday afternoon also brought us the FOMC minutes
from the March meeting and there was no startling news. But, some other news from the Federal Reserve was. The
Fed reported that, in February, Consumer Credit grew by $27.58B and that bumfuzzled the analysts who were
looking for just $2.8B. Those same analysts had yet to recover from the bumfuzzlement they experienced the prior
month when they missed their estimate by about $12B. Consumers are unpredictable.

Another missed estimate was revealed in Thursday morning’s BLS report telling us that Initial Jobless Claims totaled
744k for the week ending April 3rd. That was higher than the prior week’s 728k and higher than the 680k that was
expected. Continuing Claims for the week ending March 27th fell less-than-expected to 3.73M from 3.75M when a
decline to 3.64M was suggested by surveys.

Today’s sell-off in Treasury prices suggests that the bond bears are still lurking, but can’t seem to generate the same
enthusiasm as their counterparts in Waco. That’s a good thing and so is Baylor’s National Championship! Well done!
Have a great weekend; be careful out there.
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