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Oscar Wilde is famous for being Ireland’s second-greatest poet. He’s also famous for famously saying that a cynic is one who knows
the price of everything, but the value of nothing. These days, the price of everything seems to be on the minds of everyone as the
prospects of inflation, to some, cast a shadow over the economy’s mighty struggle to free itself from the repressive shackles of
pandemic-propelled policies. But, there are skeptics a-plenty, including our own monetary policy-makers, who think that inflationary
fears are overblown and any near-term blips should be viewed as a temporary condition while supply and demand variables
rebalance themselves. Which side is the cynical one?

That question wasn’t answered this week, but investors did get a look at some more inflation evidence they can use in whatever
cynical manner they choose. On Tuesday, the Bureau of Labor Statistics reported that its Consumer Price Index rose last month by a
higher-than-expected 0.6%. The year-over-year measure, skewed by the effects of a significantly changing reference base, jumped to
2.6% from 1.7%. Some good advice might be to ignore these twelve-month rate changes for a few months until the worst readings
from the depths of last year’s lockdown work themselves out of the calculations. Calculating CPI without food and energy resulted in
a March rise of 0.3% that helped push the year-over-year pace to 1.6% from 1.3%.

With inflation measurements on the rise, inflation-adjusted measures of workers’ compensation are on the decline. According to the
BLS, Real Average Hourly Earnings fell in March to a 1.5% year-over-year growth rate from February’s 3.4% annualized pace. Real
Average Weekly Earnings were less affected with a year-over-year dip to 3.9% from 4.1%. A cynic might say that if domestic inflation
doesn’t get you, foreign inflation will. Whether it will or not is hard to know, but the BLS knows that its Import Price Index rose by
1.2% last month when only a rise of 0.9% was expected. Year-over-year, that measure got a boost to 6.9% in March and that was up
big from February’s 3.1% twelve-month rate. More base effects. For exports, that Index rose by 2.1% and that was a lot more than
the 1% rise that analysts expected. More changing base effects pushed that year-over-year rate to 9.1% from 5.3%. Would it be
cynical to say that at least the stuff we’re selling is inflating faster than the stuff we’re buying?

No cynicism came from the New York Fed yesterday morning when it reported that its Empire Manufacturing Index roared to an
April level of 26.3 from 17.4 soundly beating expectations of 20. The BLS followed that with more positive news that Initial Jobless
Claims only totaled 576k for the week ending April 10th and that was way below the predictions of 700k. It was also way below the
prior week’s upwardly-revised 765k and the lowest reading since the beginning of the lockdown. Continuing Claims for the week
ending April 3rd didn’t fare quite as well and they actually rose slightly to 3.731M after the prior week was downwardly revised to
3.727M. But, if one rounds to the second decimal place, they didn’t change. Don’t be a cynic.

But a big change took place in Retail Sales last month and we learned yesterday that those Sales rose 9.8% while experts were only
looking for a gain of 5.8%. The relief-check fueled rise in consumption more than compensated for February’s 2.7% decline. Without
autos, the growth in Sales was 8.4% versus estimates of just 5%. The Retail Sales Control Group, without food, autos, gas stations,
and building materials, also notched a significant rise of 6.9%, but fell just short of the estimated 7.2% growth that analysts expected.

Also yesterday, the Philadelphia Fed had a good news/bad news report for this month’s Business Outlook Survey of Business
Conditions. That broad measure astounded most observers last month when it unexpectedly soared to 51.8 from 28.7 and the bad
news is that this month’s report downwardly revised that result to 44.5. The good news is that it makes April’s new level of 50.2 look
like an increase and was much more robust than the pre-release estimate of 41.5.

Thursday’s news also included a report from the Census Bureau telling us that Industrial Production didn’t produce quite enough last
month and its 1.4% growth rate was a disappointment for those expecting 2.5%. But, it was still a lot better than February’s 2.6% fall.
Capacity Utilization also underperformed last month and even though it rose to 74.4% from 73.4%, that was substantially below the
75.6% analysts were predicting. There’s still a lot of slack out there and the incremental narrowing of the economy’s output gap will
become a more difficult task as conditions improve.

Conditions have improved a lot for the Housing sector over the past year and further incremental gains may likewise prove difficult
to achieve. Nevertheless, the National Association of Home Builders reported that its Housing Market Index stayed strong this month
with a move to 83 from 82. And as for incremental gains, we learned today that Housing Starts positively leaped by 19.4% last month
against an already heady expectation of 13.5%. The numbers for March helped erase February’s revised plunge of 11.3% and
January’s dip of 5.1%. Building Permits also had a good month in March with a rise of 2.7% and that beat the estimates calling for just
1.7%. Cynics of Housing’s momentum might point to last week’s 3.7% fall in Mortgage Applications as a fly in the ointment. That’s
because it is, and was also the sixth consecutive weekly decline for a measure that’s been negative for nine of the last ten weeks.

But, that little bit of negativity couldn’t stop the University of Michigan from reporting today that its Index of Consumer Sentiment
improved this month to 86.5 from 84.9, but it may have prevented it from reaching the 89 that was forecast. Within the report, we
also learned that the Current Conditions sub-index rose to 97.2 from 93 and beat the estimates calling for 96. The Expectations
component proved to be a disappointment by staying at 79.7 instead of getting the boost to 85 that was expected. Would it be
cynical to say that consumers realize our economic fortunes seem to live and die with relief checks and this result shows that
consumers expect them to eventually stop coming?

That’s a tricky one, but no less tricky than trying to figure out what the bond vigilantes are up to. Their hair-on-fire view of inflation is
sounding more and more like the boy-who-cried-wolf and earlier attempts to push bond yields higher have now resulted in two
consecutive weeks in which the Ten-Year’s yield will land up lower than where it started. Who’s the cynic now? And who is Ireland’s
greatest poet? Well, that’s W.B. Yeats, of course. Have a great weekend; be careful out there.
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