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Monetary Policy Turning More Hawkish
The Federal Reserve Open Market Committee projections that came out of
the December meeting showed participants preparing to respond to the threat of higher price instability, which may have resulted from extraordinary fiscal measures during the COVID-19 crisis combined with supply side constraints appearing globally in
key markets. The core (excluding food and energy) Personal Consumption Expenditures Price Index registered a 4.1% change from a year ago. The Federal Reserve has
a target of 2% for this measure meaning that the current price environment is elevated relative to their desired policy outcome. The headline number, which includes the
impact of food and energy prices, is currently hotter than the core measure and is
now running 5% year-over-year.
There has been significant debate around the nature of the inflation environment. Some believe it is due to cyclical forces emanating from the COVID-19 disruptions and resulting economic cycle downturn and rapid recovery. Others seem to
believe that the onset of a higher price environment is becoming structural and secular in nature with expectations for future inflation anchoring at higher levels than
seen in the past decade. It does appear that with further gains in energy and industrial metals prices being elusive for the time being, some of the argument around a sustained level of 5%, 6% or 7% type of price increases may not happen. After a few
more months, the vector could be lower for these inflation numbers as we move into
the second half of next year. In short, inflation may become more subdued.



This does not mean that when considering the disruptions to the labor supply
and other supply side constraint issues within the production function for goods and
services, that we won’t necessarily settle into a world where inflation is sustainably
running in the range of 2% to 4% for a while, which would be elevated relative to
what was experienced during the post 2008 Global Financial Crisis decade.
Coming back to the Federal Reserve, we can consider what their reaction post
meeting may be and that would lead us into considering possible market reactions.
The projection for the Federal Funds Rate in the longer run is in the 2% to 3% range
as of the December meeting. This longer run outlook was unchanged from September’s projections. What did change was the pace of tapering bond purchases and the
pace of potential rate hikes in 2022 and 2023. This outcome appeared to already be
priced into markets and the longer run outlook for where interest rates will end after a
hiking cycle remained unchanged. The market reaction to the meeting may be classified as neutral to mildly positive for equity and bond market stability.
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The bulls will argue that the economic growth and labor picture will remain robust. Inflationary pressures will not build to such levels that the Fed will be forced to act more aggressively threatening a more robust
economy and market buoyancy. In this vein, one would look forward to a few good years of mid-cycle growth
and constructive markets.
The bears will argue that inflationary pressures and expectations will not remain anchored and will not
fade from current intensity and that this will shorten the growth and market cycle as the Fed is forced to act more
aggressively. In this case, one would look towards a mid-cycle expansion but perhaps anticipate elevated volatility and seek quality and mildly defensive risk assets should it end a bit sooner than anticipated.
Of course, what may come may not be so binary this go around with outcomes in between becoming a
reality across different industry groups and sectors. Certain corridors of corporate America and global industry
in general may display resilient and adaptable business models that can maintain value creation under challenging conditions.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc.
[“VASI]), or any non-investment related content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding indicated historical performance level(s),
be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this commentary serves as the receipt of, or as a substitute for, personalized investment advice from VASI. VASI is neither a law firm, nor a certified public accounting firm, and no portion of the commentary content should be construed as legal or accounting advice.
A copy of the VASI’s current written disclosure Brochure discussing our advisory services and fees continues to remain available upon request or at www.valicenti.com. Please Remember: If
you are a VASI client, please contact VASI, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our
previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. Unless, and until, you notify us, in
writing, to the contrary, we shall continue to provide services as we do currently. Please Also Remember to advise us if you have not been receiving account statements (at least quarterly) from
the account custodian. Historical performance results for investment indices, benchmarks, and/or categories have been provided for general informational/comparison purposes only, and generally
do not reflect the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of
decreasing historical performance results. It should not be assumed that your VASI account holdings correspond directly to any comparative indices or categories. Please Also Note: (1) performance results do not reflect the impact of taxes; (2) comparative benchmarks/indices may be more or less volatile than your VASI accounts; and, (3) a description of each comparative benchmark/
index is available upon request. Please Note: Limitations: Neither rankings and/or recognitions by unaffiliated rating services, publications, media, or other organizations, nor the achievement of
any professional designation, certification, degree, or license, membership in any professional organization, or any amount of prior experience or success, should be construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if VASI is engaged, or continues to be engaged, to provide investment advisory services. Rankings published by
magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser. Rankings are generally limited to participating advisers (see
link as to participation criteria/methodology, to the extent applicable). Unless expressly indicated to the contrary, VASI did not pay a fee to be included on any such ranking. No ranking or recognition should be construed as a current or past endorsement of VASI by any of its clients. ANY QUESTIONS: VASI’s Chief Compliance Officer remains available to address any questions
regarding rankings and/or recognitions, including the criteria used for any reflected ranking.

