
  

 Inflation, the broad rise in the level of prices for a sustained period, has hampered consumers 
and producers for over a year.  We are experiencing this through our grocery, utility and gas bills;  how-
ever, in recent months, inflation has risen at a slower pace in part due to the Federal Reserve’s tightening 
measures as well as slower economic output. 

 With both October and November inflation data releases surprisingly to the downside, we have 
begun to see a deceleration in prices more notably from the highs of 9.1% year-over-year we experi-
enced for the month of June 2022.  As noted in a previous publication, there is a lag between the Federal 
Reserve’s rate hikes and the tightening effect it has on the economy.  Given the start of rate hikes in 
March 2022, we are already starting to see softening in many leading edges of the economy, while at the 
same time labor market resilience prevents a full-fledged downturn.  

 The Consumer Price Index (CPI) for November came in at 7.1% year-over-year and 0.1% 
month-over-month.  Core CPI, which excludes the two most volatile components, food and energy, 
came in at 6% year-over-year and 0.2% month-over-month.  Both these numbers beat expectations to the 
downside and generally moved lower over the last two months.  This is a good directional trend, though 
policymakers likely want to observe lower absolute levels before they halt the tightening cycle.  Energy 
costs and used cars were the main drivers of cooling inflation month-over-month, as seen in the tree map 
below.  On the other hand, shelter and food items were the main drivers of the monthly increase in infla-
tion.  More broadly on a year-over-year basis, services inflation remained persistent while goods infla-
tion dropped again.  

 Shelter makes up about one-third of the CPI and consists of total spending on rented and owned 
housing. Housing prices have already begun to fall month-over-month starting in July, as seen in the 
S&P/Case-Shiller Home Price Indices.  A softening of rents could follow.  A deepening disinflation 
trend in 2023 could lead to the Federal Reserve pausing their tightening in order to assess the effects of 
the tighter policy.  In this type of environment, if investors see a contractionary economy just around the 
corner, longer duration bonds of high quality and less cyclically sensitive areas of the stock market could 
be more favorable in investor portfolios.   

 Alternatively, a stubborn inflationary dynamic could emerge.  The “long and variable lag” 
phrase is often being heard in the financial press and from policymakers.  This is an attempt to describe 
how the effect of monetary policy transmits through to the economy.  Some economists and investors 
believe that the extraordinarily large monetary and fiscal stimulus seen in 2020 and 2021 will require a 
longer restrictive policy period in order to withdraw excesses from the system.  
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Please remember that past performance is no guarantee of future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that the future perfor-
mance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc. 
[“Valicenti]), 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 substi-
tute for, personalized investment advice from Valicenti. Valicenti 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 Valicenti’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 Valicenti client, please contact Valicenti, 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 Valicenti 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 Valicenti accounts; and, (3) a description of each comparative benchmark/index is available upon request. *Please Note: Ranking Limitations. Neither rankings nor 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 the client will experience a certain level of results if the 
investment professional or the  investment professional’s firm is engaged, or continues to be engaged, to provide investment advisory services. A fee was not paid by either the investment 
professional or the investment professional’s firm to receive the ranking. The ranking is based upon specific criteria and methodology (see ranking criteria/methodology). No ranking or 
recognition should be construed as an endorsement by any past or current client of the investment professional or the  investment professional’s firm.  ANY QUESTIONS: Valicenti’s Chief 
Compliance Officer remains available to address any questions regarding rankings and/or recognitions, including the criteria used for any reflected ranking. 

 Any potential resilient inflationary condition would likely be further exacerbated by factors such as supply chain constraints, de-
globalization trends and the reopening of China’s economy, which could all keep price instability from subsiding.  In this type of envi-
ronment, investors could look towards sectors like energy, commodities, materials and industrials and seek out companies whose profits 
are able to remain resilient due to a continued pricing power.  

 This most recent Federal Reserve meeting demonstrated that policymakers are continuing to signal that the greater threat to in-
dividuals, businesses and general economic well-being would be persistent inflation.  This is to say that their prevailing desire is to prior-
itize a suppression of inflationary pressures over simply preserving the economic growth cycle.   

 The Fed’s hawkish posture likely increases the probability that they will be successful in the inflation fight and that this will 
ultimately catch up to the business cycle in the form of a growth slowdown and possibly an outright economic contraction.  It is the 
“long and variable lag” to policy which by definition makes the timing of a cycle downturn difficult to foresee.  It will be important go-
ing into next year to monitor very closely the trends in savings, consumption and coincident economic indicators in order to detect any 
potential incoming weakness. 

 

Source: Bloomberg  


