BULL & BEAR BULLETIN
September 2021

An Uncertain Transition
Following the release of Consumer Price Inflation (CPI) data to the end of August, the jury still appears to be out regarding whether or not the observed inflationary
impulse in the American economy is transitory or rather a condition which will remain
elevated for some time. Having approached this topic before in previous editions of the
Bull & Bear, it may be appropriate to state why the topic is worthy of a continual reexamination through this period. First, the outcomes and expectations for growth and
inflation will likely shape the national debates around fiscal and monetary policies which
in turn may have market impacts. Second, these outcomes also shape the fundamental
operating environment for the businesses behind our portfolio equity and fixed income
exposures. Attempting to understand the inflation dynamics both from a higher level and
into the smaller details is a worthy pursuit.
Another important point regarding the level of broad price increases in the economy is that the difference between 2% and 3% inflation may not have a tremendous
amount of impact. That level of inflation may be coincident with sufficient growth and a
stable environment for prices. On the other hand, a 1% inflation level may be deemed to
be too low and coincides with slowing growth and stalling prices. Finally, looking at the
other extreme, a level of 4% inflation sustained over a period of time could coincide with
more harmful cost pressures for consumers and producers alike as well as difficult
tradeoffs for policymakers and legislators who may wish to remain accommodative but
risk exasperating the challenged environment by adding to demand when supply at present already can’t meet it.



The Federal Reserve’s preferred inflation gauge is the Core Personal Consumption Expenditure (PCE) Price Index. The Fed is on record targeting 2% inflation (See
Plot 1). It has also indicated that it will accept for a period of time, levels of inflation
higher than the 2% target. The timeline of history shows that the multi-year period post
Global Financial Crisis saw a limited ability for the economy to sustain general inflation
above the 2% level for any meaningful amount of time. During this period of time,
growth outcomes in the economy also tended to disappoint, which has led to the present
willingness of monetary policy authorities to allow an overshoot of inflation in this cycle. We have currently reached a point where core PCE inflation on a year-over-year
basis is 3.6%, well north of the 2% target. Federal Reserve members have also lent credence to the transitory argument indicating that they believe this metric will fade closer
to 2% in time.
August’s CPI figures show in the headline and core measures that it is possible
that the intensity of price increases (See Plot 2) is indeed fading somewhat. On the surface, this appears to be the case, however, one month of a softening trend will not convince all market participants.
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In our view, it is a case where more data will have to be observed and it will be seen in the next several
months whether or not the Fed indicates this very same thing and asks for more time to fade monetary accommodation. It certainly seems to be the case that there are supply issues in the global economy impacting the delivery of
goods and services and at least over the intermediate time frame, creating a cost push. COVID-19 concerns and
restrictions are still causing an overhang to some but not all activity and the globe appears to be heading towards
either a resolution of a more efficient management of persistent COVID-19 issues or tackling it more decisively
and fully in time. Understanding this final issue may take even more time, so the market may be left with this uncertainty well into next year.
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