
There was a lot of anticipation that last week’s Consumer Price Index (CPI) and Producer Price Index
(PPI) readings for April would yield some encouragement on the inflation front. Although the CPI
deviated slightly downward from March’s 8.5% reading, it’s still elevated at 8.3% and above
expectations for 8.1%. PPI — which measures what manufacturers of the things we buy pay for the
materials they need to make those things — was even hotter. The reading signaled we were nowhere
near prices slowing their increase, let alone falling. 

March’s record inflation numbers were elevated by gas prices. This month, we are once again at record
levels for gas as the summer quickly approaches, so the slight dip from 8.5% inflation may have been a
mirage. The PPI certainly indicated we are not cresting; maybe the rate of increase is moderating, but it
is still trending up.

With that as the most recent backdrop, talk will once again shift to the Federal Reserve, interest rates
and odds of a recession. Hope that the Fed will ease in its aggressive approach to tighten rates was
dashed with the CPI and PPI numbers. Let’s face it: The Fed hasn’t actually done much other than talk.
They haven’t started to unwind their massive $9 trillion balance sheet and have raised rates by 75 basis
points (0.75%) so far, with additional half-point hikes planned in the next two meetings. Everything else
is speculation.

Jerome Powell was confirmed by the Senate for another four-year term as Federal Reserve chairman
last Thursday and promptly gave a speech where he said there may not be a soft landing. That
statement may translate into the Fed being more concerned about inflation than they are about
possibly driving the economy into a recession. This could lead to them overcorrecting, and if they do a
poor job of communicating it, it could make a bad situation worse. 
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No real relief from inflation

https://www.cnbc.com/2022/05/11/cpi-april-2022.html
https://bankingjournal.aba.com/2022/05/producer-prices-rose-0-5-in-april/#:~:text=The%20Producer%20Price%20Index%20for,12%20months%20ended%20April%202022.
https://www.wibw.com/2022/05/13/skyrocketing-gas-prices-hit-another-all-time-high-friday/
https://www.wibw.com/2022/05/13/skyrocketing-gas-prices-hit-another-all-time-high-friday/
https://www.federalreserve.gov/newsevents/pressreleases/monetary20220504b.htm
https://www.theguardian.com/business/2022/may/04/fed-rate-increase-inflation
https://www.theguardian.com/business/2022/may/04/fed-rate-increase-inflation
https://www.cnbc.com/2022/05/12/federal-reserve-chairman-jerome-powell-confirmed-by-senate-for-a-second-term.html
https://www.cnbc.com/2022/05/12/powell-says-he-cant-guarantee-a-soft-landing-as-the-fed-looks-to-control-inflation.html
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Given our current mess and since the Fed hasn’t begun to wind down its balance sheet, another
unanticipated 2% rise in rates will likely have a negative effect on bonds and the housing market. We
recently had the lowest consumer confidence reading in 11 years, the war in Ukraine is still raging, oil is
still at $110 per barrel, and the 10-year U.S. Treasury yield is still close to 3%. Gross domestic product
(GDP) growth is slowing, and we have only raised rates from 0 to 75 basis points while the market is
down nearly 20%. I believe we need to raise rates closer to 5% to get inflation in check. Some of that is
already priced into the market — but not all. The market still thinks we’ll be at 2%-3% on interest rates.
Based on that assumption, there could be more downside in the near term, although we may be closer
to the bottom than most think. Once we do hit rock bottom, it’s anyone’s guess how long we will linger
there before we start our upward climb.

Markets need to see the light at the end of the tunnel

The recent market volatility can act as an indicator of how soon we could see a settling of the market
and a potential change in its direction. There are still lots of headwinds, but after a rough week,
markets rallied late Thursday into Friday. We shouldn’t make much of it, though, as we were bound to
move up after so many down days.

Here’s one take: As we neared 3,850 on the S&P 500, the algorithms kicked in, and the computers
started buying. The 3,850 level would have marked a 20% decline for the S&P 500 from all-time highs,
so it was an important psychological threshold. We had similar resistance at 4,200 before the market
gave that up. This is the kind of pain we will keep seeing until all the speculators and “traders” have
given up. This is a tender market, and we have yet to see a day or week where the market hits the
deck and just sits there at a real bottom. You can see it on days when we start strong and fade into
the close or rally midday only to see the gains evaporate.

The “traders” and “dip-buyers” need to step back. For investors, it’s important to avoid chasing your tail
or letting the daily ups and downs rattle your plans. If you succumb, all you will do is lock in losses that
may soon revert, as has happened in the past. The human element is the wildest of cards, and that’s
why people buy high and sell low and destroy wealth. There will be brighter days ahead; ask yourself
why you invest for the long term and if you feel the markets will be higher next year or three years
from now. Stay calm and focused. You have a plan and an advisor to help you execute that plan!

Coming this week

Last week’s readings did not yield the desired declines in the inflation rate. This week’s data will be
light, and earnings are coming to an end. So don’t hold out hope for help on that front.

We have more Fed governors speaking this week. In the absence of data or significant earnings,
there will be way more speculation, which could lead to continued volatility.

Retail sales numbers will come out this week. They should continue to be strong, which contributes
to inflationary pressures.

Mortgage applications and new home sales data are scheduled for Wednesday. We should see a
slowdown in this area. With conventional 30-year rates at well over 5%, existing home sales data
on Thursday may also show a slowdown.

Finally, also on Thursday, we will have leading indicators and a pretty big bond auction. Both of
these could add to additional volatility.

https://www.foxbusiness.com/economy/consumer-confidence-sinks-may-inflation
https://markets.businessinsider.com/commodities/oil-price?type=wti
https://www.cnbc.com/quotes/US10Y
https://www.forbes.com/sites/sergeiklebnikov/2022/05/12/dow-falls-600-points-sp-500-hits-new-2022-low-as-staggering-market-losses-continue/?sh=2071e51a1bef
https://www.cnbc.com/2022/05/12/stock-futures-open-to-close-bear-market.html
https://www.marketwatch.com/investing/index/spx
https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040822.pdf
https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040822.pdf
https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040822.pdf
https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040822.pdf
https://www.bankrate.com/mortgages/todays-rates/mortgage-rates-for-friday-may-13-2022/
https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040822.pdf
https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040822.pdf
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AE Wealth Management, LLC ("AEWM") is an SEC Registered Investment Adviser (RIA) located in Topeka, Kansas.
Registration does not denote any level of skill or qualification. The advisory firm providing you this report is an
independent financial services firm and is not an affiliate company of AE Wealth Management, LLC. AEWM works
with a variety of independent advisors. Some of the advisors are Investment Adviser Representatives (IAR) who
provide investment advisory services through AEWM. Some of the advisors are Registered Investment Advisers
providing investment advisory services that incorporate some of the products available through AEWM. 

Information regarding the RIA offering the investment advisory services can be found on
https://brokercheck.finra.org/.

Investing involves risk, including the potential loss of principal. No investment strategy can guarantee a profit or
protect against loss in periods of declining values.

The information and opinions contained herein, provided by third parties, have been obtained from sources
believed to be reliable, but accuracy and completeness cannot be guaranteed by AE Wealth Management. 

This information is not intended to be used as the sole basis for financial decisions, nor should it be construed as
advice designed to meet the particular needs of an individual's situation. None of the information contained herein
shall constitute an offer to sell or solicit any offer to buy a security or insurance product.
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