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What Peak Inflation Does (and Doesn’t) Mean
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If you were following the flow of economic data releases this week you probably took note of the
Consumer Price Index release on Tuesday, from the Bureau of Labor Statistics. The CPI, of course, has
been the talk of the town within the last year as inflation has soared to levels not seen since the early
1980s. And this month was no exception; the March headline CPI, including those volatile categories of
energy and food items, jumped by 8.6 percent compared to March 2021 — a new 40-year record.

You may have also noticed that stocks rose quite briskly on Tuesday, and if you tuned into what the talking
heads were chattering about on CNBC you would have heard the phrase “peak inflation” over and over
again. Financial news groupthink being what it is, it didn’t take too long for “peak inflation” to morph into
“peak Fed” and suddenly it might have seemed like all the problems we’ve been dealing with so far this
year are about to go away. Right? Or is it not that simple?

Points of Comparison

The chart below shows the change in the Consume Price Index over the last three years. We present two
ways of looking at inflation: how much it has changed from twelve months ago to today (called year-on-
year or YoY), and how much it changes from one month to the next (month-on-month or, quaintly, MoM).

US Consumer Price Inflation (Year-on-Year and Month-on-Month)
Last Three Years
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The first thing we want to focus on here is the year-on-year number (in blue), because that is what all the
pundits are looking at when they talk about “peak inflation.” As you can see from the chart, year-on-year

inflation started to really pick up about a year ago, and it’s been mostly a straight line up since then. Why
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is that important? Because when we say that the headline YoY CPI number in March 2022 is 8.56 percent,
what we mean is that is how much prices have gone up since March 2021. When the BLS reports the April
number next month (May 11, if you want to make a note on your calendar) the point of comparison will
be April 2021, and so on. The point of comparison, in other words, will increasingly be reflecting that
accelerating inflation trend from the prior year — so the percentage gain should be more modest. “Year-
on-year headline inflation should not be trending above 8.6 percent in the coming months” is, therefore,
what the big story was on Tuesday and why it seemed to have a positive effect on investor sentiment.

MoM Has a Say

But that’s not the entire story. For that matter, it’s not even the most important story from the standpoint
of consumers dealing with the practical effects of inflation in their own lives. For that story let’s look at
the other number on the above chart —the month-on-month price change (the green line). What that line
shows is that prices in March, on average, were 1.24 percent higher than they were in February. That, in
turn, is the most that prices have risen in one single month over the last three years. Now, this being the
headline inflation number, the big drivers of the MoM increase were food and energy. March, you will
recall, was the first month to feel the added shock on energy prices coming from the war in Ukraine.

This number is likely to fluctuate in the months ahead, because food and energy prices in general are
more volatile than other categories of consumer goods (which in turn is why many economists prefer to
look at the core inflation number, which excludes these categories, for analyzing longer-term inflation
trends). But it is much less likely for anyone to confidently assert that the MoM trend has peaked. We
simply don’t know. There are likely to be ongoing pressures on both food and energy as long as the war
continues (which, sadly, is likely to be for a while). The Covid lockdown in Shanghai has closed one of the
world’s busiest ports and thus thrown yet another wrench in the troubled global supply chain network.
Consumer demand in the US still appears to be strong, though expectations of higher prices may be
starting to have a more pronounced effect on household budgets.

The point is that, while it is certainly good to have one measure of inflation looking like it has peaked, that
does not give any kind of “all-clear” signal. Nor does it mean that the Fed can relax, kick back and buy
more bonds to goose asset prices (which at the end of the day is what investors want more than anything).
Expectations remain that the Fed will be raising rates by 0.5 percent when the FOMC meets next month.
Yes, the supply chain problems and the other forces driving prices higher will eventually work themselves
out. But there is still a ways to go.
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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 MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter 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 newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
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he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and

fees is available for review upon request.

MVCM 2022 0021 Page 3 of 3

DOFU: April 2022



