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 The Inflation Question: Encouraging 

 

Perception of inflation is as important for investors as actual inflation, especially when both collaborate. A survey for 

the New York Fed showed that consumer expectation for 12-month inflation is currently 3.6%, down from 3.7%, while 

5-year expectation fell to 2.7%. As a matter of fact, the swap market for bonds is presently suggesting that inflation in 

the month of November, 2024 will run at an annual rate of 2.1%, averaging 2.4% over the next 5 years. The market 

mood, meanwhile, was generally positive on Tuesday morning ahead of the Bureau of Labor Statistics inflation 

report, a sentiment confirmed by better than expected numbers. The October headline CPI rose 0.1% m/m with a y/y 

increase of 3.2%, while its core, which excludes food and energy, rose 0.3% for a y/y increase of 4.0%. Both gauges 

were lower than consensus. The latest Truflation number, which provides on a daily basis an accurate real-time 

inflation calculation, is 2.94%. Without shelter costs, inflation is right on target at 2.0%. 

 

Accordingly, there is a good reason to believe that the Fed may start cutting rates sooner than generally expected by 

the media, with the CME FedWatch Tool showing that traders pricing in the first cut in the 2nd quarter of 2024. With 

falling inflation rates and the high cost of money, real rates are rising fast while productivity is eating wage rate 

increases, making previous interest rate hikes more severe. The Fed is bound to take this under serious consideration. 

The big money-market banks certainly are doing so. Morgan Stanley, UBS and Goldman Sachs are all projecting rate 

cuts in 2024, and so am I. UBS is forecasting one as early as March. 

 

This report on inflation may end-up being a game-changer. The entire yield curve has changed dramatically over the 

past month, suggesting that 5% yields were indeed the cap. Yields on 2-year treasury notes, which are highly sensitive 

to monetary policy, fell 41 bps to 4.81%, while the yield on 5-year Treasury bonds, which is a reliable estimate of the 

neutral rate, decreased 53 bps to 4.44%, and the return on 10-year Treasuries, which reflects inflation expectations, 

declined 57 bps to 4.43%. The S&P 500 rose 86 points on Tuesday or 2.1%. 
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This publication is proprietary to Palos Management Inc. (along with its affiliate Palos Wealth Management Inc., “Palos”). This publication may 

be copied, downloaded, stored in a retrieval system, further transmitted, reproduced, disseminated, and/or transferred, in any form or by any 

means, but only as long as it is unaltered and attributed to Palos. This publication and its contents may not be sold or licensed without Palos’ 

written permission. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no 

representation or warranty, express or implied, is made or implied regarding accuracy or completeness. The information provided does not 

constitute investment advice and it should not be relied upon on as such. If you have received this communication in error, please notify us 

immediately by electronic mail or telephone. This document may contain certain forward-looking statements that are not guarantees of future 

performance and future results could be materially different. Past performance is not a guarantee of future performance. “S&P” is a registered 

trademark of The McGraw-Hill Companies, Inc. “TSX” is a registered trademark of TSX Inc. The Bloomberg USD High Yield Corporate Bond Index 

is a rules-based, market value weighted index engineered to measure publicly issued noninvestment grade USD fixed rate, taxable, corporate 

bonds. To be included in the index a security must have a minimum par amount of 250MM. Palos Funds are not available for non-Canadian 

residents. 
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