The Outlook: August 23, 2024

Facts always win . . . but boy, does it ever take a while.

This is a short story about, well, how the world works . .. and how us normal people think. Let’s go straight
to the moral of the story, then circle back for a quick glance at the plot.

Facts always win, in the end . . . but boy, does it ever take a while.

The latest example of this Golden Rule came along today—with Federal Reserve Chairman Jerome
Powell’s press conference, announcing that yes, finally, the Fed would begin to cut interest rates
soon. The market’s betting crowd celebrated, up 400 points; but it was kind of a ho-hum celebration . . .
because everyone’s known for months that the facts about today’s low inflation had finally won, and Mr.
Powell just couldn’t keep pretending otherwise. Those are the facts, below, under that plunging green
arrow.

CPI (Il1). "Excluding shelter, the headline and core inflation rates were only 1.8% and 1.7% y/y in July."
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Source: LSEG Datastream and © Yardeni Research.

Here's the “how the world works” and “how we’re inclined to think” part. The near-certainty that
inflation would fall has been clear for . . . at least a year, probably longer. Economist Scott Grannis led
from the front, on this subject, pointing out that the reported inflation numbers—stubbornly high—
which Mr. Powell was using as a reason to keep rates high, were very misleading. They wrongly
suggested high inflation because of one massive mistake in the way the CPl number is

constructed: using an imaginary thing called “Owners’ Equivalent Rent” to puff up the inflation numbers
by a factor of 100% or so.



So that was the fact about inflation . . . but boy, did it ever take a while to win. Mr. Grannis deserves a
tip of our hats for being first, being right, and sticking to his guns until that long “while” finally worked
itself out.

Why did Mr. Powell ignore that fact for a solid year or more? Well, we humans are inclined to study
things, then come to the conclusion we felt like coming to in the first place. Mr. Powell pooh-poohed
the certainty of skyrocketing inflation, in 2020-2021, for a long time: as if flooding the Lockdown
economy with printed money would have no consequences. But the fact of rocketing inflation finally
came along, and Mr. Powell was embarrassed—so the only thing to do was to become an “Inflation
Warrior” to regain face. The fact of falling inflation just didn’t matter as much to Mr. Powell as making
sure he regained his reputation as a competent Fed Chairman—so for a solid year he stuck with the
conclusion he felt like reaching . . . that inflation was still high and stubborn.

Today the facts won, as they always do eventually. The lesson for us investors is always to believe they
will win . . . and always to expect it’ll take a teeth-gritting long time.
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The remarks above aren’t a general recommendation to buy or sell particular securities. Such decisions
should only be made in the context of an investor’s own circumstances. Stocks and bonds carry the risk
of loss.



