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Stocks fell for a third straight week, as Fed Chair Jerome
Powell's mixed but upbeat message could not offset the anxiety
caused by the Middle East conflict.

Stocks Retreat

Markets began the week rattled by further escalation in the
Middle East over the weekend. A bit of good news punctuated
an otherwise sour Monday, as a stronger-than-expected retail
sales report showed consumers were spending despite rising
inflation.?

On Tuesday, remarks from Fed Chair Jerome Powell indicated a
shift in thinking—from being confident to not-so-confident
about interest rate cuts in 2024. He said rates might need to
stay higher until the Fed meets their 2% inflation target.3*

On Friday, the markets saw further declines, but investors were
somewhat reassured by the perception that Thursday's
retaliatory actions in the Middle East were restricted in scope.”



MARKET
INSIGHTS

T s

CHARTS

Weekly Market Insights (WMI)

Major Index Return Summary

S TH 1M TR YT TR
,?L_::-:—::“ Industrial 0.01% -2.79% 1.37%
MSCI EAFE -2.33% -3.59% 0.99%
Nasdag Composite 552%  -544%  2.01%
S&P 500 -3.05% -3.98% 4.58%

S&P 500 Daily Close

VAL
SEP 500 (*SPX) Level 4967 .23

Agw 20, DO24, 11:38 AM EDT Powered by W C HARTS

10-Year Note Review

Indicator Marmes Latesi Value 11 Agc M Change
g TP
A .
10 Year Treasury Rate 4.62% 4.30% T.44% &
O 1202 4.15%: 11.33% &

3.60% 28 33% A



Silver Linings

When stocks are in a downtrend, it’s important to keep
perspective and realize that markets move in cycles. Here are a
couple of bright spots from last week and perhaps some good
news that may influence trading in the week ahead:

. While Chair Powell said last week that the Fed may keep
rates higher for longer, he also said the Fed does not
intend to raise rates for now.

. Despite inflation concerns, individuals were in a spending
mood in March. Retail sales increased 0.7% for the month,
more than twice the consensus forecast.

. “Earning season” picks up during the next four weeks. For
the week ending April 26, more than 800 companies will
give updates on business conditions in Q1.°

This Week: Key Economic Data

Tuesday: PMI Composite. New Home Sales.
Wednesday: EIA Petroleum Status Report. Durable Goods.
Survey of Business Uncertainty.

Thursday: Gross Domestic Product (GDP). International Trade in
Goods (Advance). Jobless Claims. Pending Home Sales.
Friday: Personal Income & Outlays. Consumer Sentiment.
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“World peace must develop from inner peace. Peace is not just
mere absence of violence. Peace is, | think, the manifestation of
human compassion.”

— Dalai Lama XIV
2
Of Note ¢
¥/ : _ i e

The Consumer Price Index (CPI) drives markets and motivates
policy, but it is nothing but speculation, estimation and wild
guesses. The CPI generally understates rising prices. The
formula is designed to do so, and in the 1990s, the government
made it even worse.

In 1998, the Bureau of Labor Statistics (BLS) followed the
recommendations of the Boskin Commission, a committee
appointed by the Senate in 1995. Initially called the “Advisory
Commission to Study the Consumer Price Index,” its job was to
study possible bias in the computation of the CPI.
Unsurprisingly, it determined that the index overstated inflation
— by about 1.1% per year in 1996 and about 1.3% prior to



1996. The 1998 changes to CPl were meant to address this
“issue” by ensuring the formula consistently spits out a smaller
number.

In effect, the government cooked the books. If we used the
1970s formula today, the CPI would approximately double.
That’s not to say that the 1970s formula accurately reflected
rising prices. The entire process is suspect. The BLS builds in all
kinds of geometric weighting, substitution and hedonics into
the calculation. By manipulating the numbers in the formula,
the government can basically create an index that outputs
whatever it wants.

A close look at how the BLS calculates rental costs provides a
good example. Owner equivalent rent is supposed to reflect the
amount of money a homeowner would have to pay in rent to
live in the same house. The Bureau of Labor Statistics
determines this number in a survey, asking homeowners, “If
someone were to rent your home today, how much do you
think it would rent for monthly, unfurnished and without
utilities?” It is literally nothing more than the opinion of the
homeowner. It has virtually no correlation to the actual cost of
the home. In fact, during the early stages of the latest price
inflation surge, CPl only showed modest rises in rent even as
actual rental costs skyrocketed.

In October, the BLS made an adjustment to the health insurance
CPI formula that resulted in a 1.1% increase in health insurance
costs. That’s a significant jump, but it wouldn’t surprise
anybody who has actually priced health insurance recently. But



the dirty little secret is the BLS made the adjustment because
the old formula reflected a 37% collapse in the cost of health
insurance between September 2022 and September 2023.
Through that 12-month period, according to the CPI, health
insurance costs fell an average of 4% every single month. This
dropped the health insurance CPI to 2018 levels. Does any sane
person living in the real world think health insurance costs
dropped 37% over the last year? Of course not! This means that
monthly CPl and core CPI were significantly understated for 12
straight months, and the annual numbers will carry this
distortion forward for the next year.

But don’t fret; the BLS “fixed” the problem. In October, it
introduced adjustments that will raise the CPI cost of health
insurance over the next 12 months. As Wolfstreet put it, “The
BLS has turned the health insurance CPI into chickensh!t.”
Here’s what happened. This ignominious fiasco of an important
metric within the CPI data occurred because the model that the
BLS used to estimate the health insurance CPI — the ‘retained
earnings method’ — after working reasonably well for years,
blew up amid the distortions and money flows during the
pandemic. “Rather than coming up with an alternative estimate
right away, back in 2021 when these issues became apparent,
the BLS let this fiasco run for two years, overestimating by a
moderate amount health insurance inflation in 2022, and
causing health insurance CPI to just collapse over the past 12
months through September 2023, back to 2018 levels.”

And this was just a tweak. The BLS didn’t rework the formula. It
continues to use the same “retained earnings” method that
blew up back in 2020. If the BLS blew it this badly on health



insurance, why should we believe what it tells us about the cost
of food, energy or anything else?

This debacle reveals the sham that is the CPI. It is detached
from reality. And yet economists, financial analysts and
policymakers treat this data as if it was handed down from
heaven on stone tablets.’
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