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Attached is the latest update of the “ESSENTIAL” Chart Deck I’ve been sending 
out The charts are current through Friday’s (1/6) monthly jobs report for 
December.  

Recall the curse: “Be careful what you wish for!” For years the Federal Reserve 
has been wishing to achieve a higher inflation rate. They are not alone. Central 
banks around the world have been “fighting” deflationary tendencies.  

Why? Three reasons come to mind. First, falling prices tend to be associated 
with weak economies (or at least, the perception of a weak economy). Second, 
there is the psychological effect of “money illusion.” If all prices fall by, say, 10%, 
AND incomes fall the same 10%, then one is not worse off (in terms of real 
purchasing power). There is, however, an inherent distaste to any decline in 
nominal income, so there is an illusory belief that one IS worse off. And third – 
and this may be the most important anti-deflation sentiment factor – virtually all 
debt is recorded in nominal terms, so any price level reduction increases the 
real burden of that debt. As we all know, there is a LOT of debt out there!  

The CPI, on a y/y basis, is currently registering a 1.7% rate of increase (12 
months ending November). The Fed’s target rate of inflation – not that I think 
this is the best idea – calls for 2% inflation.* So what’s the beef? Well, I expect 
that once the March 2017 inflation data is in, the CPI will easily show a 2.7% 
inflation rate. This is more an expression of arithmetic, as opposed to a 
forecast.  

* For the sake of argument, I am referring to the better known CPI measure of 
inflation instead of the more obscure personal consumption expenditures price 
index.  

Arithmetic? Yes. In any 12-month change calculation, a new month is always 
coming into the calculation and an old month (i.e., 12 months ago) is dropping 
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out. I can only make reasonable guesses what increases will be coming in over 
the next few months, BUT I know with 100% certainty what is dropping out of 
those calculations. For the December 2015 through March 2016 period, look at 
the monthly changes that will be dropping out (in monthly order): -0.11%, 
+0.03%, -0.17%, and +0.09%. So IF the December 2016 to March 2017 CPI 
index remained unchanged, the CPI’s y/y change ending March would rise a net 
+0.16%. But let’s say, conservatively, the monthly increases December through 
March are each +0.2%. That adds up to +0.8%. Sum the two influences and add 
that to the current 1.7% base – you get to +2.7%. Obviously, with rising energy 
prices PLUS shelter prices – the single biggest weight in the CPI -- tending to 
increase 0.3% per month, it would not be a stretch to get the 3% inflation.  

(Commodity price and producers prices indexes will be influenced by the same 
type of arithmetic.)  

It is amazing how many Wall Street gurus fail to do the simple arithmetic!  

A 3% inflation world would seem to be materially different from a 1.7% inflation 
world. In this new world will the Fed continue to be complacent? Will the bond 
market be as quiescent? Will workers (and politicians?) be demanding more 
wages to offset higher inflation? Will U.S. businesses become less competitive?  

And where does this stop? At 4.7% unemployment (December), the economy is 
nearing “full employment.” (Yeah, yeah; I know all the measurement issues 
associated with the published measure, but ALL measures of unemployment 
are down substantially.) Wage growth is picking up: +2.9% for the 12-months 
ending December. Home prices (Case-Shiller) are up 5.6% y/y. And over the 
last three months the price of copper is up 13%, the price of corn is up 18.5%, 
and the price of oil price is up 8% (based on month-end prices). A re-inflation 
cycle is underway. Are you ready for it? (Strategies re: cost of materials, 
inventory management, product/services pricing, labor practices, debt 
management, etc.)  

Worst chart: The industrial sector still lacks any forward momentum (see 
Charts #6b and #8b). This should soon change now that the inventory sales 
dynamic has transitioned to a positive configuration (see Chart #3).  

Best charts: The lack of widespread or even increasing corporate layoffs of 
weekly initial claims for unemployment compensation indicates that firms remain 
in a “hiring” mode (see Chart #2). Commodity prices continued to rebound (see 
Chart #9).  
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As I have previously indicated, this material is free – no strings attached. And 
you are free to copy and circulate these charts.  

Enjoy! Dr. Ken  

 

The ESSENTIAL Chart Deck for 
Tracking Business Conditions 

 
1.  The big-picture macroeconomic overview. 
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2.  The BEST macro leading indicator.   

 
 
3.  A leading indicator for manufacturing: total business sales growth (12 mo. %ch) 
versus total business inventory growth (12 mo. %ch). 
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4.  Leading edge sectors. 

 
 
5.  Credit market leading indicator. 
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6a. “Eyeball econometrics.”  Is an existing trend being violated: retail sales? 

 
 
6b. “Eyeball econometrics.”  Is an existing trend being violated: industrial production of 
manufacturing? 
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7a. Financial/credit risk: the TED spread (%). 

 
 
7b. Financial/credit risk: the Baa - Tbond spread (%). 
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8a. Short-term economic momentum: employment. 

 
 
8b. Short-term economic momentum: industrial production. 
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9.  Price trends. 

 
 
10.  Inflation trend. 
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11.  F/x rates. 

 
 
12.  Interest rates. 
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13.  Stock market: bull or bear market momentum? 
 

 
 


