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Lowest Rates in Months After Inflation Data, But
Volatility Risks Remain

There aren't many scheduled economic reports that are as hotly anticipated as was today's
Consumer Price Index (CPI).  The market's reaction more than validated the anticipation. 
What does all this mean for rates?

Inflation is always an important consideration for interest rates.  Higher inflation means
higher rates, all other things being equal and 2022 has seen the biggest spike in decades to the
highest inflation levels since the 80s and the highest mortgage rates in at least 20 years.

The market and consumers have been waiting for some sign of relief when it comes to rates. 
Rates, in turn, have been waiting for some sign of relief on inflation.  CPI is the most heavily
traded inflation report.  If there were only one place to receive an update on the fight against
inflation each month, CPI would be it.

For these reasons, it was no surprise that rates surged lower on November 10th when CPI
finally suggested a meaningful shift toward lower inflation levels.  But that was only one
report and we'd seen another false start a few months prior that cautioned against early
celebration. 

And so it fell to today's CPI data to confirm or reject the case presented back on November 10th. By coming in lower than the
November 10th data and also lower than the median economist's forecast, the confirmation was essentially provided, thus
paving the way for today's sharp drop in rates.

There are a few "yeah buts."  The first is/was that the improvement versus the previous month and the forecast was only one
tenth of one percent in monthly terms--perhaps not compelling enough to put the inflation anxiety to bed.  The second is that
the market still has one other big hurdle to clear this week in the form of tomorrow's Fed announcement.

If inflation is the noxious weed, the Fed is the gardener.  Will the Fed say "yeah, it looks like that weed is going to die and we
don't need to be too aggressive with it," or will they continue with what some would describe as a scorched earth campaign
against inflation? 

Reality will likely be somewhere in between.  The Fed will hike rates again tomorrow, but by only 0.50% instead of the recent
norm of 0.75%.  The market already knows this.  What it doesn't know is what sort of outlook the Fed will share for the rate
hike (and cut) path going forward.  This will be revealed at the same time as the rate hike announcement via the quarterly
release of the Fed's summary of economic projections.  Then, half an hour later, Fed Chair Powell holds a press conference
that also has the power to influence the rate market substantially.

Bottom line: by tomorrow afternoon, we'll have a much clearer sense of whether rates are willing and able to press into new
multi-month lows or if they're having second thoughts based on the Fed's outlook.  As for today, the morning's rates were
right in line with those multi-month lows, but most lenders raised rates slightly by mid-day as the bond market gave up some
of the more exuberant initial gains.
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