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Although there were no big surprises in either the PPI data yesterday or the CPI data this morning, 
the downward trend of inflation seems to have halted. The overall CPI for January came in up 0.2%, 
one tenth below expectations, and the core printed at consensus, up 0.2%. But small revisions to past 
data actually raised the year over year CPI core to 2.3%, the highest since September 2008 and the 
fifteenth consecutive month without a decrease in year-over-year levels. With oil prices continuing to 
rise, the forward looking price data do not indicate that inflation will be coming in below the 2% PCE 
target recently confirmed by the Federal Reserve. As a result, the probability of a third quantitative 
easing, already low because of the improving economic data, has just about been snuffed out. The 
minutes of the FOMC meeting released on Wednesday did not reveal any new information about 
FOMC intentions; there are some members that believe that another round of QE is justified now, 
but the majority does not – and will not unless economic growth and inflation turn back down.

Recent economic data have indeed become even more favorable. Jobless claims plunged below 
350k last month, the lowest since the spring of 2008 when the sub-prime crisis was just heating up. 
Housing starts surprised again on the upside and although the increase in January was in multifamily 
dwellings, there are definite signs that housing has turned the corner.

None of this data has yet boosted first quarter GDP growth; indeed the slightly higher than expected 
CPI reduced some forecasters estimates of growth by few tenths and current estimates center around 
2.0%. Nonetheless, the firmness in consumer prices, in the face of muted wage increases augurs well 
for corporate margins and profits looking forward. Indeed as I am writing this commentary the S&P 
500 is within 3 points of its April, 29, 2011 high of 1363, the highest level reached since the subprime 
crisis began. The Dow Industrial Average has already penetrated that high as concern about Greece 
recedes. Despite the back-and-forth accusations between the Greeks, Germans, and the rest of the 
EU, a deal will be done on the Greek debt well before the March 20 deadline. Although one might 
argue that this agreement just “kicks the can down the road,” that road appears long enough for 
bulls to take over this market.
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