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As Goes Rent Goes Inflation

On a few occasions, we have shared data on the differences between real-time rent inflation
versus the rental price index used in CPI. In a nutshell, almost all private sector rent indexes are
flat to slightly lower. However, the CPI rent index is growing by 0.4% monthly, or nearly 5%
annualized. In a telling article, Axios shines a light on what is happening. Most rental agreements
are for one-year terms. Therefore, approximately only 1/12t of them come up for renewal in any
given month. The CPI index takes the weighted average of the 12 months. Most private rent
indexes are based on current asking rates.

So, if CPI-rent lags, what can we expect? The graph below from Axios speaks volumes about what
will likely happen to the CPI rent index. Axios compares CPI rent to the BLS gauge of new tenant
rent prices. This is like comparing monthly inflation rates to year-over-year inflation rates. Monthly
CPI is more volatile than a 12-month average but provides more insight into recent inflation rates.
Likewise, the current month of new rental prices are more volatile, but tell us more about the actual
state of prices. New tenant rents were down by 0.4% last month or -4.7% annualized. CPI rent rose
by 0.45% or +5.3% annually.

We suspect the CPI rent index will follow new tenant rents in the coming months. Rent and imputed
rents comprise a third of CPI. If CPI rents fall to actual levels, CPI will likely be at or below the
Fed?s 2% target.



Year-over-year change in select rent indexes

Quarterty; 42 2005 to 04 2023

+15%

i@

New Tenant

bt |

2010 2015 2020

Data: Bureau of Labor Statistics; Note: Chart shows "New Tenant Rent Index" and "All Tenant Regressed Rent Index"; Chart: Axios Visuals

What To Watch Today

Earnings


https://realinvestmentadvice.com/wp-content/uploads/2024/01/new-rent-index.png

. Fiscal Quarter  Consensus EPS* Last Year's Report Last Year's

Time Symbol  Company Name Market Cap Ending Forecast #Of Ests Date Eps
@ RYAAY Ryanair Holdings ple §147 824628000 Dec/2023 §0.35 3 1/30/2023 5095

Sumitomo Mitsui
@ SMFG Financial Group Inc 570779648253 Dec/2023 N/A 1/30/2023 5025
@ NUE Nucor Corporation 842048073125 Dec/2023 §2.83 4 1/26/2023 5489
) v PeMEOCO  grasigan Doz 404 i s B0
) ARE NexandiaRealEstale o1 1766770 pecons 229 5 13008 %M

Equifies, Inc.
9 PHG Koninklijke Philips NV, $20229.978094 Dec/2023 041 1 1/30/2023 8042
@ GGG Graco Inc. §14274 407756 Dec/2023 5079 7 1/30/2023 5073
§! BEN Franklin Resources, Inc. — $13,591,178899  Dec/2023 80.57 7 1/30/2023 8051
) ELS E]qcu'm'mlepmpemes' $12367157470 Dec/2023  $072 2 130208 $066
@ FFIV F&, Inc. §11,024339439 Dec/2023 5207 7 1/24/2023 §1.65
&) CLF Cleveland-Clffsinc. ~ $9,294496091  Dec/2023 (3007) 6 2/13/2023 (30.30)
) WWD Woodward, Inc. $8183569873  Dec/2023 §1.10 5 1/30/2023 80.49
{ SOFI SoFi Technologies, Inc. ~ $7,334381785  Dec/2023 80 10 1/30/2023 (50.08)
@ CR Crane Company 86455869,132  Dec/2023 50.81 4 N/A N/A
@ WHR Whirlpool Corporation ~ $6,268,053,566  Dec/2023 53.64 4 1/30/2023 $3.89
@ CADE Cadence Bank §5,365404833  Dec/2023 80.53 ] 1/30/2023 80.78
@ CLS Celestica, Inc. §3784893840  Dec/2023 S0.68 1 1/25/2023 $0.56
@ PCH PotlatchDeltic Corporation $3,680,108,680  Dec/2023 s0.02 3 1/30/2023 8012
#) ServisFirst Bancshares,
;,} SFBS Inc §3582378,537  Dec/2023 80.87 2 1/23/2023 §1.24
@ SANM Sanmina Corporation 52916976812  Dec/2023 $1.05 1 1/30/2023 §1.49
{f}' CALX Caliy, Inc §2899467276  Dec/2023 §0.16 4 1/25/2023 5018

. Fiscal Quarter  Consensus EPS* Last Year's Report Last Year's

Time Symbol ~ Company Name Market Cap Ending Forecast #0f Ests Date Eps
@ RYAAY Ryanair Holdings plc §147 824,628,000 Dec/2023 50.35 3 1/30/2023 5095
0 g Sumitomohts §70779,648253 Dec/2023 N/A 10208 025

Financial Group Inc e '
@ NUE Nucor Corparation 842048073125 Dec/2023 52.83 4 1/26/2023 54.89
) v PMOOCTRIE  samgan b ot i 18 B0
i Alexandria Real Estate
Q ARE Equites Inc §21447 366779 Dec/2023 8229 5 1/30/2023 8214
B! PHG Koninklijke Philips NV, $20229,978,094 Dec/2023 5041 1 1/30/2023 5042
@ GGG Graco Inc. §14274 407756 Dec/2023 80,79 7 1/30/2023 8073
9 BEN Franklin Resources, Inc. ~ $13,591,178899 Dec/2023 80.57 7 1/30/2023 $0.51
) LS ﬁ”'m'femlepmpe’t'es' §12367157370 Dec/03 072 2 1/30/2023 $0.66
4.'”1| rrng CC ln~ B11 074 990 A0 Dias 0009 s wd ri 494 000 &t 20


https://realinvestmentadvice.com/wp-content/uploads/2024/01/image-88.png

Economy
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Market Trading Update

Friday?s commentary discussed the continued rally in the market and the breakout to new highs.
We also detailed some potential correction levels when one eventually occurs. To wit:

?The first is the 23.6% retracement, coinciding with the 50-DMA. This is the most logical
support level for a short-term correction to reduce overbought conditions. If more selling
pressure comes to bear, then the 38.2% retracement, which was also the break out of
the short-term consolidation heading into December, should provide support. The 50%
retracement is the least likely at the current time. However, it will most likely be tested
during a deeper correction back to the 200-DMA this summer.?

The MACD ?buy signal? is firmly intact, although at a high level, suggesting the bullish bias
remains. While the market is overbought in the short term, corrections will likely remain mild with
4800, where the market broke out, remaining essential support.
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The ongoing advance remains within a trend channel from the October 2023 lows. We continue to
recommend maintaining exposure to equity risk, but be aware the current advance is getting rather
long concerning time. As stated, the market will have a correction sometime over the next few
months. Such will provide a better entry point for increasing exposure.

Nonetheless, the market continues its advance, but as we showed last week, it is back to the
Mega-caps leading the way, with everything else lagging.
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| am unsure what eventually causes the rotation, but one will occur. Hopefully, more defensive
positioning will reduce portfolio volatility when that correction occurs.
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The Week Ahead

There is a lot of news and data for investors to digest this week. On the economic front, JOLTS,
ADP, and the BLS labor report on Friday will update us on the health of the labor markets. Given
that jobless claims remain historically low, we should expect relative strength in this set of
numbers. However, seasonal adjustments will again plague the data, as post-holiday labor patterns
can significantly affect the reports. We will also keep a close eye on the ISM Manufacturing survey.
The New York, Philadelphia, and Richmond Fed regional surveys took a decided turn for the
worse. Do they reflect a national trend, or is their weakness primarily related to activity on the East
Coast?

The Fed meets on Wednesday. The market is pricing in a very slim chance of a rate cut. We also
expect very little change to their statement and no policy actions. However, we will listen closely to
Powell for his views on liquidity and what may portend for rate cuts and QT. The Fed has been
informally discussing tapering QT. Accordingly, a more formal notice could come at this meeting.

Earnings for some of the largest companies will be released throughout the week. As the graphic
from The Transcript shows, Google, Microsoft, GM, MasterCard, Amazon, Apple, Meta, and Exxon,
among many others, will report earnings.
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PCE Inflation and GDP Prices

As expected, the Fed?s preferred inflation index, Core PCE Prices, rose 0.17% in December. This
is the sixth month in the last seven, where monthly inflation has printed at an annualized rate equal
to or below the Fed?s 2.00% target. While year-over-year core PCE inflation is still relatively high at
2.9%, the 6-month annualized rate is 1.9%, and the 3-month rate is 1.5% annualized. Similarly, as
we wrote in the opening, the more recent data leads year-over-year data.

The PCE price index used to convert nominal GDP to the well-followed real GDP only rose 1.5%
annually. That was much lower than expectations of 2.3% and the prior quarter?s reading of 3.3%.
Consequently, real GDP beat expectations by 1%.
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Tweet of the Day
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?Want to have better long-term success in managing your portfolio? Here are our 15-trading rules
for managing market risks.?
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Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.
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