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“Inflation” vs. Inflation
Do Bond Yields Predict the CPI?

(No. They do something even better.)
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Whose Inflation Expectations Best Predict
Inflation?
Randal Verbrugge and Saeed Zaman*
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Based on in-sample and out-of-sample predictive exercises, we
find that the expectations of professional economists and
businesses, as demonstrated by the Blue Chip and Atlanta Fed
measures, have provided substantially more accurate
predictions of CPI inflation one-year out compared to those of
households. The accuracy of the Cleveland Fed inflation
expectations model, which could be viewed as reflecting the
expectations of the financial markets, is somewhat behind
these other two measures.

Economic Commentary
Cleveland Federal Reserve, Number 2021-19
October 18, 2021
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ARTICLE
APRIL 2014

One hundred years of price change: the Consumer Price
Index and the American inflation experience

For 100 years now, the Consumer Price Index has measured price change in the U.S. economy. Breaking
the 100-year period into several distinct subperiods, this article examines major patterns and trends in
price change during each one and highlights notable features of the CPI data. Also discussed are the
reaction of the public and policymakers to the inflation of the day and the inflation experience of
Americans in each subperiod.

The year 2013 marked, in a sense, the 100th anniversary of the Consumer Price Index (CPI), because
1913 1s the first year for which official CPI data became available. For 100 years, the index has been a
‘major measure of consumer inflation in the U.S. economy, through war and peace, booms and
recessions. Over those 100 years, the general public and policymakers have focused almost constantly on

In retrospect, the early 1950s mark a turning point in the
American inflation experience. The decades leading up to the
Korean war era featured alternating periods of sharp inflation
and genuine deflation, with the former generating active
efforts to control prices and the latter generating fears of
recession and, sometimes, active efforts to raise prices.
Although severe inflation and even price controls would
return, the post—Korean war era would look different from
the 1941-1951 period, with less volatility and a near absence
of deflation.

Monthly Labor Review
Bureau of Labor Statistics
April 2014



ALHAMBRA

S

INVESTMENTS

www.alhambrapartners.com

Treasury Market Inflation Component

8.00

6.00 4

4.00 1

NOT
inflation

Implicit LT Yield Cap a s ]

——r——— ——— 4 !
T~ R /

I [ '

A n’ “ "

R 4 M

-~ [} ol

= e’ ' / !

- - LYY H

Bill Yield Cap 7 v

CPI (yiy)
=== Rates: LT UST Bonds
SoyearUST CMT
10yearUSTCMT
T-bill 3-month Equivalent

s —————

”,

0.00

1843

LU LR LR LR LR L LR LR LR LR R LR L LR LR LR LR L L

1945 1547 1545 1951 1953 1955

LLLLLLR LR LR LR LR LR LR LR LR LR LR LR LR L LR LR LR LR LR LR LR LR LR LR LR LR LR L LR LR

1957 1955 1961 1963 1965 1967 1965 1971 1973



www.alhambrapartners.com

Q% ALHAMBRA

INVESTMENTS

Treasury Market Inflation Component

8.00
CPI (yhy)

- === Rates: LT UST Bonds
SyearUST CMT 2
10yearUSTCMT

----- T-bill 3-month Equivalent

(N ) O

- /’ Feb 156
N LY A

2.00 L
July 1961

.0+ T T T T T T T T T T T T T T T T T T T T T T

1560 1961 1962 1563 1564 1965 1566 1567 1968 1565



www.alhambrapartners.com

ALHAMBRA

INVESTMENTS
Treasury Market Inflation Component
1200
L CPLvly)
= === Rates: LT UST Bonds
= Syear UST CMT
--------- 10-year UST CMT
O T-bill 3-month Equivalent
8.00 4
Mar 1971
6.00 . pesafesaecs /
Mar 1967 :
4.00 1
2.00 +



«,3% ALHAMBRA

www.alhambrapartners.com
INVESTMENTS
Treasury Market Inflation Component
6.00 ;
f 1
JURY CPI (yiy)
i ': Syear UST CMT
. 10-yearUSTCMT
7 T T-bill 3-month Equivalent o
' 4 o i M"':ﬁ"’“
: ' W
4.00 1 i H UG
\ I
\ ]
\ !
A o % 2
|' "l “ : . ...' 2013 taper
: ’ o IR >
' & H s 5% 2014-15
d ! ! v /
2.00 'l 4 \,lAP"-' : I’ ‘\
“ > June 2003 "2004 1, o B
o "- ! ::‘J' " A,
\ / L 1
1 ’ "o Z)
Sey ] ‘. "
\’~"l \ ," |
] ’ |
'. ]
<+ \ ~!
before 2008 1 LS T ]
000 1 |~
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

2019 2020 2021



&

1%

www.alhambrapartners.com

ALHAMBRA

INVESTMENTS

Inflation

Inflation is always and everywhere a monetary phenomenon in the sense that it is
and can be produced only by a more rapid increase in the quantity of money than in

output.

Milton Friedman
Counter-Revolution in Monetary Theory.
Wincott Memorial Lecture, Institute of Economic Affairs, Occasional paper 33.

1%

As a consequence, while of necessity it must be the case at the end of the day that
inflation has to be a monetary phenomenon, a decision to base policy on measures of
money presupposes that we can locate money. And that has become an increasingly

dubious proposition.

Alan Greenspan
FOMC Meeting Transcript
June 2000 10
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of money has grown slowly; high interest rates are a sign

that monetary policy has been easy-in the sense that the
quantity of money has grown rapidly. The broadest facts of

experience run in precisely the opposite direction from that
which the financial community and academic economists

have all generally taken for granted.
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“ It’s not that we don’t have ketchup. We have ketchup, but in different packages.
The strain on demand started when people stopped going to restaurants and they
were ordering takeout and home delivery. There would be a lot of packets in the

takeout orders. So we have bottles; we don’t have enough pouches. There were
pouches being sold on eBay.

Miguel Patricio, CEO of Kraft Heinz
Time Magazine Interview
June 13, 2021



&

ALHAMBRA

www.alhambrapartners.com

INVESTMENTS
China Imports
millions of USSs Imports; Iron Ores & Concentrates Aug '21:thisis just
£20.000 - NOTE: China's GACstarting with pollutioncontrol, right? —— p
: 2020 has combined lan & Feb
trade figures; for our purposes of
general comparison we've
separated Jan & Feb by dividing the
GACtotal for the two months in o" PRI
haif. @g of
i v<>° 10,000
$15,000 1 Sept 2020 & tons
\ ‘ O
g & - 11,000
\ ~ v
g uh [ 2 $
O O \ Mar 2021
ir 'I ‘\’, ‘\ B
\ on ore jm, /\ ' R
\ Ports N A Yoo AR
L Y qua '"!ty RHs ,’l \\ ’ \ . " \\ II \ ,’ o
$10000 1 A i A S o T / \ 4
\ ) ‘\ Pamg N ”\ y ! xom Vel - 9,000
‘\ Il \ II \\w—" \\ - 4 \I' v '4
ikt IR v X 2 1 Jan/Feb 2021
e ‘\ I'
o May 2020
v reopening
woridwide
8 =] =) - 8 =) =) - 8 8 =) = 8 8 8
o 2 o o (2 =] =) =) = = = = &~ & &~
= = o] = = = o] = = = = = = = =

21



www.alhambrapartners.com

INVESTMENTS

&P ALHAMBRA

Germany Foreign Trade, NSA

thousands
of USSs

- $120,000.000
$110.000,000

- $100,000.000

- $50.000.000

- $80,000.000

$70.000.000

Exports; in USSs- RHS

= === Exports; by weight

tons

-"‘-'-'l' x
1‘-"-'
PR ———
-
-‘l"v

-

T

Mar 2015

record highs by price in $s

(or €s); not even
close by volume

Rree

- 8000

- R0GIHE

- ROBI0E

FR0LT0E

- 80910

- R0ST0E

- R0PI0E

- ROENE

- R0TIHE

FR0TTE

- S0010E

- 80600

- S0'800C

- 80°LO0E

41,000,000

37,000,000

25,000,000

22



www.alhambrapartners.com

03% ALHAMBRA

INVESTMENTS
- - .
CPI Contributions US Industrial Production
140 - millions
CPI; Y/Y % change e ||\ Assemblies cff
Total Light Vehide Sales- RHS vehicles
SAAR
- 180
All OtherPrices
1 =otherE nergy
«Energy Services
1 Gasoline 110
=NewVehides
- 160
| mUsed Cars & Trucks

||
I 8.0-

140

millions of vehides

5.0 SAAR
s & &8 & & & & & 8§ = 5 § 3 &8 8 &8 & & 3 & § 8§
& & & & & & & & & & £ 2 = £ 2 2 2 2 § & & @
8 ] R 8 8] 8] ] R 3 8 8 8 R R R 8 B 8 ®8 ® &® B~



00 4 1300 -

i

1.00 1

www.alhambrapartners.com

‘5% ALHAMBRA

INVESTMENTS
CPI Contributions US Industrial Production

index values

CPI; Y/Y % change Jan 2020
e || ining, Quamying, and Oil
and Gas Extraction: Oil and

All OtherPrices Gas Extraction

= NewVehides

mUsed Cars & Trucks

1 Other Energy
Energy Services
| mGasoline
Illllllm
since lanuary 2020
N production levels are still

down 12.6%

%00

2021.01
2021.02
202103
2021.04
2021.05
2021.06
2021.07
202108
202100
221.10
2016.01
201607 7
201701 7
201707 7
21801 7
D807 7
201901 7
201907 7
202001 7
202007 7
202101 7
2021.07 7



Q% ALH AMBRA WWW.alhambrapartners,C()m

INVESTMENTS

“Inflation” vs. Inflation
Do Bond Yields Predict the CPI?

(No. They do something even better.)

C’()NCLUDE




