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Inflation Report Surprises Higher 
 

• Inflation disappoints investors, rising more than expected in August. 

• There are signs inflation will moderate soon and data may be lagging. 

• Volatility will remain as we continue forward in this rate hike cycle. 

The Labor Department released its long-awaited August Consumer Price Index (CPI) report, and it surprised 

investors that had been anticipating a weaker inflation reading. Headline CPI, which includes the more volatile 
food and energy categories, rose 8.3% from a year ago and 0.1% from the prior month. The consensus 
expectation was for a 0.1% monthly decline. However, the Federal Reserve historically does not put as much 

weight into headline CPI as it does core CPI. Core CPI, which excludes volatile food and energy categories, rose 
6.3% from a year ago and 0.6% month over month, exceeding expectations for a more modest 0.3% monthly 
increase. This new report likely cements at least a 0.75% interest rate hike next week when the Federal Reserve 

meets for the September FOMC meeting. Many investors had been anticipating inflation to fall month over month, 
bidding up stocks over the past week, hoping that easing inflation would allow the Fed to ease back on the pace 

of rate hikes. Stock markets are falling sharply today because higher than expected inflation could lead to a more 
aggressive Fed. 
 

Why are investors so surprised though, and why did they anticipate lower inflation figures? Perhaps they were 
just early. We have seen gasoline, used car prices, and airfares all retreat. Inventories, which were abnormally 
low for retailers a year ago, have risen this year. This could indicate future sales and price cuts as companies 

look to reduce inventories and get ready for new shipments. While the labor market is very strong with the 
unemployment rate at 3.7% and over 5 million more job openings than people looking for work, some companies 
are starting to reduce headcounts. A large retailer, the largest private employer in the United States, announced 

corporate layoffs last month and several employers ranging from automobile manufactures, cell phone 
companies and technology companies have also announced job cuts. This could tame inflation in the labor 
market, but we anticipate the labor market to remain healthy. Inflation data may just be lagging what is currently 

happening. 
 
One of the key metrics driving inflation higher is owners’ equivalent rent, which was up 0.7% on a month over 

month basis. This tends to lag home prices by a year, so we may not see this fall until well into next year. Home 
prices were on the rise until recently when mortgage rates jumped. Though higher mortgage rates increase the 
monthly payments for recently purchased homes.  Shelter, which also includes rents, makes up around 25% of 

CPI and 40% of core CPI. There may also be a lagged effect from outsized rent increases that lasted until earlier 
this year. 
 

As we continue through this rate hike cycle, we expect more stock and bond market volatility. The dance will 
continue as investors anticipate what the inflation data will be and what the Fed will do. It may be confusing too 
as investors may interpret good economic data to be bad news. Good economic data could mean more inflation 

and more rate hikes. Also, inflation will eventually fall, but perhaps not as much as expectations. While all this is 
going on, Fed officials will be speaking at events and investors will be hanging on virtually every word. Markets 
could rise after one official speaks and fall after another one speaks and vice versa. 

 
We will continue to focus on the data, especially labor data, as labor inflation tends to be more persistent. We 

will also be looking closely at shelter inflation, which may not slow until next year. Ultimately, the data will drive 
the Fed’s decisions going forward. As we go through this rate hike cycle, please continue to work with your 
financial professional to make sure you are properly diversified to help mitigate market volatility and your portfolio 

is aligned with your long-term investment objectives.  

 
  

 
  



 

 

This report is created by Cetera Investment Management LLC. For more insights and information from the 
team, follow @CeteraIM on Twitter. 

 

About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial 
Group®. Cetera Investment Management provides market perspectives, portfolio guidance, model 
management, and other investment advice to its affiliated broker-dealers, dually registered broker-dealers 
and registered investment advisers. 
 
About Cetera Financial Group 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, 
Cetera Advisors LLC, Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera 
Financial Institutions or Cetera Investors), Cetera Financial Specialists LLC, and First Allied Securities, Inc. 
All firms are members FINRA / SIPC. Located at 655 W. Broadway, 11th Floor, San Diego, CA  92101. 
 
Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage 
services and receive transaction-based compensation (commissions), Investment Adviser Representatives 
who offer only investment advisory services and receive fees based on assets, or both Registered 
Representatives and Investment Adviser Representatives, who can offer both types of services. 

The material contained in this document was authored by and is the property of Cetera Investment 
Management LLC. Cetera Investment Management provides investment management and advisory 
services to a number of programs sponsored by affiliated and non-affiliated registered investment advisers. 
Your registered representative or investment adviser representative is not registered with Cetera 
Investment Management and did not take part in the creation of this material. He or she may not be able to 
offer Cetera Investment Management portfolio management services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or 
legal advice to any individual without the benefit of direct and specific consultation with an investment 
adviser representative authorized to offer Cetera Investment Management services. Information contained 
herein shall not constitute an offer or a solicitation of any services. Past performance is not a guarantee of 
future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment 
Management LLC Form ADV disclosure brochure and the disclosure brochure for the registered investment 
adviser your adviser is registered with. Please consult with your adviser for his or her specific firm 
registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment 
advice. Investment decisions should not be based on this material since the information contained here is 
a singular update, and prudent investment decisions require the analysis of a much broader collection of 
facts and context. All information is believed to be from reliable sources; however, we make no 
representation as to its completeness or accuracy. The opinions expressed are as of the date published 
and may change without notice. Any forward-looking statements are based on assumptions, may not 
materialize, and are subject to revision. 

All economic and performance information is historical and not indicative of future results. The market 
indices discussed are not actively managed. Investors cannot directly invest in unmanaged indices. Please 
consult your financial advisor for more information. 

Additional risks are associated with international investing, such as currency fluctuations, political and 
economic instability, and differences in accounting standards. 
 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 
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