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MARKET UPDATE

Equities are higher to start the week Monday, September 12th as the
financial markets await a crucial inflation report (CPI) set to be released
on Tuesday morning before the open. In addition, the markets are
focusing on next week’s FOMC meeting announcement on Wednesday
(Sept. 21st) where the Fed is expected to deliver its third consecutive 0.75
percentage point rate hike in its continued effort to combat high inflation.
The move would push the current Fed Funds rate of 2.25-2.50% up to
3.00-3.25%. It will mark the first time the Fed Funds rate has been above
3% since 2008.

Last week, the major U.S. equity averages climbed 3-4% as bond yields
turned lower and oil prices fell to $86/barrel. Investors reacted positively to
comments by Fed Vice Chair Lael Brainard, who reiterated the Fed’s
commitment to stopping inflation but importantly acknowledged the risks of
hiking rates too high with regards to damaging the economy.

Last week’s move higher put the S&P 500’s year-to-date decline at
-14.7% through Friday, September 9th.

The August CPI report, set to release before the opening bell on Tuesday
September 13th, is expected to show a -0.1% drop month-over-month due
to declining energy prices from the month before (see chart below). The
year-over-year number is expected to come in at 8.1% from 8.5%
previously in July. Any downside surprises to these inflation numbers
would greatly help the markets here, while any upside surprises would
likely hurt market sentiment. While 7-8% inflation is still way too high,
remember, the equity markets are forward looking so at least finding a top
in the inflation cycle can be beneficial for equities despite it being still
painful for consumers.

GAS PRICES

A much-needed reprieve at the pump will likely help cool the August CPI
inflation reading set to release Tuesday morning. This chart is the national
average price-per-gallon of unleaded gas. The price is getting close to its
level seen before Russia invaded Ukraine in February of 2022.

TEST YOUR MONEY KNOWLEDGE

1. Which of the following is the best definition for a “junk bond?”

A) A bond that is rated as “below investment-grade” by rating agencies 
B) A bond that has declined dramatically in value 
C) A bond that has defaulted 
D) A bond that is not regulated

2. Which is the best definition of “selling short?”

A) Selling shares of a stock shortly after buying it 
B) Selling shares of a stock before it has reached its peak 
C) Selling shares of a stock at a loss 
D) Selling borrowed shares of a stock

WHAT WE ARE WATCHING

The following economic data is slated to be released during the week
ahead:

Monday: ---

Tuesday: CPI - Consumer price index (Aug.), NFIB Small Business
Optimism (Aug.)

Wednesday:

Thursday: Retail sales (Aug.), Industrial Production (Aug.), Initial jobless
claims

Friday: U. of Mich. Consumer Sentiment Index (Sept.)

MARKET SUPPORT

The key level of resistance to watch for the S&P 500 is at around 3,900.

Recall these are key technical levels we look for the market to either hold
or push through when look at the potential for future moves. Common
support levels can be the 50- and 200-day moving averages as well as
other technical levels such as previous market highs or lows.

Trivia Answers

1. Answer is A

“Junk” or “high-yield” bonds are issued by companies with poor credit
ratings, meaning that compared with better-rated “investment-grade”
bonds, the risk is greater that these companies will default on their interest
payments or even go bankrupt and be unable to redeem their bonds when
they mature. To attract investors, “junk” bonds pay higher yields than
higher-graded corporate bonds.

2. Answer is D 

Short selling involves borrowing stock from a broker through a margin
account and selling it, with the understanding that it must later be bought
back and returned to the broker. If the stock declines in value, as the short
seller hopes, the investor will profit since the value of the stock borrowed
and sold would be higher than the stock subsequently purchased and
returned to the broker. However, if the stock rises in value, the investor
must pay the difference to make good on the stock owed to the broker.

NEW VIDEOS!

Watch on the JFG YouTube Channel
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