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The Consumer Price Index 
(CPI) increased at a 7.5% 
annual rate in January, ver-
sus a consensus expectation 
of 7.3%.  This represented 
the fastest rise since 1982, as 
well as an acceleration from 
7.0% in December.  

The increase in prices was 
realized broadly across cat-
egories with certain catego-
ries such as energy, new and 
used cars, and meats within 
at-home food seeing double-

1. Inflation Remains Elevated
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digit increases.  These price increases are having an im-
pact on the consumers with current estimates that the 
incremental monthly year-over-year spending equates to 
nearly $300 per household.  Short-term and long-term 
interest rates both rose following the release of the data.  
The assumption is that the data supports a more hawkish 
tightening of interest rates by the Federal Reserve.

The goal of raising rates will be to curb inflation by in-
creasing the cost of borrowing to consumers and busi-
nesses with an expectation that will dampen demand and 
economic activity.  Prices for goods and services typically 
go up when demand rises and down, or at least stabilize, 
when demand falls. The unknown currently is how much 
raising interest rates will have on inflation that to a large 
extent has been driven by supply constraints and a catch-
up for deferred spending due to the pandemic.  Inflation 
driven by these factors may be less sensitive to the Federal 
Reserve raising rates in the near term, but their impact 
should lessen as their underlying causes are addressed. 



The Federal Reserve’s mission will be to thread the needle to balance the need to curb inflation, while not putting 
the brake on too hard in order to maintain a healthy economy and job market.

2. Oil Prices Hit Recent Highs

At the top of the items driving inflation has been rising energy costs.  In the past month, crude oil prices surpassed 
$90 a barrel as demand continues to bounce back from the pandemic, while supplies around the world lag re-
sulting in low inventories.  The key determinant of the volatility in oil prices has been the large changes in global 
production and consumption during 2020 and 2021.

Prior to the pandemic, demand and production for oil were roughly in balance with production even surpassing 
consumption in 2018 and 2019 putting downward pressure on prices.  This dynamic, followed by the pandemic, 
which saw a significant drop off in demand, led to lower investment and curtailed production.

Coming out of the pandemic, 2021 saw the demand versus supply dynamic reverse with demand outstripping 
supply.  A change in this dynamic will likely reverse, or at least halt, the ongoing rise in prices.

The US Energy Information Administration currently projects that global production can ramp up during 2022 
and into 2023 and surpass consumption, resulting in a restocking of inventories and directionally lower prices.  
The timing of the production change and impact on prices, though, is unknown.  While a likely eventuality, factors 
influencing the timing may be geopolitics (Ukraine & Russia), removal of restrictions on Iran, OPEC policy, and 
reacceleration of investment in US shale production.

In any case, an eventual pullback in energy prices will be an important factor in curbing inflation and likely con-
tributor to getting long-term inflation back to the Federal Reserve’s policy target of 2%.
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3. Covid Cases Well Off Recent Peak Level

Covid cases have pulled well off the record levels for the pandemic realized during January of this year.  Luckily, 
the Omicron variant that precipitated the latest surge, while the most contagious, has also been the least virulent.  
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The pull back in cases is leading to the relaxation of many restrictions both domestically and internationally.  This 
could be a welcome boost for the economy and perhaps as important a reduction to ongoing supply chain con-
straints.  Longer-term, the hope is that the latest Omicron surge coupled with vaccination efforts will have helped 
lead to greater natural immunity, reducing the impact of Covid in the near future.

Thinking Ahead
This week’s data releases confirmed that inflation, for the time being, is well entrenched.  As such, inflation and 
the pending response by the Federal Reserve will continue to be a factor in the near-term direction and volatility 
in the markets.  Longer-term, factors contributing to inflation, including energy prices and Covid, will likely see 
their impact mitigated. Identifying businesses to benefit from positive long-term fundamental trends will continue 
to be a focus.

Pallas Capital Advisors will continue to monitor economic, political, and corporate data for implications to 
markets.

The information contained herein is for informational purposes only, is not personalized investment advice and should not be construed as a recommendation to pur-
chase or sell any particular security, sector or strategy to any individual person or entity. The decision to review or consider the purchase or sale of any security, sector or 
strategy mentioned should not be undertaken without consideration of your personal financial information, investment objectives and risk tolerance with your financial 
professional. Past performance should not be considered as an indicator of future results. 

Investment Advice offered through Pallas Capital Advisors LLC, a registered investment advisor.


