Inflation cooling now – but the situation is still tense
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Inflation has cooled from its 9% level of last summer but is still well above the 2% annual target set by the Federal Reserve. The Fed raised interest rates last week by a quarter percentage point but observers believe the central bank is going to take a pause on future hikes – although a June increase is still possible should data between now and then come in hotter than expected. One of the factors in inflation abating is that energy prices have not risen as much as expected after the OPEC+ oil-producing nations agreed to a production cut in April. Following the surprise announcement, analysts had forecast the price of a barrel of oil would rise to more than $100. Instead, it has fallen to the low $70s. With inflation slowing and credit conditions tightening up, it’s proof the Fed is correct to consider pausing,” said George Mateyo, chief investment officer at Key Private Bank. “What people have to wrestle with now is the labor market. It’s still tight enough to keep the Fed from a rate cut this year unless things really worsen with labor or the banking sector.” Indeed, the Labor Department reported last week that employers added 253,000 jobs in April, well above the 185,000 expected, as the unemployment rate fell to 3.4%. Although the number of open jobs has fallen in recent months, companies are still saying it is difficult to find enough workers.
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