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Vanguard Inflation Market Commentary

Recap: 

The combination of cheap valuations, rising geopolitical risks and a 
shift in Fed’s reaction function was enough to arrest the real yield 
selloff last month and supported the inflation market into the end of 
the month.  Real yields hit multi-decade highs at the beginning of the 
month, with 5yr real yields briefly touching 2.70%. Geopolitical 
developments in the Middle East introduced upside risks to energy 
prices, and new guidance from Fed officials suggesting caution 
around tightening of FCI and the broader selloff in longer dated yields 
supported a sigifnacnt relief rally in real rates and subsequent rally in 
breakevens. Front to belly real yields lead the rally into month end, 
with the curve bull steepening.  Breakevens also were well bid across 
the curve and broke out of its sleepy range, with 5yr BEIs wider by 
20bps off the lows and 5yr5yr forward reaching the highs of the year 
at 2.78%. The TIPS index posted a smaller negative return of -1% for 
the month, bringing year-to-date returns on the year at -2.45%

September’s CPI beat consensus expectations, with the headline 
CPI advancing 0.40% m/m compared to 0.30% consensus, while the 
core segment came in line at 0.32% m/m.  Headline inflation was 
again led by energy prices which rose 2.5% for the month while food 
prices rose 0.23%.  For the core component, most of the upside 
surprise was explained by a firmer increase in shelter prices (lodging 
away from home in particular), but airfares / hotels , healthcare and 
services ex-shelter all registered their strongest print in 6 months. 
Powell’s closely watched gauge ‘core services ex-shelter’, ticked up 
from 0.37% in August to 0.61% in September. The 3m and 6m trend 
is 4.78% and 3.04% suggesting signs of reacceleration for the path 
of core inflation.  Looking ahead to next month, lower energy prices 
(retail gas prices -10% off highs)  should push headline inflation 
lower. On the other hand, core inflation pressures remains quite 
sticky and with the expected reversal of healthcare insurance 
inflation occurring in October, the path of further disinflation on core 
inflation metrics might prove to be lengthier. 

For Fed policy, the most significant shift from the Nov FOMC meeting 
has been the uniform cautiousness around the tightening of financial 
conditions and the sharp selloff in long end rates.  Fed officials have 
communicated that persistent tightening of financial conditions 
warrants attention, and they are proceeding carefully in terms of 
future action and is comfortable waiting and accessing data as they 
come in.  Financial markets have essentially taken down the 
probability of another hike post the meeting, with current market 
pricing only showing 20% of another hike over the next two meetings. 

Strategy/Outlook:

Valuations looks less compelling from a tactical perspective here with 
the rally in both real yields and breakevens over the course of the 
last month. Fundamentally, a more dovish reaction function from the 
Fed considering the concerns around tightening of FCI despite 
elevated realized inflation >3.5% should support real yields.  
However, offsetting negative technicals with the turn lower in inflation 
carry profile over the next two months and a continuation of the 
outflow cycle in industry will continue to weigh on market sentiment 
and technical dynamics.  We are being patient and opportunistic on 
looking for more attractive valuations to re-engage in broader
duration / curve and BEI strategies, while in the meanwhile leaning 
on more relative value / systematic opportunities around supply 
events. 

Real yields lead the relief rally during the month as BEIs increased

Lower energy prices should feed into more benign picture for headline inflation
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Progress on core inflation reversing, suggesting path to 2% might take longer
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There is no guarantee that any forecasts made will come to pass. 
Past performance is no guarantee of future results.

Prices of mid- and small-cap stocks often fluctuate more than those 
of large-company stocks. Funds that concentrate on a relatively 
narrow market sector face the risk of higher share-price volatility. 
Stocks of companies are subject to national and regional political and 
economic risks and to the risk of currency fluctuations, these risks are 
especially high in emerging markets. Changes in exchange rates may 
have an adverse effect on the value, price or income of a fund. 

The information contained in this material derived from third-party 
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These materials are intended for institutional and sophisticated 
investors use only and not for public distribution. 

Materials are provided only for the recipient’s exclusive use and shall 
not be distributed to any other individual or entity. Broker-dealers, 
advisers, and other intermediaries must determine whether their 
clients are eligible for investment in the products discussed herein.

The information contained herein does not constitute an offer or 
solicitation and may not be treated as such in any jurisdiction where 
such an offer or solicitation is against the law, or to anyone for whom 
it is unlawful to make such an offer or solicitation, or if the person 
making the offer or solicitation is not qualified to do so. 



© 2023 The 
Vanguard Group, 
Inc. All rights 

Esta oferta se acoge a la norma de carácter general No. 336 de la 
Comisión para el Mercado Financiero. La oferta versa sobre valores no 
inscritos bajo la Ley de Mercado de Valores en el Registro de Valores o 
en el Registro de Valores extranjeros que lleva la Comisión para el 
Mercado Financiero, por lo que tales valores no están sujetos a la 
fiscalización de ésta. Por tratarse de valores no inscritos, no existe la 
obligación por parte del emisor de entregar en Chile información 
pública respecto de esos valores. Los valores no podrán ser objeto de 
oferta pública mientras no sean inscritos en el Registro de Valores 
correspondiente. El emisor de los valores no se encuentra inscrito en 
los Registros que mantiene la Comisión para el Mercado Financiero, 
por lo que no se encuentra sometido a la fiscalización de la Comisión 
para el Mercado financiero ni a las obligaciones de información 
continua.

The securities described herein have not been registered under the 
Peruvian Securities Market Law (Decreto Supremo No 093-2002-EF) 
or before the Superintendencia del Mercado de Valores (the “SMV”).  
There will be no public offering of the securities in Peru and the 
securities may only be offered or sold to institutional investors (as 
defined in Appendix I of the Institutional Investors Market Regulation) 
in Peru by means of a private placement. The securities offered and 
sold in Peru may not be sold or transferred to any person other than 
an institutional investor unless such securities have been registered 
with the Registro Público del Mercado de Valores kept by the SMV. 
The SMV has not reviewed the information provided to the investor.  
This material is for the exclusive use of institutional investors in Peru 
and is not for public distribution.

The financial products described herein may be offered or sold in 
Bermuda only in compliance with the provisions of the Investment 
Business Act 2003 of Bermuda. Additionally, non-Bermudian persons 
may not carry on or engage in any trade or business in Bermuda 
unless such persons are authorized to do so under applicable Bermuda 
legislation. Engaging in the activity of offering or marketing the 
financial products described herein in Bermuda to persons in Bermuda 
may be deemed to be carrying on business in Bermuda.

Vanguard Mexico does not intend, and is not licensed or registered, to 
conduct business in, from or within the Cayman Islands, and the 
interests in the financial products described herein shall not be offered 
to members of the public in the Cayman Islands.

The financial products described herein have not been and will not be 
registered with the Securities Commission of The Bahamas. The 
financial products described herein are offered to persons who are 
non-resident or otherwise deemed non-resident for Bahamian 
Exchange Control purposes. The financial products described herein 
are not intended for persons (natural persons or legal entities) for 
which an offer or purchase would contravene the laws of their state 
(on account of nationality or domicile/registered office of the person 
concerned or for other reasons). Further, the offer constitutes an 
exempt distribution for the purposes of the Securities Industry Act, 
2011 and the Securities Industry Regulations, 2012 of the 
Commonwealth of The Bahamas.

This document is not, and is not intended as, a public offer or 
advertisement of, or solicitation in respect of, securities, investments, 
or other investment business in the British Virgin Islands (“BVI”), and is 
not an offer to sell, or a solicitation or invitation to make offers to 
purchase or subscribe for, any securities, other investments, or 
services constituting investment business in BVI. Neither the securities 
mentioned in this document nor any prospectus or other document 
relating to them have been or are intended to be registered or filed 
with the Financial Services Commission of BVI or any department 
thereof.

This document is not intended to be distributed to individuals that are 
members of the public in the BVI or otherwise to individuals in the BVI. 
The funds are only available to, and any invitation or offer to 
subscribe, purchase, or otherwise acquire such funds will be made only 
to, persons outside the BVI, with the exception of persons resident in 
the BVI solely by virtue of being a company incorporated in the BVI or 
persons who are not considered to be “members of the public” under 
the Securities and Investment Business Act, 2010 (“SIBA”). 

Any person who receives this document in the BVI (other than a 
person who is not considered a member of the public in the BVI for 
purposes of SIBA, or a person resident in the BVI solely by virtue of 
being a company incorporated in the BVI and this document is 
received at its registered office in the BVI) should not act or rely on 
this document or any of its contents.

Connect with Vanguard® 

For institutional and sophisticated investors only. Not for public distribution.

Vanguard represents and agrees that it has not offered or sold, and 
will not offer or sell, any ETFs or Mutual Funds to the public in Uruguay, 
except in circumstances which do not constitute a public offering or 
distribution under Uruguayan laws and regulations. Neither Vanguard 
ETFs or Mutual Funds nor issuer are or will be registered with the 
Superintendency of Financial Services of the Central Bank of Uruguay 
to be publicly offered in Uruguay.

This document does not constitute an offer or solicitation to invest in 
the securities mentioned herein. It is directed at professional / 
sophisticated investors in the United States for their use and 
information. The financial products describe herein are only available 
for investment by non-U.S. investors, and this document should not be 
given to a retail investor in the United States. Any entity responsible for 
forwarding this material, which is produced by VIGM, S.A. de C.V., 
Asesor en Inversiones Independiente in Mexico, to other parties takes 
responsibility for ensuring compliance with applicable securities laws in 
connection with its distribution.

Bloomberg® and Bloomberg Indexes mentioned herein are service 
marks of Bloomberg Finance LP and its affiliates, including Bloomberg 
Index Services Limited (“BISL”), the administrator of the index 
(collectively, “Bloomberg”) and have been licensed for use for certain 
purposes by Vanguard. Bloomberg is not affiliated with Vanguard and 
Bloomberg does not approve, endorse, review, or recommend the 
Financial Products included in this document. Bloomberg does not 
guarantee the timeliness, accurateness or completeness of any data or 
information related to the Financial Products included in this 
document.

Vanguard Mexico is not responsible for and does not prepare, edit, or 
endorse the content, advertising, products, or other materials on or 
available from any website owned or operated by a third party that 
may be linked to this email/document via hyperlink.  The fact that 
Vanguard Mexico has provided a link to a third party's website does 
not constitute an implicit or explicit endorsement, authorization, 
sponsorship, or affiliation by Vanguard with respect to such website, its 
content, its owners, providers, or services.  You shall use any such third-
party content at your own risk and Vanguard Mexico is not liable for 
any loss or damage that you may suffer by using third party websites 
or any content, advertising, products, or other materials in connection 
therewith.


	Colors and grid
	Slide 1: Vanguard Inflation Market Commentary


