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Market and economic expectations have shifted 180 
degrees since the start of the year when many investors 
expected a recession and prolonged bear market. Ongoing 
economic growth, low unemployment, improving price 
pressures, and slowing Fed rate hikes have spurred a 
strong market rally, especially across sectors that struggled 
last year. While the economic situation is far from perfect 
and investors should always be prepared for uncertainty, 
it’s also important to recognize the positive trends that 
are raising the odds of a “soft landing.” What factors are 
driving these changes in investor expectations?

Perhaps the most important are the many signs that 
inflation is improving. Recent data for both consumer and 
producer prices show meaningful signs of deceleration 
toward Fed targets. The Consumer Price Index (CPI) has 
slowed from a peak year-over-year rate of 9.1% a year ago 
to only 3% today. Similarly, the monthly rate of 0.2% for 
headline inflation represents an annualized rate of 2.2% 
- very close to the Fed’s 2% target. Core inflation remains 
elevated at 4.8% when comparing prices this year to last year. However, the monthly pace slowed in June to only a 1.9% annualized 
pace. These are all positive signs and suggest that while prices could remain high, there is already far less upward pressure.

Producer prices show even greater improvements. Headline Producer Price Index figures (for “final demand”) show a year-
over-year change of only 0.1% in June. Core PPI rose 2.4% compared to last year, but only grew 0.1% month-over-month. 
Other measures showed sharper improvements and even deflationary trends, especially among “intermediate demand” which 
represents industries buying the inputs they need. These data suggest that prices are declining throughout the supply chain, 
creating additional hope that these gains will eventually be passed on to consumers.

Of course, there are always caveats. On a technical basis, the year-over-year comparisons will likely worsen next month. This is 
because the peak rate of inflation occurred exactly a year ago so future comparisons will become more difficult. This means that, 
going forward, it will be more important to focus on the current pace of inflation rather than how prices compare to last year. 
Additionally, many of the headline improvements have been in volatile areas like energy, which can always fluctuate. Finally, 
shelter prices (rent and “owners’ equivalent rent”) declined in June but the pace of improvement has been quite slow so far, and 
it’s difficult to know whether this will be sustained.

For the Fed, which has been grappling with the largest inflation shock since the 1970s and early 1980s, these data could not have 
come at a better time. The Fed decided to skip a rate hike in June in order to “allow them more time to assess the economy’s 
progress toward the Committee’s goals of maximum employment and price stability,” according to the latest FOMC meeting 
minutes. In other words, the Fed had already decided to slow the pace of rate hikes from 25 basis points every meeting to perhaps 
every other meeting.
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The accompanying chart shows that Fed officials expected to raise rates two more times later this year (i.e., an additional 0.5%). At 
the moment, markets are anticipating only one additional hike. This disconnect between the Fed and markets has driven volatility 
over the past year, with the Fed staying firm and markets adjusting to meet monetary policy. In general, a slower pace of rate hikes, if 
justified by the economic data, has been cheered by markets as this year’s S&P 500 return of 17% shows.

The Fed’s challenge since they began raising rates in March 2022 has been to strike a balance between beating inflation and 
preventing a recession, i.e., achieving a so-called “soft landing.” The absence of a recession so far, alongside these inflation data, is 
positive and a big reason for this year’s market rally. Current consensus forecasts by economists still call for flat GDP growth in the 
third quarter and slightly negative growth in the fourth before rebounding next year. Over the past twelve months, these forecasts 
have been revised upward with recession forecasts continually pushed back.

What has helped is the strength of the labor market. The latest report from the Bureau of Labor Statistics shows that 209,000 net 
new jobs were added in June, a slower but still very healthy number. Unemployment continues to hover around 3.6%, near historic 
lows. Wage growth is strong with average hourly earnings rising 4.7% on a year-over-year basis. Despite earlier layoffs in tech, there 
are still 9.8 million job openings, or about 1.6 openings per unemployed person, which suggests that many businesses would like 
to hire if only they could find qualified workers.

Theoretically, higher wages should make inflation stickier as consumers spend more and the cost of doing business rises. Thus, 
higher wages in a disinflationary environment are somewhat surprising given that economic theory typically assumes that there is 
a tradeoff between inflation and jobs. Additionally, perhaps an even bigger fear investors faced last year was around the possibility 
of stagflation - a period of poor growth in which inflation remains stubbornly high. While it’s too early to declare victory, updated 
expectations by investors and economists suggest that these scenarios are now less likely.

The bottom line? The current economic environment is far from perfect but is still significantly better than what many had feared 
only six months ago. This is a reminder that consensus views are not always correct and can change rapidly as conditions shift. 
That said, with markets having priced in a return to normalcy already, it will be important to stay balanced as the inflation, Fed, 
and economic situations evolve.

WAGE GROWTH IS STILL STRONG DESPITE  
IMPROVING INFLATION

THE FED EXPECTS TO RAISE RATES AGAIN  
AFTER PAUSING

INVESTMENTS@KINGSVIEW.COM  |  312.870.6701  |  KINGSVIEWIM.COM

Historical references do not assume that any prior market behavior will be duplicated. Past performance does not indicate future results.  This material has been prepared by Kingsview Wealth Management, 
LLC.  It is not, and should not, be regarded as investment advice or as a recommendation regarding any particular security or course of action.  Opinions expressed herein are current opinions as of the date 
appearing in this material only.  All investments entail risks.  There is no guarantee that investment strategies will achieve the desired results under all market conditions and each investor should evaluate their 
ability to invest for the long term.  Investment advisory services offered through Kingsview Wealth Management, LLC (“KWM”), an SEC Registered Investment Adviser.  (2023)

http://Kingsviewim.com

