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Last Wednesday, the Federal Reserve raised the short-term target rate by 0.75% to a range of 3.00% - 3.25% and projected additional increases of
1.25% by year end. Fed Chair Powell also reiterated the Committee's resolve and commitment to their price stability mandate and getting inflation
under control. Stock and bond markets did not react favorably to the Fed's actions, selling off sharply. Stocks are on pace for their worst year since
the Great Recession while bonds are on pace for their worst year in history. Technically, the intermediate-bond market is in a correction (-13.8%)
and the long-bond market is in a bear market (-26.8%). In my thirty-plus year investment career, this is a first for the bond market. Speaking of bear
markets, every major broad-based stock index has closed in bear-market territory except the Dow, which moved into a bear market intra-day but
closed just above the threshold. It is times like these that test the nerves of investors, and it is likely to get uglier before better, but there are signs
the turmoil will likely wane. The Fed are looking for three things before moving from their restrictive monetary policy stance. First, is below trend
economic growth. The Fed is trying to bring supply and demand back into balance for the economy. There are already indicators this is taking effect
as the housing market has weakened considerably, economic growth in moderating, and GDP estimates are moving lower. Second, the Fed is
looking for clear and consistent evidence that inflation is slowing down. This will take time, but energy prices are much lower, and the dollar is at
multi-decade highs against most major currencies which will keep a lid on import prices. Finally, they are looking for a loosening of the labor market
and better balance between labor supply and demand. COVID structurally changed the labor market, and the thought is that over time slower
economic demand will lead to less job openings and slightly higher unemployment. More companies are announcing hiring freezes and layoffs. Let's
hope the Fed is not making a policy misstep, like their response to COVID, with their aggressive rate hiking campaign against inflation. The Fed is
projected to raise rates into year end, but then it is likely to be in wait and see mode.
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