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Economic & Market Commentary

Stocks and bonds posted positive total returns again last week driven higher by Fed Chair Powell's Brookings Institute conference
speech where he indicated the Fed may begin to scale back the pace of rate increases beginning this month. The Fed's FOMC meeting
is next week, and they are forecasted to raise rates +0.50% which is a slower pace than the previous four meetings where they raised
rates +0.75% each time. This isn't any new revelation as the Fed indicated last September they would raise rates aggressively into
year-end and then slow the pace of rate increases and perhaps even hold off on rate increases to measure the lag effect on the
economy over a period of time. The yield curve, which historically has been a reliable harbinger of pending economic activity, has
been inverted for some time and indicates a pending slowdown in economic activity and a likely recession. The stock market has had
this severe monetary policy itch that it is trying to get rid of and each time it scratches it, it feels a lot better for a while. But the itch is
likely coming back, for the market refuses to hear or acknowledge Fed Chair Powell's other comments. He noted that the peak Fed
funds rates will need to be somewhat higher than what was projected in September and that tight labor market data needs to soften
to a level that is more consistent with 2% inflation. If the Fed is still being data dependent, Friday's November labor market data did
not help the "foot off the gas pace". Non-farm payrolls came in higher than expected at 263,000 vs. 200,000, and more importantly
monthly average hourly wages rose much higher than expected at +0.6% vs. +0.3% as did the last 12-months +5.1% vs +4.6%. With
household inflation at its highest level in 40-years, workers have been and will likely continue to press for higher-than-normal hourly
wage increases to keep up with the pace of inflation. That itch isn’t going away anytime soon.
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