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SUMMARY 
 
• Fed sends a mixed message: 

pause and forecast do not 
align. 

• Market rallies on earnings 
potential and the end of rate 
hikes in sight. 

• RiverFront’s balanced 
portfolios are overweight 
stocks. 

 
 

 

 

 
DATE 06.26.2023 

The Fed Did the Two-Step, the Market Does the 
Running Man 
 

Financial markets have rejected the Fed’s notion of a hawkish pause in interest 
rate hikes over the past couple of weeks, instead reflecting a dovish, more 
optimistic pause, in our view. Despite the Fed forecasting further rate hikes 
due to inflation falling slower than expected, financial markets see the end of 
the rate hiking cycle as stock markets look to 2024 earnings potential. 
RiverFront too has embraced this perspective as the economic environment 
has aligned more with our best-case scenario from our capital market 
assumptions published earlier this year.  Hence, RiverFront’s balanced 
portfolios are overweight stock exposure as we believe markets will broaden 
its leadership and trend higher, like the popular dance the Running Man. 
 

Fed Sends a Mixed Message:  
The Fed held the fed funds target range at 5.00-5.25% at its last meeting, while 
forecasting an additional 0.50% worth of rate hikes by the end of the year.  The 
Federal Open Market Committee (FOMC) stated that it was willing to take a 
pause to allow the economy time to reflect the impact of its five percentage 
points of hiking over the last 10 meetings.  However, in the next breath insisted 
that inflation was still too high despite continuing to fall.  This mixed message 
by the Fed, dubbed as the ‘two-step’, left many scratching their heads, but we 
see two possible reasons for the convoluted message.  

First, the US 
Treasury must 
replenish its 
coffers after 
nearly exhausting 
them during the 
debt ceiling 
stand-off. Thus, 
we expect the

Treasury to refill them as quickly as possible in June 
and July, with additional issuance coming throughout 
the remainder of the year.  It has been estimated by 
some market participants that there could be as 
much as a trillion dollars of issuance in the coming 
months.  Just having the Fed pause its interest rate 
hikes for a month, allows the Treasury to issue at 
lower interest rates.  

Source: Refinitiv Datastream, RiverFront. Data as of June 14, 2023.   
Chart shown for illustrative purposes. 
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Additionally, we believe that the hawkish pause by the Fed was a compromise. It appears to us that the leadership 
wanted to pause, and it was communicated to markets by vice-chair Jefferson just prior to the quiet period 
before the meeting.  Looking at the Fed’s forecasts for the fed funds target rates, as shown in the dot plot on the 
previous page: two members wanted to hold rates at current levels through year-end, while 16 other members 
project between one to four more 0.25% hikes. We believe that the pause was a compromise by Chairman Powell 
and Vice-chair Jefferson with the remaining members, hence the mixed message. 

Markets Rally: 
The logical question is: ‘why would 
equity markets rally after such hawkish 
commentary from the Fed?’ We believe 
that the stock market is now more 
focused on 2024, when the Fed itself 
expects some rate cuts (see the chart 
above) and earnings are expected to 
grow. As of June 23, 2023, the S&P 500 
is trading near 20 times consensus 
estimated operating earnings for 2023 
of $218.22. Analysts are forecasting 12% 
earnings growth for 2024 at $244.81 with 
$230.04 earnings coming in the next 12 
months. Assuming no further multiple 
expansion and continued strong labor 
markets, we believe recession worries 
can be pushed farther out, and the S&P 
500 could potentially trade to 4900 in 
2024.  With that perspective, it is not 
difficult for us to imagine the market 
looking past the Fed’s hawkish 
communication.   

It is important to remember that markets do not go up in a straight line but the definitive breakout above 4200 
appears to be a good starting point. Acknowledging that there will be some setbacks, we believe the primary trend 
has turned up as can be seen in the chart above. 

Overweighting Stocks:  
Despite the Fed sending a mixed message and doing the two-step, like the popularity of the dance, the Running 
Man we are siding with markets in our belief that the breadth of the rally will broaden, and stock markets will trend 
higher. Consistent with this view, we recently increased our exposure to stocks across our balanced portfolios, 
focusing on segments of the market that we believe will benefit from broadening leadership beyond technology. 
The portfolios accomplished this by adding equity exposure both domestically and internationally, as we see all 
central banks getting closer to the end of their rate hiking cycles.  Currently, the portfolios favor stocks over 
bonds by roughly 6 to 9 percentage points relative to their respective benchmarks. We view the recent additions 
to the portfolios as one of a few tactical moves we make in a typical year, as the improving trend-line tends to 
foreshadow attractive future equity returns. 

 

Source: Refinitiv Datastream, RiverFront. Data as of June 23, 2023.   
Chart shown for illustrative purposes. 
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Risk Discussion: All investments in securities, including the strategies discussed above, include a risk of loss of principal (invested amount) and any 
profits that have not been realized. Markets fluctuate substantially over time, and have experienced increased volatility in recent years due to global 
and domestic economic events. Performance of any investment is not guaranteed. In a rising interest rate environment, the value of fixed-income 
securities generally declines. Diversification does not guarantee a profit or protect against a loss. Investments in international and emerging 
markets securities include exposure to risks such as currency fluctuations, foreign taxes and regulations, and the potential for illiquid markets and 
political instability. Please see the end of this publication for more disclosures. 
 

Important Disclosure Information:  
 

The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Opinions expressed are current as of the date 
shown and are subject to change. Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  
 

Information or data shown or used in this material was received from sources believed to be reliable, but accuracy is not guaranteed.  
 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision. This report does not take into 
account the specific investment objectives, financial situation or need of any particular client and may not be suitable for all types of investors. Recipients should 
consider the contents of this report as a single factor in making an investment decision. Additional fundamental and other analyses would be required to make an 
investment decision about any individual security identified in this report.   
 

Chartered Financial Analyst is a professional designation given by the CFA Institute (formerly AIMR) that measures the competence and integrity of financial 
analysts. Candidates are required to pass three levels of exams covering areas such as accounting, economics, ethics, money management and security analysis. 
Four years of investment/financial career experience are required before one can become a CFA charterholder. Enrollees in the program must hold a bachelor’s 
degree. 

All charts shown for illustrative purposes only. Technical analysis is based on the study of historical price movements and past trend patterns. There are no 
assurances that movements or trends can or will be duplicated in the future. 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if it goes 
bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero).  Bonds represent a loan made by an investor to a 
corporation or government.  As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their original investment back at 
the end of that time period, along with the interest earned. Investment risk is repayment of the principal (amount invested). In the event of a bankruptcy or other 
corporate disruption, bonds are senior to stocks.  Investors should be aware of these differences prior to investing.  

In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa). This 
effect is usually more pronounced for longer-term securities). Fixed income securities also carry inflation risk, liquidity risk, call risk and credit and default risks 
for both issuers and counterparties. Lower-quality fixed income securities involve greater risk of default or price changes due to potential changes in the credit 
quality of the issuer. Foreign investments involve greater risks than U.S. investments, and can decline significantly in response to adverse issuer, political, 
regulatory, market, and economic risks. Any fixed-income security sold or redeemed prior to maturity may be subject to loss.  

Index Definitions: 
Standard & Poor’s (S&P) 500 Index measures the performance of 500 large cap stocks, which together represent about 80% of the total US equities market. 
 

Definitions: 
The Federal Reserve System (FRS) is the central bank of the United States. Often simply called the Fed, it is arguably the most powerful financial institution in the 
world. It was founded to provide the country with a safe, flexible, and stable monetary and financial system. The Fed has a board that is comprised of seven 
members. There are also 12 Federal Reserve banks with their own presidents that represent a separate district. 

The term Federal Open Market Committee (FOMC) refers to the branch of the Federal Reserve System (FRS) that determines the direction of monetary policy in the 
United States by directing open market operations (OMOs). The committee is made up of 12 members, including seven members of the Board of Governors, the 
president of the Federal Reserve Bank of New York, and four of the remaining 11 Reserve Bank presidents, who serve on a rotating basis.  
 

Federal funds, often referred to as fed funds, are excess reserves that commercial banks and other financial institutions deposit at regional Federal Reserve 
banks; these funds can be lent, then, to other market participants with insufficient cash on hand to meet their lending and reserve needs. The loans are unsecured 
and are made at a relatively low interest rate, called the federal funds rate or overnight rate, as that is the period for which most such loans are made. 
 

Interest rate sensitivity is a measure of how much the price of a fixed-income asset will fluctuate as a result of changes in the interest rate environment. 
Securities that are more sensitive have greater price fluctuations than those with less sensitivity. This type of sensitivity must be taken into account when 
selecting a bond or other fixed-income instrument the investor may sell in the secondary market. Interest rate sensitivity affects buying as well as selling. 
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RiverFront Investment Group, LLC (“RiverFront”), is a registered investment adviser with the Securities and Exchange Commission. Registration as an investment 
adviser does not imply any level of skill or expertise. Any discussion of specific securities is provided for informational purposes only and should not be deemed as 
investment advice or a recommendation to buy or sell any individual security mentioned. RiverFront is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), 
member FINRA/SIPC, from its minority ownership interest in RiverFront. RiverFront is owned primarily by its employees through RiverFront Investment Holding 
Group, LLC, the holding company for RiverFront. Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an 
indirect owner of RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated, a registered broker/dealer and investment adviser.   
 

To review other risks and more information about RiverFront, please visit the website at riverfrontig.com and the Form ADV, Part 2A. Copyright ©2023 RiverFront 
Investment Group. All Rights Reserved. ID 2970756 
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