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Stagflation Scare?
More Bark Than Bite

Economy Too Strong, Inflation Too Low for
Concern Just Yet

The threat of ‘stagflation,” much like leisure suits, roller
skates and disco, is a 1970s phenomenon that is
unfortunately back from the dead. Judging by a recent
spike in media mentions of ‘stagflation,’ this issue is now
back near the forefront of investors’ concerns. However,
despite uneven trends in inflation in 2024, we
continue to view stagflation as a low probability
outcome. In our 2024 Outlook published back in
December, we placed only a 25% probability of a
‘Stagflationary Scare’ over the next 12 months that would
pressure both equity and bond markets... today we would
place those odds at even lower levels.

True stagflation is a challenging economic environment
where inflation and unemployment are elevated and
persistent. This forces the Federal Reserve to keep rates
high and restrict money supply even as the economy
slows, and unemployment ultimately accelerates. This
dynamic creates a vicious cycle of low economic growth
combined with high unemployment and prices.

The 2020’s are NOT the 1970’s.... Inflation and
Unemployment Lower Today

‘Stagflation’ was coined in the 1970’s, when runaway
inflation driven by an oil embargo ultimately caused the
Federal Reserve to engage in not one but multiple rate
hike cycles. This culminated in extremely high interest
rates that finally brought lasting inflation relief by the
early 1980s, but at a high economic cost. This painful
period — defined by the St. Louis Fed as 1967-82 — was
epitomized by abnormally high and sustained readings on
the ‘Misery Index’, an economic measure that simply adds



Chart 1: US Nowhere Close to Stagflation
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consumer inflation to the unemployment level (see
shaded region, Chart 1, left).

In 2020, a COVID-driven spike in the Misery Index
put stagflation watchers back on notice. However, the
current employment and inflation data does not point
to stagflation, in our opinion. Today the Misery Index
reading is way below stagflation-era peaks... a
function not only of lower levels of inflation but also
much lower unemployment. Currently,
unemployment is hovering close to multi-year lows at
around 4%, with year-over-year CPI inflation
currently at 3.3%. This is in stark contrast to 1967-82,
where in addition to four recessions, unemployment
averaged 6%, and average annual inflation was 6.5%,
according to research from the St. Louis Federal
Reserve!. The economy stayed in the 6% range for
another five years even after the stagflation period
was over. Another contrast to the 1970s is that the US
is now a net exporter of oil and gas and largely energy
self-sufficient.

Importantly, Wednesday’s Consumer Price Index (CPI) inflation and Thursday’s Producer Price Index (PPI) readings
for May both surprised to the downside relative to economist consensus estimates. We would also look to the National

Federation of Independent Business (NFIB) surveys
for the month of May. This survey includes a useful
forward inflation indicator concerning employers’
propensity to raise wages. The indicator has
moderated meaningfully over the past seven months,
and — at a current 18% reading — are now back
closer to pre-pandemic levels (see orange dotted
line, Chart 2, right).

Real Economic Growth More Stable and
Sustainable Now

It’s comforting to see just how much better the
economic backdrop is today compared to the 1970s,
but what about the potential for stagflation to settle
in over the next couple of years? Admittedly,
RiverFront expects a ‘reflationary’ environment
through the next business cycle, wherein inflation
may have a challenging time moderating all the way
back down to the Fed’s 2% target in the near-term.
This is partially a function of the inflationary
impacts of heightened geopolitics, encouraging
‘friendshoring’ and other supply chain realignments in
light of wars (both cold and hot) in Asia and Europe.

..........

Chart 2: Wage Data Points to Moderating Inflation
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However, the positive side to our ‘reflation’ view is the solid ‘real’ (inflation-adjusted) economic growth that
accompanies it. This, in our view, is underpinned by the US’s superior productivity relative to other large economic
blocs, a highly positive disinflationary impulse which we have discussed at length (see Weekly View on American
Economic Exceptionalism). We view the rapid adoption of artificial intelligence as another potential significant
productivity enhancer through the next business cycle, with much of the economic benefit accruing to US companies.
This US ‘economic exceptionalism’ is in full display, in our view. The Atlanta Fed GDPNow Tracker, a real time forecast
of economic growth, is currently annualizing at around +3% year-over-year GDP growth for Q2, a solid reading, in our

opinion.

CONCLUSION

In conclusion, while the risk of stagflation has not gone away, the likelihood of it happening has diminished since the



beginning of the year, in our view. This is one of the reasons we remain constructive on US equity markets and why our
balanced portfolios continue to slightly favor stocks over bonds.

1 https: //wwuw.stlouisfed.org/open-vault/2022/nov/three-ways-high-inflation-ends
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Get to Know... Kristen Menges

Are you a morning person or a
night owl?

Definitely a morning person. |
start most days with a workout
before moving on to the rest of
the day.

Enjoying vacation in Corofia, NC

Good actions give strength
to ourselves and inspire

good actions in others.

-Plato

Taking in the view at Citizens Bank
Park

their dreams.

month old puppy

The future belongs to those

who believe in the beauty of

Fall family photos, including the 4 —Efeanor Roosevelt

What was your first paying job?

| worked at Wegmans for 10
years, for the Williamsport and
State College locations.

Hiking at Ricketts Glen State Park
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After the Closing Bell

“Twenty years from now you will be more disappointed by the things you didn’t do than by the ones you did.” — Mark Twain

Recently I've been surprised by the feeling that my age has somehow
gotten away from me. Maybe you’ve experienced a similar feeling. In my
mind, I would always have plenty of time in front of me to travel and do
— all of the things I wanted to do “later.” -
i Sooner or later, though, we come to realize \
i ___ that the present is a gift—and that we must
" make each day count.
That’s why I've taken a proactive approach
to travel, rather than wait for later. This
year, I've planned a ski trip to Chile, a
~1,  weekend at Glacier National Park, a
=== cherished beach trip with my family, and a
few others. One of my recent trips was to
Utah, where I got to do something
especially fun.

Are you a fan of the TV series Yellowstone? The character Rip Wheeler is my favorite.
From my extensive “research”, there isn’t a red-blooded
s American woman who doesn’t fall for Rip! So, when I
had the opportunity to visit “Rip’s cabin”, I jumped at
the chance. Included are a few photos from my visit.
You'll see from the smile on my face, it was worth the
trip.

As you think about all the things you might want to do later, consider doing some of
them now—no matter how big or small. Share your plans and dreams with us and let
us help you live the life you've imagined. It’s what gives us purpose. Don’t wait for

“later”. You won'’t be disappointed. 5 /
o a




