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Prepare for Liftoff:

Subtle changes in the Federal Reserve’s (Fed’s) rhetoric have many market pundits
forecasting the first interest rate increase since 2006. The current forecasts estimate a 50%
chance that the Fed looks to raise interest rates by 0.25% at its June or July meeting, with a
30% chance of an additional increase in the latter part of the year. This month we will look at
some of the key components that influence the Fed’s dual mandate to maintain stable prices
and low unemployment and how they may shape the Fed’s ability to increase interest rates.
Starting with price stability, the Fed has had little to control in the past few years. Deflationary pressures from the consumer debt bubble bursting in 2007 and the recent strengthening of the U.S. dollar have effectively suppressed inflation. The Personal Consumer Expenditure (PCE) Price Index, which tracks the overall price changes for goods and services purchased by consumers, was below the Fed’s 2.0% target for most of the past six years (Chart 1).
The lack of inflationary pressure is also evident from a business perspective, as the Civilian
Employment Cost Index and the Producer Price Index remain below their pre-recession levels
(Chart 1).
With little need to control price stability, the Fed has enacted unprecedented levels of
stimulus over the past eight years to help fight stubborn economic growth and unemployment.
Job gains have recently accelerated, which, when coupled with fewer people included in the
labor force, has helped push the unemployment rate to 5.5% (Chart 2). As the unemployment
rate approaches a more normalized level and declines below the 20-year average (Chart 3),
there is a belief that wage growth will begin to accelerate and put pressure on the Fed’s price
stability mandate. The growing number of job openings further supports the expectation for
wage growth to accelerate in the near future and the necessity of an interest rate increase
(Chart 3).
With the labor market showing improvements from the past few years and growing
concerns about the degree of price stability in the future, it is becoming more likely that the
Fed will raise interest rates for the first time in nearly a decade. It is our belief that any interest rate increase is likely to be accompanied by a period of patience so that the Fed can accurately assess the impact of the increase. After a prolonged fight against stubborn economic
growth and subpar labor gains, the Fed is unlikely to jeopardize the recent improvements by
aggressively raising interest rates. Furthermore, with the odds of an interest rate increase sitting near 50%, expect market participants to closely scrutinize each economic data point and
Fed speech between now and the summer to gain additional perspective on the timing and
magnitude of any possible interest rate hike.
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any
specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc.), or any non-investment related
content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or
prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume
that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Valicenti Advisory Services, Inc. To the extent that a reader has
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Valicenti Advisory
Services, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the Valicenti Advisory Services,
Inc.’s current written disclosure statement discussing our advisory services and fees is available for review upon request. Please Note: Fee-Based services. The Registrant provides investment advisory services
on a fee basis. The Registrant does not receive any transaction/commission-based compensation for its investment advisory services. Rather, its only compensation is derived from fees paid to it by its clients as
discussed on Part 2A of its written disclosure statement. However, because the Registrant is now affiliated with Valicenti Insurance, a NY insurance agency that is licensed to offer insurance products on a
commission compensation basis, the Registrant cannot hold itself out as a "fee-only" advisory firm.

