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Fed Stays Hawkish 
 
Our message this year has remained unchanged believing that the first-half had the potential to 
be better than the second (2023 Outlook).  After falling nearly 20% in 2022, US markets have 
bounced off October lows to return over 16% thus far in 2023.  Despite a banking crisis in the first 
quarter and a debt ceiling quandary more recently, equity prices have continued to grind higher.  
Given the lagged effect of monetary policy, however, the lion’s share of the current tightening 
cycle is likely to be a significant second-half headwind and Chairman Powell has made clear the 
job is still not done.  As a result, we expect volatility to persist until the Fed pivots to rate cuts or 
at least declares victory in its fight against inflation. 
 
The Federal Reserve has carried out an aggressive pace during its current tightening campaign 
by lifting interest rates from zero to 5% in just over a year, as can be seen in the chart below.  
Despite the rapid and significant increase, there is much debate as to whether policy makers have 
already gone too far or still have not gone far enough.  Most economists agree that changes in Fed 
policy in either direction can take at least a year if not longer to work their way into the economy.  
With this in mind, it is important to remember that the bulk, 70%, of the total increase in interest 
rates, occurred after June 30th, 2022.  

  

Grow stronger together. 

Market Update  
Second Quarter 2023 

https://www.oakfunds.com/articles/2022-fourth-quarter-market-commentary


2 | P a g e   w w w . O a k l t d . c o m  

The actions of the Fed are having the desired effects.  The economy has slowed as has the pace of 
price increases (CPI chart below).  And while inflation has not yet returned to the targeted 2% 
level, we believe current economic data suggests it will remain on its downward path in the 
quarters to come.  Tighter lending standards since the bank failures earlier this year, as well as 
persistent weakness in leading indicators suggest that economic growth will continue to 
moderate from here.  

 
 
 
In spite of the turbulence and uncertainty, US markets have made impressive gains so far this 
year.   Due, in part, to a bounce off correction lows when investors had anticipated a more rapid 
and substantial economic deceleration.  Instead, while economic growth has slowed, it is still 
positive and growing at a 1-2% clip.  Further, inflation is moving in the right direction and the 
consumer has remained healthy.  Cooling inflation and a resilient consumer has increased hopes 
for a best case or soft-landing scenario (i.e. no recession) which has allowed markets maintain 
their upward trajectory. 
 
The data set we are monitoring most closely remains the labor market.  A significant part of the 
Fed’s plan to bring down inflation is to create slack in employment in order to ease upward 
pressure on wages.  Conversely, the pandemic has created some lasting impact on the overall 
labor supply, as workers have been slow to return for a variety of reasons ranging from 
permanent retirement in the case of aging baby boomers, to inability from lasting health issues 
both of which has made the Fed’s job more difficult.  Thus far, the rate of wage growth has been 
slower to moderate than that of prices and remains elevated.   
 
Financial pundits have been calling for a recession ever since monetary policy began tightening 
a little over a year ago.  Nevertheless, the economy and markets have stubbornly resisted.  The 
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accumulated tightening still in the pipeline, combined with Chairman Powell’s directive that 
there is still more to come lead us to our opinion that volatility will endure in the near-term.  That 
said, for those willing to look beyond the next six to twelve months, we believe there is cause for 
optimism.  Although rates have risen, they remain relatively low and certainly in a range that can 
support growth.  Further, consumers have seen wages rise in recent years which bodes well for 
our consumer-led economy longer term. 
 
Once markets feel confident inflation has been tamed, we anticipate that a focus on high-quality, 
profitable growth companies will be a key characteristic to outperformance.  The investment 
backdrop has evolved with the increase in the cost of capital.  Due to the elimination of zero-
percent interest rates and the proverbial free lunch for those seeking new capital, stock selection 
is likely to once again be an essential component of successful investment returns.  
 
As always, thank you for reading and please do not hesitate to reach out to us if we can assist you 
with achieving your investment goals in any way. 

 

Kindest Regards, 

 Jeff 
 
Jeff Travis, CFA 
Oak Associates, ltd. 
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The investments mentioned or listed in this article may or may not represent an investment currently recommended 
or owned by Oak Associates for itself, its associated persons, or on behalf of clients in the firm’s strategies as of the 
date shown above. The investments mentioned do not necessarily represent all the investments purchased, sold or 
recommended to advisory clients during the previous twelve-month period. Portfolios in other Oak Associates 
strategies may hold the same or different investments than those listed or mentioned. This is generally due to varying 
investment strategies, client-imposed restrictions, mandates, substitutions, liquidity requirements and/or legacy 
holdings, among other things. The particular investments mentioned were not selected for inclusion in this report on 
the basis of performance. A reader should not assume that the investment(s) identified have been or will be profitable 
in the future. 

 
 


