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How History and Data Both Point to a Soft Economic Landing

The U.S. economy grew at a faster pace in Q1 After 1981, expansions have gotten

and Q2 than just about everyone expected. considerably longer, with the previous four

History and some recent data suggest it could lasting an average of 8.6 years. If a recession

keep growing. were to occur in the second half of 2023 — as
many economists were and are projecting — then

In the post-World-War 11 era, the U.S. economy it would be less than half as long as the post-

has endured 12 expansions and 13 recessions, 1981 average.

according to data compiled by the National
Bureau of Economic Research. In the decades

after the war, the economy followed a familiar Length of U.S. Economic Expansions
pattern — recessions and bear markets were (in months, since 1945)
cyclical, typically driven by the Fed raising rates
too far to tame growth and inflation.! Average Length  ————
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Looking at the graphic below, readers can see
that before 1980, economic expansions were
relatively short-lived (except for the 1960s).

Source: National Bureau of Economic Research?

Zacks Investment Management www.zacksim.com



Mitch on the Markets — Weekly Client Commentary

One of the key reasons expansions have become
longer since the early 1980s is that inflation has
not been much of an issue over the last few
decades. In cycles prior to 1980, the Fed would
work to choke-off economic expansions because
of their objective to choke-off inflation, with the
most relevant example of course being Fed
Chairman Paul Volcker’s engineered recession
in the early 1980s.

Just a few months ago, the narrative was that
Jerome Powell’s Fed would need to follow in
Volcker’s footsteps. But the thinking is starting
to shift as inflation comes down meaningfully
without much hint of strain in the broad U.S.
economy. Consumer spending grew by a modest
but still positive 1.6% in Q2, and business
investment ticked nicely higher. The jobs
market also continues to produce abundant
openings and solid wages, which is the opposite
of what we would see in a pending downturn. In
Fed Chairman Powell’s words, “We 've seen so
far the beginnings of disinflation without any
real costs in the labor market,” and “that’s a
really good thing.”

The Fed’s Preferred Measure of Inflation Fell
Below 4%
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While Job Openings Remain Abundant
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The case for a hard landing (i.e., recession) is
that the Fed today needs to do what it used to do
prior to 1980, which is to engineer a recession to
bring inflation down. But it looks increasingly
like the Fed does not have to do that after all,

Source: Federal Reserve Bank of St. Louis*
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which could make the current expansion look
more like the previous four.

Bottom Line for Investors

When the Fed successfully raised rates in 1984
and 1994 without triggering an economic
recession, the labor market was not nearly as
tight as it is today. In other words, the Fed was
not worried back then about wage pressures
driving inflation like they are now. This might
be aptly categorized as the “x-factor” that could
influence the Fed to go too far in raising rates.

I’ve argued before, however, that there are
several supply-side factors that could arguably
neutralize any wage-price pressures, like falling
producer prices, the removal of stress from
global supply chains, falling shelter costs, and
the plummeting of M2 money supply which
tend to lead to inflation. If these other supply-
side drivers effectively offset the effect of
wages that are running higher than the Fed
wants, then I think it’s entirely possible that the
Fed will firmly conclude a recession is not
needed to get inflation back down to the target.
And that could give the current expansion a lot
more runway from here.

Zacks Investment Management

www.zacksim.com



Mitch on the Markets — Weekly Client Commentary August 4, 2023

ABOUT MITCH ZACKS

Mitch is the CEO & Senior Portfolio Manager
at Zacks Investment Management. Mitch has

been featured in various business media
including the Chicago Tribune and CNBC. He

wrote a weekly column for the Chicago Sun-

Times and has published two books on
quantitative investment strategies. He has a
B.A. in Economics from Yale University and
an M.B.A in Analytic Finance from the

University of Chicago.

Lwall Street Journal. July 27, 2023.
https://www.wsj.com/articles/could-a-recession-
still-be-years-away-soft-landing-could-deliver-
another-extended-economic-cycle-
e7e2c4ee?mod=economy_more_pos?2

2 National Bureau of Economic Research. March
13, 2023.
https://www.nber.org/research/data/us-business-
cycle-expansions-and-contractions

% Fred Economic Data. July 27, 2023.
https://fred.stlouisfed.org/seriess DPCCRV1Q22
5SBEA#

4 Fred Economic Data. August 1, 2023.
https://fred.stlouisfed.org/series/JTSIOL#

Zacks Investment Management www.zacksim.com


https://www.wsj.com/articles/could-a-recession-still-be-years-away-soft-landing-could-deliver-another-extended-economic-cycle-e7e2c4ee?mod=economy_more_pos2
https://www.wsj.com/articles/could-a-recession-still-be-years-away-soft-landing-could-deliver-another-extended-economic-cycle-e7e2c4ee?mod=economy_more_pos2
https://www.wsj.com/articles/could-a-recession-still-be-years-away-soft-landing-could-deliver-another-extended-economic-cycle-e7e2c4ee?mod=economy_more_pos2
https://www.wsj.com/articles/could-a-recession-still-be-years-away-soft-landing-could-deliver-another-extended-economic-cycle-e7e2c4ee?mod=economy_more_pos2
https://www.nber.org/research/data/us-business-cycle-expansions-and-contractions
https://www.nber.org/research/data/us-business-cycle-expansions-and-contractions
https://fred.stlouisfed.org/series/DPCCRV1Q225SBEA
https://fred.stlouisfed.org/series/DPCCRV1Q225SBEA
https://fred.stlouisfed.org/series/JTSJOL

Weekly Market Update

Important Market News We Think Worth Considering

STEADY INVESTOR WEEK

The U.S. credit downgrade

The fall of the American mall

The shifting environment in
small business loans

The U.S. Gets a Credit Downgrade

The ratings giant Fitch Ratings made a splash
this week when it downgraded the U.S.
government’s credit rating from the highest
possible AAA to AA+, which is a single step
down. In stark terms, Fitch said the downgrade
reflects an “erosion of governance” in the
United States, pointing to infighting over
important measures like raising the debt ceiling,
and also the government’s decades-long track
record of running budget deficits. Fitch spelled
out in fairly harsh terms that the U.S.
government has spent too much and also cut
taxes too much, making the problem with
creditworthiness very much a bipartisan issue.
This is the first downgrade by a major ratings
firm since the brinksmanship tied to the 2011
fiscal cliff, where the U.S. came close to
defaulting on obligations much like it did earlier
in the year. This downgrade likely seems like a
big deal on its face, but a bit of context is
needed. First, when the U.S. received a
downgrade following the fiscal cliff fiasco,
government bond yields went down in the
ensuing months — not up. This speaks to the lack
of power a ratings agency has over the market’s
interpretation of the United States’
creditworthiness. The second is that ratings
agencies are much better at telling us what has
already happened versus what is likely to

happen in the future. The clearest example of
this was in 2008, when ratings agencies failed to
see any problems with Bear Stearns, Lehman
Brothers, and others even as those banks were
collapsing. Ditto for the recent stress in regional
banks, which ratings agencies seemed to have
no handle on. In short, ratings agencies tell the
market what it already knows, well after the
market already knows it.!

The Fall of the American Mall

It wasn’t long ago that malls were the social and
consumption centerpiece of many cities and
communities. Today, many have shuttered and
others usually have more empty parking spots
than full ones. This has meant plummeting real
estate valuations for many of these sprawling
properties with large buildings. Older, lower-
end malls are worth about half of what they
were at their peak in late 2016, and about 20%
of malls with commercial mortgage-backed
securities are underwater. According to
Moody’s Analytics, some $14 billion of loans
backed by these malls are coming due in the
next year, and many are expected to default —
especially given that higher interest rates mean
refinancing will make them less affordable.
Major department stores are also becoming a
thing of the past. Large stores like Macy’s,
JCPenney, and Sears closed nearly 1,000 stores
between 2018 and the end of 2020, which was
several times more than the 175 that closed in
2016 and 2017.2

The Shifting Environment for Small
Business Loans

Major shifts are underway in how small
businesses can access loans needed for
investment and growth. According to a recent
survey published by the Federal Reserve,
lending officers at U.S. banks said they were
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tightening their standards for lending and also
saw weaker demand for commercial and
industrial loans in Q2. The Small Business
Administration is a key part of small business
lending, as it is a federal program that is
authorized to guarantee $34 billion in loans
annually through its main lending program.
Small businesses can generally borrow as much
as $5 million to start, buy, expand, or run their
small business, and they access the funds
through banks. In the most recent fiscal year,
lenders issued $26 billion of the guaranteed $34
billion, meaning there was $8 billion in unused
loan dollars. That’s where some of the key
changes could make a difference — starting this
month, the SBA is simplifying loan
requirements and allowing more nonbank
lenders (via expanded licensing) to issue SBA
loans. This means more fintech companies will
be allowed to provide loans to small businesses,
which could ultimately expand their reach.®
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2Wall Street Journal. July 31, 2023. https://www.wsj.com/articles/local-malls-stuck-in-death-spiral-
plunge-in-value-a7998b7d?mod=djemRTE_h

$Wall Street Journal. July 31, 2023. https://www.wsj.com/articles/small-business-lending-is-about-to-
change-with-simpler-requirements-8578a895

DISCLOSURE

Past performance is no guarantee of future results. Inherent in any investment is the
potential for loss.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks
Investment Management is an independent Registered Investment Advisory firm and acts as an investment
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other
financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal,
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the
information and advice given in this publication without seeking the services of competent and professional legal,
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any
investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions
expressed may not reflect those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s
research, analysis, and assumptions. Due to rapidly changing market conditions and the complexity of investment
decisions, supplemental information and other sources may be required to make informed investment decisions
based on your individual investment objectives and suitability specifications. All expressions of opinions are
subject to change without notice. Clients should seek financial advice regarding the appropriateness of investing
in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared
by other parties. Zacks Investment Management does not assume any responsibility for the accuracy or
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the information contained herein and accordingly no such persons make any representations with respect to the
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated,
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It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience
higher or lower returns, which will be reduced by fees and expenses.

The ICE U.S. Dollar Index measures the value of the U.S. Dollar against a basket of currencies of the top six
trading partners of the United States, as measured in 1973: the Euro zone, Japan, the United Kingdom, Canada,
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Sweden, and Switzerland. An investor cannot directly invest in an index. The volatility of the benchmark may be
materially different from the individual performance obtained by a specific investor.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks
Investment Management is an independent Registered Investment Advisory firm that acts as an investment
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other
financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal,
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the
information and advice given in this publication without seeking the services of competent and professional legal,
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any
investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions
expressed may not reflect those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s
research, analysis, and assumptions. Due to rapidly changing market conditions and the complexity of investment
decisions, supplemental information and other sources may be required to make informed investment decisions
based on your individual investment objectives and suitability specifications. All expressions of opinions are
subject to change without notice. Clients should seek financial advice regarding the appropriateness of investing
in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared
by other parties. Zacks Investment Management does not assume any responsibility for the accuracy or
completeness of such information. Further, no third party has assumed responsibility for independently verifying
the information contained herein and accordingly no such persons make any representations with respect to the
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated,
market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management
considers to be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks
discussed herein.

The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks,
mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor. An investor cannot invest directly in an index.

The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth
common stocks selected by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but
does not reflect advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may
be materially different from the individual performance obtained by a specific investor.

Nasdag Composite Index is the market capitalization-weighted index of over 3,300 common equities listed on the
Nasdaqg stock exchange. The types of securities in the index include American depositary receipts, common
stocks, real estate investment trusts (REITs) and tracking stocks, as well as limited partnership interests. The
index includes all Nasdag-listed stocks that are not derivatives, preferred shares, funds, exchange-traded funds
(ETFs) or debenture securities. An investor cannot invest directly in an index. The volatility of the benchmark may
be materially different from the individual performance obtained by a specific investor.

The Dow Jones Industrial Average measures the daily stock market movements of 30 U.S. publicly-traded
companies listed on the NASDAQ or the New York Stock Exchange (NYSE). The 30 publicly-owned companies
are considered leaders in the United States economy. An investor cannot directly invest in an index. The volatility
of the benchmark may be materially different from the individual performance obtained by a specific investor.

The Bloomberg Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four
local currency markets. This multi-currency benchmark includes treasury, government-related, corporate and
securitized fixed-rate bonds from both developed and emerging markets issuers. An investor cannot invest

Zacks Investment Management www.zacksim.com



Mitch on the Markets — Weekly Client Commentary August 4, 2023

directly in an index. The volatility of the benchmark may be materially different from the individual performance
obtained by a specific investor.

The ICE Exchange-Listed Fixed & Adjustable Rate Preferred Securities Index is a modified market capitalization
weighted index composed of preferred stock and securities that are functionally equivalent to preferred stock
including, but not limited to, depositary preferred securities, perpetual subordinated debt and certain securities
issued by banks and other financial institutions that are eligible for capital treatment with respect to such
instruments akin to that received for issuance of straight preferred stock. An investor cannot invest directly in an
index. The volatility of the benchmark may be materially different from the individual performance obtained by a
specific investor.
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