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We believe in the old saying: a picture is worth a thousand words. 

Here, we aim to recap recent market action and provide some 
perspective to investors. 

                                                                                                                                                                         December 2022 
KEEPING A CLOSE EYE ON THE LABOR MARKET HEADING INTO 2023 

As we head into 2023, the question facing markets is simple: will inflation recede enough for the Federal Reserve to slow (or 
pause) its policy of outsized interest rate hikes? As a follow on, will the Fed’s policy choices (those enacted and those to come) 
end in a recession? Finally, how deep would that recession be, and what would that mean for corporate earnings? It reminds 
me of the choose-your-own adventure books I read as a kid. Does inflation meaningfully cool in 2023? Yes, or no? If yes, does 
the Fed pause soon enough to avoid a hard landing in the economy? If no, how much do earnings fall? Follow the path and 
you start to see how markets might perform in the coming year(s). 

So, back to the $1,000,000 question (and the first domino in the scenario above): what’s going to happen with inflation? Our 
partners at Strategas have long anticipated that inflation will prove stickier than expected, in part due to structural tightness in 
the post-Covid labor market. There are over 10 million job openings in the US., and there have been that many every 
month this year. Job switchers are getting above-average wage gains, and companies are able to pass those costs to 
consumers by raising prices. Voila, inflation.  

But why is the labor market so tight? One clue comes from the size 
of  the civilian labor force. If  we extrapolate the pre-Covid trend to 
today, there would be roughly 4 million more people working or 
actively looking for work. Instead, we have only just gotten back to 
February 2020 levels. Where are the workers?  

There’s probably no one good answer to this question. Immigration 
is down, early retirements spiked during the pandemic, Covid-19 
continues to keep a segment from working, and on and on. In the 
end, the trend is a troubling one, and a slowing economy seems 
unlikely to draw many back into the workforce in the near-term.  

Further, as we’ve discussed before, the Fed  isn’t in the “supply” 
business. They cannot pump more oil or plant more crops or find 
more workers. They operate on the demand side of the equation – 
by raising interest rates until demand comes down to meet existing 
supply. That includes demand for labor, and we’ve already begun 
to see hiring freezes and layoffs in some sectors of the economy. 

This dynamic is also critical for the next domino down the line, which is “how will a tight labor market affect the Federal 
Reserve’s decision-making on interest rates?” Fed Chair Powell recently gave some color on that, stating that the labor market 
“is especially important” and shows only “tentative signs of rebalancing.” Powell ultimately concluded that “Strong wage 
growth is a good thing, but for wage growth to be sustainable, it needs to be consistent with 2% inflation.” 

So, it is clear that the labor market will be critical to watch in 2023, both for the actual pace of inflation and for the Fed’s reaction. 
Without enough workers, demand for labor must come down. The big question facing markets is “By how much?”  

In the Markets Now 
Where are the workers? 

PWM Equity & Fixed Income Research 

Ross Mayfield, CFA 

Investment Strategy Analyst 

 

Source: St. 

Louis Federal 

Reserve, h/t 

Apollo Asset 

Management 

https://www.bairdwealth.com/siteassets/pdfs/market-insights/sis-2022-11-08.pdf
https://www.bairdwealth.com/siteassets/pdfs/market-insights/sis-2022-11-08.pdf
https://www.federalreserve.gov/newsevents/speech/powell20221130a.htm


In the Markets Now 

 

Robert W. Baird & Co. Incorporated Page 2 of  2 

Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here ref lect our judgment at this date and are subject to change. The information has been obtained f rom sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

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 not 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.  

 
For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 
other may not. 

 

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.  

 

Copyright 2022 Robert W. Baird & Co. Incorporated.  
 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 
This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 
classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 


