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SUMMARY 

• Concerns around a 1970s-
style ‘stagflation’ have been
rising, in our view.

• We believe these concerns
are currently overstated.

• Today, inflation and
unemployment are much
lower, and growth more
stable than in the 70s.

06.18.2024 

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 
consumer inflation to the unemployment level (see shaded region, Chart 1, below).

Source: Bloomberg, RiverFront. Data monthly as of 
June 3, 2024. Past performance is no guarantee of 
future results. Chart, right, shown for illustrative 
purposes. Not indicative of RiverFront portfolio 
performance.   
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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 Reserve1. 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. 

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://www.stlouisfed.org/open-vault/2022/nov/three-ways-high-inflation-ends 

Source: LSEG Datastream/Fathom Consulting; Data monthly as of May 15, 2024. Past performance is no guarantee of future 
results. Chart shown for illustrative purposes. Not indicative of RiverFront portfolio performance.   
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Risk Discussion: All investments in securities, including the strategies discussed above, include a risk of loss of principal (invested amount) and any profits that 
have not been realized. Markets fluctuate substantially over time, and have experienced increased volatility in recent years due to global and domestic economic 
events. Performance of any investment is not guaranteed. In a rising interest rate environment, the value of fixed-income securities generally declines. 
Diversification does not guarantee a profit or protect against a loss. Investments in international and emerging markets securities include exposure to risks such 
as currency fluctuations, foreign taxes and regulations, and the potential for illiquid markets and political instability. Please see the end of this publication for 
more disclosures. 
 

Important Disclosure Information:  

The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Opinions expressed are current as of the date 
shown and are subject to change. 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.  

Information or data shown or used in this material was received from sources believed to be reliable, but accuracy is not guaranteed.  

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 
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.  

Chartered Financial Analyst is a professional designation given by the CFA Institute (formerly AIMR) that measures the competence and integrity of financial 
analysts. Candidates are required to pass three levels of exams covering areas such as accounting, economics, ethics, money management and security analysis. 
Four years of investment/financial career experience are required before one can become a CFA charterholder. Enrollees in the program must hold a bachelor’s 
degree. 

All charts shown for illustrative purposes only. Technical analysis is based on the study of historical price movements and past trend patterns. There are no 
assurances that movements or trends can or will be duplicated in the future. 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if it goes 
bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero). Bonds represent a loan made by an investor to a 
corporation or government. As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their original investment back at 
the end of that time period, along with the interest earned. Investment risk is repayment of the principal (amount invested). In the event of a bankruptcy or other 
corporate disruption, bonds are senior to stocks. Investors should be aware of these differences prior to investing.  

In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa). This 
effect is usually more pronounced for longer-term securities). Fixed income securities also carry inflation risk, liquidity risk, call risk and credit and default risks 
for both issuers and counterparties. Lower-quality fixed income securities involve greater risk of default or price changes due to potential changes in the credit 
quality of the issuer. Foreign investments involve greater risks than U.S. investments, and can decline significantly in response to adverse issuer, political, 
regulatory, market, and economic risks. Any fixed-income security sold or redeemed prior to maturity may be subject to loss.  

US Equities include stocks listed in the United States. Stocks represent partial ownership of a corporation. If the corporation does well, its value can increase, and 
investors can share in the appreciation. However, if it goes bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can 
go to zero). Small/mid-cap equities, MLPs, REITS and alternatives equities are types of US Equities and assume further risks described below. 

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those markets and their 
issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks and emerging markets risks as described 
further below.  

Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s investments. Such currency 
movements may occur separately from, and/or in response to, events that do not otherwise affect the value of the security in the issuer’s home country. Also, the 
value of the portfolio may be influenced by currency exchange control regulations. The currencies of emerging market countries may experience significant 
declines against the U.S. dollar, and devaluation may occur subsequent to investments in these currencies by the portfolio.  

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are considered speculative and 
subject to heightened risks in addition to the general risks of investing in non-U.S. securities. Also, inflation and rapid fluctuations in inflation rates have had, and 
may continue to have, negative effects on the economies and securities markets of certain emerging market countries. 

Definitions: 

Stagflation is an economic cycle characterized by slow growth and a high unemployment rate accompanied by inflation. Economic policymakers find this 
combination particularly difficult to handle, as attempting to correct one of the factors can exacerbate another.  

Inflation is a gradual loss of purchasing power, reflected in a broad rise in prices for goods and services over time. 
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Deflation is a general decline in prices for goods and services, typically associated with a contraction in the supply of money and credit in the economy. During 
deflation, the purchasing power of currency rises over time.  

Reflation is a fiscal or monetary policy designed to expand output, stimulate spending, and curb the effects of deflation, which usually occurs after a period of 
economic uncertainty or a recession. The term may also be used to describe the first phase of economic recovery after a period of contraction. 

The misery index is a measure of economic distress felt by everyday people, due to the risk of (or actual) joblessness combined with an increasing cost of living. 
The misery index is calculated by adding the seasonally adjusted unemployment rate to the inflation rate. 

The Consumer Price Index (CPI) measures the monthly change in prices paid by U.S. consumers. The Bureau of Labor Statistics (BLS) calculates the CPI as 
a weighted average of prices for a basket of goods and services representative of aggregate U.S. consumer spending. 

The Purchasing Managers' Index (PMI) is an indicator of the prevailing direction of economic trends in the manufacturing and service sectors. The indicator is 
compiled and released monthly by the Institute for Supply Management (ISM), a nonprofit supply management organization. 

Gross domestic product (GDP) is the total monetary or market value of all the finished goods and services produced within a country’s borders in a specific time 
period. As a broad measure of overall domestic production, it functions as a comprehensive scorecard of a given country’s economic health. 

RiverFront Investment Group, LLC (“RiverFront”), is a registered investment adviser with the Securities and Exchange Commission. Registration as an investment 
adviser does not imply any level of skill or expertise. Any discussion of specific securities is provided for informational purposes only and should not be deemed as 
investment advice or a recommendation to buy or sell any individual security mentioned. RiverFront is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), 
member FINRA/SIPC, from its minority ownership interest in RiverFront. RiverFront is owned primarily by its employees through RiverFront Investment Holding 
Group, LLC, the holding company for RiverFront. Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an 
indirect owner of RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated, a registered broker/dealer and investment adviser.  

To review other risks and more information about RiverFront, please visit the website at riverfrontig.com and the Form ADV, Part 2A. Copyright ©2024 RiverFront 
Investment Group. All Rights Reserved. ID 3646631 

 

 
 
2024-1617 Exp. 06/30/2025



Important Disclosures 

This material is for use with investment advisory clients or prospects only 

The information contained herein represents the opinions of the author and not necessarily Benjamin F. Edwards®. 
Benjamin F. Edwards® is providing it for informational purposes only, not as investment advice or a solicitation for the 
purchase or sale of any security or class of securities. Benjamin F. Edwards® & Co. (BFE) is a dually-registered broker- 
dealer and investment adviser and member of FINRA and SIPC, and its affiliate Benjamin F. Edwards SM Wealth 
Management, LLC, d/b/a Edwards Wealth Management (EWM) is an SEC-registered investment adviser. BFE and 
EWM are affiliates through their common ownership by Benjamin Edwards, Inc. Depending on the context, the name 
Benjamin F. Edwards® refer to either EWM, BFE or both. 

As a registered investment adviser, Benjamin F. Edwards offers clients a variety of advisory portfolio options. Any portfolio 
discussed is offered at Benjamin F. Edwards as an investment advisory account. To participate, investors must sign an 
investment advisory agreement, select a manager, and pay an advisory fee. For additional information regarding fees, 
please refer to the third-party asset manager's (asset manager) applicable disclosure documents and Benjamin F. Edwards’ 
disclosure documents, which may be obtained through your advisor or found on Benjamin F. Edwards’ website, 
www.benjaminfedwards.com, under the Important Disclosures section. 

Participating in advisory programs may cost the client more or less than if the client were to implement his or her selected 
program separately, such as by using a different program sponsor, pursuing the strategy through a brokerage account, or 
investing directly with the asset manager. Some factors that might impact the total cost to a client who implements a 
program separately include the frequency of trading activity; whether a client might be successful in negotiating a lower 
fee with a sub-advisor; rate of commissions, markups or other transaction-related compensation; or whether account fees, 
transaction fees or similar charges would be incurred. 

Investing in securities entails certain risks, including the potential loss of all or a portion of the proceeds invested. 
Individuals should consider their specific financial needs, investment objectives and risk tolerance before making an 
investment. Investments can be significantly affected by certain events, including international political and economic 
developments, inflation, and other factors. Dividends are not guaranteed and are subject to change or elimination. 

Exchange traded funds (ETFs) and mutual funds are sold by prospectus only, which should be read carefully before 
investing. Please consider the investment objectives, risk, charges and expenses before investing. The liquidity of ETFs 
may not reflect the level of liquidity of other instruments on listed exchanges such as well-recognized, large cap stocks. 
The prospectuses, which contain this and other information, can be obtained from your advisor. 

Investing in fixed-income securities involves certain risks such as market risk if sold prior to maturity and credit risk 
especially if investing in high-yield or “speculative-grade” bonds, which have lower ratings and are subject to greater price 
volatility. All fixed-income investments are subject to availability and change in price and may be worth less than original 
cost upon redemption or maturity. 

There are special risks associated with an investment in real estate, including credit risk, interest rate fluctuations and the 
impact of varied economic conditions. Distributions from REIT investments are taxed at the owner’s tax bracket. 
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