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A progress report on 
inflation

Inflation appears to have 
peaked, led by improvements in 
core goods prices and rate-
sensitive sectors. The policy 
focus has shifted to labor market 
normalization where early signs 
of progress are emerging.

Is a soft landing in 
sight?

The Fed remains committed to 
bringing inflation to the targeted 
level. Despite the aggressive 
tightening we’ve seen so far, 
alternative data suggests that 
the economy remains on 
relatively solid footing.

Global equity 
positioning

We are positioned for continued 

high rates and inflation followed

by a potential soft landing. We 

maintain a preference for value—

particularly in capital goods, 

consumer durables, autos, and 

airlines.
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After a year of extreme macroeconomic events, the outlook for 

inflation has started to improve. So where’s the recession that 

so many are expecting? Alternative data reveals insight on the 

current economic backdrop and what it means for investors.

As we begin 2023, there’s a greater level of clarity around some of 

the questions that have driven markets over the last year. Recent 

inflationary data shows improvements in the trajectory of core 

goods prices and rate-sensitive components. 

Now, the focus of policymakers has shifted towards restoring 

balance in the labor market and doing “whatever it takes” to bring 

inflation to the targeted level. As we enter a new phase of 

tightening beyond peak price pressures, what’s ahead for the path 

of inflation and the health of the economy?
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Shelter is another category where alternative data is 

pointing to a clear disinflationary trend throughout 2023. 

Shown in Figure 3, the growth rate of new online rental 

listings in the US has started to decline. The Owners’ 

Equivalent Rent (“OER”) component of CPI which captures 

both new and continuing leases tends to lag this alternative 

rental data by 6 to 9 months. This suggests that the trend 

we’re seeing in new leases will increasingly impact CPI data 

as the year goes on.

For the next phase of the tightening cycle, Fed officials have 

shifted their focus to labor markets. Wages have remained a 

persistent driver of broad-based services inflation since the 

economic reopening began. Historical periods of inflation 

have shown that reining in wage inflation is a critical step in 

restoring price stability and preventing long-run 

expectations from becoming unanchored. In early 

November, Fed Chairman Jerome Powell identified 3.5% 

wage growth as a targeted level that would be consistent 

with the Fed’s 2% inflation objective.1

To monitor wage growth, we use online job postings in the 

US for a real-time view of employment cost data ahead of 

official releases (Figure 4). Wage growth has started to 

moderate in recent months and shows signs that the labor 

market is beginning to cool. However, more progress is 

needed to reach the Fed’s target—especially in the services 

sector where inflationary pressures remain the most robust.

A progress report on inflation

In the final months of 2022, long-awaited improvements in 

the trajectory of inflation began to surface. Figure 1 shows 

the widening gap between current reported inflation and 

where the US Consumer Price Index (“CPI”) is expected to 

stand in six months based on a broad range of leading 

economic indicators and text-mined commentary on 

inflation. Peak inflation seems to be behind us and a clearer 

path towards meeting central bank objectives has started to 

appear. As observed in the inflation GPS measure, the 

sentiment of corporate comments around cost pressures 

and the effects of inflation on margins hasn’t showed signs 

of deteriorating as the outlook improves.

Core goods prices, where the initial surge in inflation was 

the most robust, are showing significant progress. This has 

continued to play out with the shift in spending from goods 

to services throughout the economic reopening and the 

healing of supply chain bottlenecks. Figure 2 shows 

average freight transportation costs which have fallen back 

to pre-pandemic levels. These costs were previously 14 

times greater during the peak of supply chain issues. 

2

Source: BlackRock, with data from Apartment List and Zillow, as of January 2023.

Figure 1: US inflation GPS shows continued 
decline in the trajectory of consumer prices
Current US inflation vs. six-month inflation expectations

Source: Refinitiv DataStream, chart by the BlackRock Investment Institute, 1/19/2023. 

Source: BlackRock, with data from Bloomberg, as of January 2023.

Figure 2: Supply chain bottlenecks have improved
Average freight costs for shipping a 40ft container 
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Figure 3: Growth rate of new leases is declining
Online new rental leases vs. Owners’ Equivalent Rent (“OER”)
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Figure 4: Wage growth shows signs of moderating
Year-over-year wage growth for goods vs. services roles
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Source, BlackRock, with data from Burning Glass Technologies, as of January 2023.
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Is a soft landing in sight?

The likelihood of a soft vs. hard landing depends on how 

healthy the economy remains as inflation continues to 

normalize and how policymakers react to ongoing 

developments. So what does the data tell us about where 

the economy is heading?

Let’s first examine the underlying drivers of the 

readjustment that’s taking place in labor markets. Following 

COVID-19, a labor shortage emerged as many individuals 

didn’t immediately return to the workforce. Simultaneously, 

the economic reopening drove robust demand for workers 

and a significant increase in job openings—many of which 

remained vacant due to labor supply constraints. As a 

result, the recent normalization in labor markets and wages 

has mostly come from a decrease in job openings. This 

differs from past periods of inflation where monetary 

tightening caused severe job losses and high 

unemployment that ultimately ended in a recession.

Figure 5 shows the decline that we’ve seen in the number of 

online job postings in the US as labor demand falls. Most of 

the pullback in job postings is concentrated in the 

technology sector. This is also the case for layoffs which 

remain extremely benign across the broader economy. 

Importantly, job openings remain elevated in aggregate 

relative to pre-COVID, suggesting that the gap between 

labor demand and supply can continue to narrow through a 

decline in job openings rather than severe layoffs.

Along with company behavior, we’re closely monitoring 

consumer activity for signs of weakness. Figure 6 shows US 

inflation-adjusted consumer spending in the services 

sector which remains relatively stable and above pre-COVID 

levels despite starting to decline particularly for the lowest 

income cohort. How has this level of consumer activity been 

sustainable as savings rates have fallen to historical lows 

amid higher interest rates? The previous period of 

unprecedented fiscal stimulus throughout the pandemic 

has kept the total level of household savings in excess—

even long after stimulus payments have tapered off. 

Furthermore, household interest payments remain well 
below the pre-COVID trend with less debt on consumer 
balance sheets. The combination of sustained excess 
savings, lower debt levels, and muted layoff activity has 
allowed consumer spending to remain relatively resilient 
over the course of the Fed’s tightening cycle. 

Alternative data reveals an improving picture for inflation, 

orderly rebalancing of the labor market, and a relatively 

healthy consumer—each currently more supportive of the 

case for a soft landing than a hard landing.

Market pricing has increasingly shifted towards the 

expectation for interest rate cuts by the end of 2023 (Figure 

7). This can be supported by two opposing viewpoints: 1) 

the hard landing scenario which expects policymakers to 

overtighten and engineer a recession, or 2) a scenario where 

inflation swiftly returns to the 2% target and the Fed is able 

to begin easing financial conditions. In our view, both of 

these scenarios are unrealistic. Instead, we believe rates will 

remain higher for longer rather than a near-term policy 

pivot. Today’s relatively stable economy may remain more 

resilient to high rates and policymakers are likely to delay 

easing financial conditions due to the lingering effects of 

two years of excessive inflation. 

3

Figure 5: Falling labor demand has come 
through declines in job openings, not layoffs
Volume of online job postings normalized to 2020 levels

Source: BlackRock, with data from Indeed.com, as of January 2023.

Figure 6: US services spending remains above 
2019 levels despite some signs of weakness 
3Y service consumption by income cohort, inflation-adjusted

Source: BlackRock, with data from Earnest Research, as of December 2022.
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Figure 7: Market is currently pricing in rate cuts 
by end of 2023
Market-implied policy rates
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Global equity positioning for 

Q1 2023

After a challenging year for equity markets in 2022, the 

downward trajectory of inflation and continued economic 

stability point to a slightly more positive outlook in the 

coming months. How are these insights shaping our 

positioning across the global equity landscape?

An expanding global opportunity set

Like the US, the outlook for Europe has started to improve 

despite core inflation remaining at record highs. A warmer-

than-expected winter has relieved some of the pressure 

from the energy crisis. Wage growth has also started to 

come down in Europe as labor markets normalize at an even 

faster pace than in the US. 

In China, the economic reopening has quickly taken off. 

Along with relaxed COVID-19 restrictions, there’s been an 

easing in common prosperity and antimonopoly 

regulations. This is an added tailwind to the improving 

sentiment towards Chinese assets, particularly in sectors 

like education, internet, and real estate that were most 

impacted by these regulatory initiatives. 

Sector positioning for a potential soft landing

Our global portfolios maintain a preference for value vs. 

growth based on continued themes of high rates and 

inflation followed by a potential soft landing. Notably, we’ve 

seen a shift in the underlying sectors driving the top-down 

leadership of value. What was previously led by the energy 

sector has shifted to favor cyclical sectors that have been 

heavily discounted over the last year, including capital 

goods, consumer durables, autos, and airlines where we’re 

currently overweight. These are well-positioned for a 

continued high interest rate environment where the 

economy ultimately avoids a deep recession. 

Conclusion

As we enter the next phase in the fight against inflation, 

market focus has shifted to whether policymakers can 

achieve a durable decline in inflation without causing a 

recession. Using alternative data to cut through the noise of 

hard vs. soft landing speculation, we see signs of progress 

in restoring price stability while maintaining economic 

strength. At the same time, macroeconomic uncertainty 

remains high, and we expect market volatility to persist as 

conditions evolve. This makes a data-centric investment 

approach crucial to navigating today’s complex 

environment—allowing us to remain nimble as investors 

during a time where dynamism matters most.
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Want to explore more?
View the latest insights at BlackRock.com/Systematic-Investing

Sources and endnotes

Investing involves risk, including possible loss of principal. Index returns are shown for illustrative purposes only. It is not possible to invest directly in an index. 
Forecasts are based on estimates and assumptions. There is no guarantee that they will be achieved.

1. Source: Brookings Institution, November 2022. 
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© 2023 BlackRock, Inc. or its affiliates. All rights reserved.

This material is prepared by BlackRock and is not intended to be relied upon as a forecast, research or 
investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to 
adopt any investment strategy.  The opinions expressed are as of January 2023 and may change as 
subsequent conditions vary.  The information and opinions contained in this material are derived from 
proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-
inclusive and are not guaranteed as to accuracy.  As such, no warranty of accuracy or reliability is given 
and no responsibility arising in any other way for errors and omissions (including responsibility to any 
person by reason of negligence) is accepted by BlackRock, its officers, employees or agents.

This material may contain “forward-looking” information that is not purely historical in nature.  Such 
information may include, among other things, projections and forecasts.  There is no guarantee that any 
of these views will come to pass.  Reliance upon information in this material is at the sole discretion of the 
reader. This material is intended for information purposes only and does not constitute investment advice 
or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy 
nor shall any securities be offered or sold to any person in any jurisdiction in which an offer, solicitation, 
purchase or sale would be unlawful under the securities laws of such jurisdiction.

Stock and bond values fluctuate in price so the value of your investment can go down depending upon 
market conditions. The two main risks related to fixed income investing are interest rate risk and credit 
risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. 
Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and 
interest payments. The principal on mortgage- or asset-backed securities may be prepaid at any time, 
which will reduce the yield and market value of these securities. Obligations of US Government agencies 
and authorities are supported by varying degrees of credit but generally are not backed by the full faith 
and credit of the US Government. Investments in non-investment-grade debt securities (“high-yield 
bonds” or “junk bonds”) may be subject to greater market fluctuations and risk of default or loss of 
income and principal than securities in higher rating categories. Income from municipal bonds may be 
subject to state and local taxes and at times the alternative minimum tax. 

Index performance is shown for illustrative purposes only. Indexes are unmanaged and one cannot invest 
directly in an index.

Investing involves risk, including possible loss of principal.

©2023 BlackRock. Inc. or its affiliates.  All rights reserved. BLACKROCK is a trademark of BlackRock, Inc. 

or its affiliates. All other trademarks are the property of their respective owners.
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