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Many investors say they anticipate a soft landing for the U.S., but market swings suggest
they are seizing on any excuse to position against that thesis.

There is a decisive and growing consensus in favor of a U.S. economic soft landing.

Or rather, that’s the impression left by most comments in the financial press, or in sell-side
and buy-side notes.

If instead you take your cue from the markets, you’d think investors are convinced the U.S.
will tip into recession next year—except when they seem to be on high alert against a return
to rising inflation.

It's rare to see market participants betting so erratically against their stated convictions.
Why might it be happening, and how might investors respond?

Behind the Curve

Investors spent much of the summer pricing as if the U.S. Federal Reserve was falling
behind the curve, inviting a recession due to its hesitancy to cut rates far or fast enough.

In equities, the broadening in equity market performance we have been writing about for
much of the year hasn’t really gained traction: Rallies in small caps, cyclical names and
value stocks keep petering out. In rates, yields fell and curves steepened dramatically over
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the summer; and even after the Fed gave them a 50-basis-point cut in September, futures
markets responded by pricing for yet another in November.

All this happened despite U.S. inflation being above target (albeit declining), unemployment
being low (albeit rising), and the economy growing at a rate of 3%—a long way from zero.
So, perhaps it’s no surprise that just the potential for a reversal of one of those data trends
was enough to trigger a sharp turn in market positioning.

When the September U.S. payrolls report revealed a quarter-of-a-million new jobs and a
tick down in the unemployment rate, futures completely abandoned their expectations for
50 basis points in November. They took a further 25 basis points out of their pricing for
2025. The two-year yield soared at a pace reminiscent of the start of the rate-hiking cycle in
2022.

Data releases sowed yet more confusion last week: When September inflation came in
above expectations at the same time as (hurricane-affected) initial jobless claims spiked
back to summer 2023 levels, bond prices seesawed violently. No wonder last week also
saw the Merrill Lynch Option Volatility (MOVE) Index, a kind of “fixed-income VIX” that
tracks the implied volatility of the U.S. Treasury market, experience one of its biggest one-
day jumps since the pandemic.

In our view, these moves are symptomatic of a market careering from hard-landing to no-
landing with each new data point, without bothering to stop at soft-landing—even though it
is arguably the best explanation of the data and, in many cases, the core scenario in
investors’ outlooks.

Rare

We think these data reinforce the soft-landing thesis.

The mixed jobs-market picture does not show the type of supply-and-demand mismatch
that would precipitate significant wage inflation, in our view. Nor does it suggest a universal
acceleration of firing or slowdown in hiring. Instead, we believe it depicts the complexities of
overlapping jobs recessions and recoveries happening across different sectors, as set out
by Claudia Sahm, the ex-Fed economist and originator of the Sahm Rule.

Reluctance to fully embrace the soft-landing assumption is understandable, however. It's a
difficult feat for a central bank to pull off, especially when high inflation, combined with an
inflation-targeting mandate, makes it risky to give a slowing economy the monetary support
it needs.
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It is generally accepted that rate hikes were followed by soft landings in 1965, 1984 and
1994. Three instances are rare enough, but in 1965 and 1994 the Fed had the advantage of
relatively benign inflation. And while inflation was higher during the mid-1980s hiking cycle,
so was unemployment—there was a clear need to respond with rate cuts to support growth.

It is hard to put a lot of faith in those historical soft-landing models today, when inflation has
been high and remains above target, but unemployment is low.

Psychological Reflex

To Erik Knutzen and Jeff Blazek’s list of current sources of market volatility—geopolitics, the
U.S. election, the turn in the business and monetary-policy cycles, crowded trades—we can
therefore add a strange psychological reflex that is moving prices.

Because so few are confident in their core economic scenario, each new economic data
point is an opportunity to fuel doubts and succumb to one’s dominant fear, whether it be
recession or inflation. In an odd mirror-image of confirmation bias, everyone seems to want
to be convinced they are wrong.

As Erik and Jeff suggested, this is why maintaining moderate exposures right now is not an
expression of timidity, but of discipline. It is difficult to feel completely comfortable with the
assumption that the Fed has perfectly navigated the narrow channel between recession
and inflation. But confidence is not the same as complacency, and a dispassionate
assessment of economic data must admit the possibility that they can support one’s thesis.

Until we see clear evidence otherwise, we think the U.S. is heading for a soft landing, and
market dynamics alone will not pull us away from that conviction, in either direction.

In Case You Missed It

e U.S. Consumer Price Index: +2.4% year-over-year, +0.2% month-over-month (core
consumer price index +3.3% year-over year, +0.3% month-over-month) in September
e U.S. Producer Price Index: +1.8% year-over-year, +0.0% month-over-month in

September
¢ University of Michigan Consumer Sentiment: -1.2 to 68.9; one-year inflation
expectations +0.2% to 2.9% in October

What to Watch For

o Thursday, October 17:

https://www.nb.com/en/us/insights/cio-weekly-perspectives-what-is-the-opposite-of-confirmation-bias 3/5



10/17/24, 12:31 PM What Is the Opposite of Confirmation Bias? | Neuberger Berman

o

European Central Bank Policy Meeting
U.S. Retail Sales
NAHB Housing Market Index
Japan Consumer Price Index
China Q3 GDP
o Friday, October 18:
o U.S. Building Permits
o U.S. Housing Starts
Investment Strategy Team

o

o

o

o
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lllustration has been generated by Al.
Economic data are sourced from FactSet unless stated otherwise.

This material is provided for informational and educational purposes only and nothing herein constitutes
investment, legal, accounting or tax advice. This material is general in nature and is not directed to any
category of investors and should not be regarded as individualized, a recommendation, investment
advice or a suggestion to engage in or refrain from any investment-related course of action. Investment
decisions and the appropriateness of this material should be made based on an investor's individual
objectives and circumstances and in consultation with his or her advisors. Information is obtained from
sources deemed reliable, but there is no representation or warranty as to its accuracy, completeness or
reliability. All information is current as of the date of this material and is subject to change without
notice. Any views or opinions expressed may not reflect those of the firm as a whole. Neuberger
Berman products and services may not be available in all jurisdictions or to all client types.

The views expressed herein include those of Neuberger Berman’s Private Wealth Investment Group.
The Private Wealth Investment Group analyzes market and economic indicators to develop asset
allocation strategies. The Private Wealth Investment Group works in partnership with the Office of the
CIO. The Private Wealth Investment Group also consults regularly with portfolio managers and
investment officers across the firm. The views of the Private Wealth Investment Group may not reflect
the views of the firm as a whole and Neuberger Berman advisers and portfolio managers may take
contrary positions to the views of the Private Wealth Investment Group. The Private Wealth Investment
Group views do not constitute a prediction or projection of future events or future market behavior.
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This material may include estimates, outlooks, projections and other “forward-looking statements.” Due
to a variety of factors, actual events or market behavior may differ significantly from any views
expressed. Investing entails risks, including possible loss of principal. Investments in hedge funds and
private equity are speculative and involve a higher degree of risk than more traditional investments.
Investments in hedge funds and private equity are intended for sophisticated investors only. Indexes are
unmanaged and are not available for direct investment. Past performance is no guarantee of future
results.

This material is being issued on a limited basis through various global subsidiaries and affiliates of
Neuberger Berman Group LLC. Please visit www.nb.com/disclosure-global-communications for the
specific entities and jurisdictional limitations and restrictions.

The “Neuberger Berman” name and logo are registered service marks of Neuberger Berman Group

LLC.
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