
1 
 

 

 

 

 

 

Valentine’s Day is widely recognized as “the day” to celebrate relationships. Ironically, surveys show 

more break-ups occur during the period leading up to Valentine’s Day than at any other time during the 

year. The Tuesday before Valentine's Day has been dubbed Red Tuesday. It holds the infamous 

distinction of being the deadliest day for relationships. The reasons for this accelerated pace of break-

ups vary. As valuation-oriented investors, we greatly appreciate the number two reason given; “the 

second most popular reason people choose to ditch their significant others around Valentine's Day is to 

save money on a gift”. Well done. Might we suggest you invest those savings into our Moderate Core 

Strategy? 

  

The most popular explanation given for the demise of relationships around Valentine’s Day is DTR. 

That’s the initialism our millennial friends use for defining the relationship. One partner might view the 

relationship as LOML while the other sees themselves as FWB. The Federal Reserve and financial 

markets consistently struggle to define their relationship. Financial markets view the Fed as TMTH, but 

the Fed is sure they are BFFs. Investors want to break up with the Fed. Unfortunately, that is not 

allowed. Only the Fed is allowed to end this relationship. 

 

The Federal Reserve System has a dual mandate—"pursuing the economic goals of maximum 

employment and price stability”. That’s a fancy way of saying the Fed should influence economic 

growth to ensure the economy maintains a stable inflation rate. Their charter allows them to increase 

and decrease the money supply to accomplish the above-mentioned mandate.  More specifically, the 

Fed is allotted four monetary tools for controlling money supply: reserve requirements, open market 

operations, the discount rate, and interest on excess reserves. We, and countless others, have argued 

the Fed’s quantitative easing and tightening programs are outside of their charter. We, and countless 
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others, have acknowledged the Fed doesn’t care what we think. They deem manipulating bond prices 

(longer-term interest rates) as a necessary tool for controlling economic growth. Some Keynesians 

point to the “success” of this program and suggest they do the same with stocks. Thankfully, 

investor pushback was fierce enough to squash this idea. We are becoming increasingly suspicious 

the Fed has found a way around this pushback and is purposely manipulating stock prices. Let us put 

on our tin foil helmets and explain… 

 

Economic data continues to support the soft-landing scenario. Economic growth remains decent, and 

inflation is moderating. Q4 GDP came in at 2.9% and the Atlanta Fed's Q1 GDPNow forecast is 

currently at 2.2%. Inflation is also moderating, having fallen for 7 straight months. 
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Fed Chair Powell frequently references the importance of remaining ahead of the inflation curve. 

He believes the Fed should be overly aggressive in slowing the economy during the early stages of 

inflation. Doing so will help to prevent an inflation spiral and allow an earlier return to normal economic 

growth and neutral monetary policies. A potential issue with his efforts to front-load an economic 

slowdown is the wealth effect. The wealth effect states, “an increase in wealth will induce people to 

increase their consumption. The consumption component of aggregate demand will thus be greater at 

lower price levels than at higher price levels”. In plain speak, when the value of consumers' 

investment portfolios increase, they feel wealthier and spend more. This wealth effect works against 

the Fed's efforts to slow the economy. 

 

Although we joke about being conspiracists, it's clear that rising stock prices and rising consumer 

wealth are a concern of the Fed. They consistently use their much-too-numerous speech platforms to 

warn the American Consumer about being overly optimistic. One could argue they are employing the 

business practice of under-promising with the expectation of eventually over-delivering. We'd argue 

they are purposely talking down financial asset prices to help them accomplish their goal of slowing the 

economy and lowering inflation. 

 

Since the start of this Fed tightening cycle in March of 2022, the pattern for stocks has been 

unmistakable. Stocks perform well during Fed blackout periods, followed by sell-offs as Fed 

Governors resume their speeches. Our observation is stocks trade on economic data during blackout 

periods, and trade on Fed talk when the blackout period ends. Although this pattern will likely continue 

until the Fed officially announces an end to this tightening cycle, we are encouraged that longer-term 

returns continue to respond to the improving economic data. The S&P 500 is up 15.5% since its October 

12th low. 
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Today's just-released inflation number marked the 8th straight month of declines in Core CPI.  Headline 

and Core CPI came in at 6.4% and 5.6% respectively. That's significantly down from last June's 9.1% 

high-water mark. In pre-market trading, stock markets had little reaction to this data release. Our 

expectation is that inflation data will continue to improve, and the Fed will continue to talk. We expect 

this will continue to translate into an overall rising stock market with significant pullbacks along the way. 

 

Happy Valentine's Day, 

The MMFS Team 
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ABBREVIATION KEY: 
LOML = Love of my Life 
FWB = Friends with Benefits 
TMTH = Too Much to Handle 
  


