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Investors Seek Relief:

Finding Balance
By Michael O’Keeffe, Chief Investment Officer
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Early this year, we talked a lot about balancing acts,
and as the year progressed, we highlighted how

Want to go deeper?

imbalances have kept inflation elevated and driven Watch the Investment Strategy
markets lower. Then last week, | wrote about finding Brief video about Finding Balance.

balance as the midterm elections approach.

In this week’s Sight|Lines, we discuss how we may be finding balance in the coming months in issues that have

challenged markets this year, perhaps leading to possible relief for investors.

THE TAKEAWAY: WE SHOULD FIND BALANCE IN SEVERAL AREAS, PROVIDING SOME RELIEF
Some imbalances should begin to resolve in the coming months, allowing investors to find balance:

The midterm elections will clarify future priorities for Congress and President Biden.
Easing supply chain pressures and other real-time data are signaling the potential for cooling inflation.
Federal Reserve (Fed) messaging may be shifting subtly to a “pause and watch” policy.

The solid labor market lessens the odds of the National Bureau of Economic Research (NBER) declaring a
recession.

Expected 2022 earnings growth has declined, but third quarter results and expected future earnings growth
are holding up.

We expect some relief and recovery in the markets as investors further assess these areas of balance.

Geopolitical risks remain and should be closely monitored.

IN-DEPTH: IMPROVED BALANCE MAY WELL APPEAR IN MANY AREAS SOON
Republicans appear to have the advantage in the upcoming election, even as we see pressures easing at least
modestly on the inflation front and Fed officials float the prospect of slowing rate hikes.

Midterm Elections: In the House, Democrats hold 221 seats, Republicans hold 212, and there are two
vacancies. The average gain for a minority party is 27 seats. Polls show the majority of voters see the country
on the “wrong track,” with concerns about inflation, the economy, immigration, and crime top of mind. We will
have less uncertainty and a greater sense of balance post-election.
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* Inflation: Measures of supply chain pressures have eased, with the Federal Reserve Bank of New York’s Global
Supply Chain Pressure Index (GSCPI) at 1.05, much improved from 1.51 in August and 3.24 in September
2021. It peaked at 4.30 in December 2021. Institute for Supply Management and S&P Global PMIs both show
an easing in supply chain pressures. All this points to the prospect of improved, cooling inflation. Finding
balance on the inflation front has been a top priority.

® fed Policy: While Fed watchers still expect another 0.75% hike in November, there is potential for a slowdown
at the December meeting. Vice Chair Lael Brainard and Fed officials Charles Evans and Neel Kashkari have
mentioned an important policy discussion in December and the prospect of a smaller cut, or even a pause,
then. Market measures show the fed funds rate peaking in 2023 and potentially falling from rate cuts. Most are
anxious to see the Fed find balance with their policy going forward.

® Recession Risk: Investors, government officials, and the public at large depend on the private, bipartisan NBER
to determine when we are in a recession. Their experts focus on measures like real personal income, nonfarm
payroll employment, real consumer spending, and industrial production. And since all of these measures are
positive as of mid-October and balancing other negative forces like housing activity and spending on goods,
the NBER is less likely to declare a recession.

® Farnings Growth: Third quarter earnings season has been generally positive so far, with 72% of those S&P 500
companies reporting beating earnings expectations. While the fourth quarter annualized growth rate has fallen
from over 14% at the beginning of the year to 2.5%, the forecast for 2023 growth has only fallen from 9.9% to
7.1%. If the economic slowdown ends up being a soft landing or a shallow recession, earnings will likely hold up
better than in past recessions, providing balance for equity markets and the prospect of a relief rally.

® Market Recovery: The markets are admittedly hovering near their 2022 lows, but equities have recovered
some, up 7.1% from those lows, and the 10-year Treasury rate has fallen from a high of 4.2% to a current level
of 3.9%, providing some recovery in bond market values.

® Geopolitical Risks: Despite finding balance, as discussed above, we see geopolitical tensions worldwide. Our
focus includes:

- The Russia-Ukraine war and the risk of Vladimir Putin getting even more aggressive;
- China policy shifts and territory tensions like Taiwan, Hong Kong, and the South China Sea; and

- Shifts in UK leadership after imbalances between monetary and fiscal policy destabilized markets.

CONCLUSION

We intentionally framed 2022 to be about balancing acts, and imbalances have driven sustained, higher inflation
through the year and other problems, driving both equity and bond markets lower. Last week, | wrote about
finding balance as the midterm elections approach. And despite meaningful geopolitical risks ever present, we

see the potential for finding balance in many areas, including inflation, Fed policy, economic growth, and
company earnings. More balance may well give the markets a foothold to move toward recovery.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a
popular measure of the implied volatility of S&P 500 index options.
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