
A couple of weeks ago, we wrote about finding balance in several areas. Then last week, we discussed how the 
Federal Reserve’s (Fed’s) latest policy decision makes discerning the timing of a Fed rate hike pause still elusive. 

In this week’s Sight|Lines, we provide a brief update on finding balance through the rest of the year and 

into 2023. 

THE TAKEAWAY: IMBALANCES CONTINUE, BUT RESOLUTION IS ON THE HORIZON 

Some imbalances continue, fueling uncertainty and the prospect for continued volatility, but resolution is on 
the horizon:   

• Control of Congress is not yet known, with the Senate likely not decided until December, but a divided 
government appears likely.

• October consumer price index (CPI) was better than expected, a step in the right direction; however, the 
pace of inflation remains above the Fed’s 2% target.

• Futures now signal a 4.85% fed funds rate peak in 2023, with a 14% chance of a 0.75% December hike.

• The aggregate earnings growth rate for the fourth quarter of 2022 versus a year ago has turned negative.
• These imbalances may contribute to near-term market volatility, but a clearer picture in the coming weeks 

may calm markets and improve investor sentiment.

IN-DEPTH: POLITICAL UNCERTAINTY CONTINUES AND INFLATION IS COOLING 

This week we received the preliminary results of the U.S. midterm elections and learned more about inflation, a 
shift in consensus views on Fed policy, eroding earnings growth estimates 

• Midterm Elections: The anticipated “red wave” did not materialize, and control of Congress is not yet fully
known. A divided government and gridlock in D.C. seem likely.

o For the Senate, the current count is 48 Democrats, 49 Republicans, and a strong possibility that

control will ultimately be determined by a December 6 runoff election in Georgia.

o For the House, the current count is 208 Republicans and 185 Democrats, with 42 seats
remaining to determine which party will reach the majority of 218 or more. Republicans are
expected to gain a slight House majority, leading to a divided government at least through 2022.
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o Congress is expected to focus on a spending bill, the annual National Defense Authorization Act, 

and the SAFE Banking Act in the “lame duck” session through the balance of the year, but not 
much is expected to get done. 

o The new Congress in 2023 may well focus on a handful of topics of mutual interest to both 
parties, including new regulations for tech companies and cryptocurrencies. 

o Former President Trump may well announce a 2024 presidential run, but a strong showing by 

Ron DeSantis winning reelection as governor of Florida signals a potential leadership shift in the 
Republican Party. On the other hand, a strong midterm showing by Democrats, as compared to 
expectations, may strengthen President Biden’s confidence for a 2024 reelection run. 

• Inflation: This week we learned about the October CPI results. Headline CPI is up 7.7% over the last year, 
and the month-over-month figure came in at 0.4%, which annualizes to 4.9%. Core CPI, which excludes 

things like food and energy, rose 6.3% over the last year, with month-over-month figure posted at 0.3%, 
reflecting an annualized rate of 3.7%. These better-than-expected results are a step in the right direction 
and provide some of the evidence the Fed is seeking for cooling inflation. 

• Fed Policy: During his post-meeting press conference last week, Fed Chair Jerome Powell said that “the 
ultimate level of interest rates will be higher than previously expected,” signaling that the peak rate in 

2023 will likely be higher than the 4.6% projected 2023 peak reported in the Fed’s September meeting. 
Market participants responded, and the peak rate implied by fed futures contracts rose to 5.08% after the 
meeting. And, as another indicator, the probability of another 0.75% hike in December rose to 48% after 
the meeting. Following the October CPI report, which is one input the Fed considers when setting future 
policy, the probability for a 0.75% hike fell to 14%  

• Earnings Growth: Earnings growth estimates continue to recede. For example, the aggregate year-over-
year earnings growth rate for fourth quarter 2022 moved into negative territory at -1.0%, down from 
almost 9% at the beginning of the year. The 2023 forecasted growth rate also declined to 5.9% versus 
9.6% as of June 30, 2022. 

• Market Volatility: Investors are seeking relief, and this week’s inflation report and preliminary election 

results led to a boost in investor sentiment. Questions remain, however, around inflation, Fed policy,  
the economy, and earnings growth, which suggests volatility will likely remain in the near term.  

CONCLUSION 
We anticipate finding balance in several areas in the weeks and months ahead with volatility along the way but 
see the prospect of calmer and more positive markets as we head into 2023. 
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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.  VIX is 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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