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We believe in the old saying: a picture is worth a thousand 

words. Here, we aim to recap recent market action and 
provide some perspective to investors. 

                                                                                                                                                                             October 2022 
A ONE-PAGE STROLL THROUGH THE CHALLENGE FACING OUR ECONOMY 

Let’s start with the big issue. At its core, inflation is simple; it’s some combination of too much demand and too little 
supply (often both). The Covid-19 pandemic restricted supply by shuttering the global economy – things weren’t being 
mined, made, or transported at their usual pace. While the world has mostly reopened, China (aka the world’s factory) is 
continuing with a strict Covid-19 policy and keeping supply chains stressed. War in Ukraine is similarly impeding availability 
of  key commodities – natural gas, oil, wheat, etc. Labor supply is also challenged. Whether from lack of immigration, Covid-
19 concerns, early retirements, or other, there are a near-record number of job openings per unemployed person. On the 
demand side, trillions in stimulus helped incomes stay elevated during the pandemic and kept people spending. A white hot 
labor market has largely kept that trend intact. Again, at a 30,000 foot level: demand still too high, supply still too low.  

On to the Federal Reserve, which sets U.S. monetary policy “to 
promote max. employment and stable prices.” With unemployment 
at nearly 50-year lows, the Fed’s focus has shifted to our current 
situation of decidedly unstable prices. In essence, they have one 
blunt policy tool for this – setting a key interest rate that informs other 
rates throughout the economy. The Fed hopes raising rates will 
cool demand by making it more expensive to borrow, easing 
pressures on supply. However, cooler demand means a cooler 
economy: lower output, lower consumption, and potentially higher 
unemployment. Again, a blunt tool, but the Fed has little choice now. 

So, the goal is to slow the economy. The question now 
becomes: to what extent? The Fed wants to raise rates enough to 
curb inflation but not so much as to cause a recession.  

And there are reasons to believe this “soft landing” could occur – the high number of job openings, the remarkable resilience 
of  the US consumer, etc. – but there is also little historical evidence of past success. More often than not, the Fed hikes 
rates into a “hard landing” (a recession). Some areas (like housing) may already be there, but others (like the job market) 
have a ways to go, and so rates must head higher. Our partners at Strategas put the odds of a recession next year at 50%. 

Given how important the actions of the Federal Reserve are to the market, a long-held maxim in investing is “Don’t fight 
the Fed.” This is proving true yet again this year, as markets have sold off on the rapid and aggressive shift in policy. It’s 
also why the term “pivot” has been pervasive in f inancial media of late; the market is continually trying to anticipate the Fed’s 
swing away f rom ultra-tight policy into something more accommodative, even as continually higher-than-expected inflation 
readings appear. While this has provided the impetus for a few false rallies over the last several months, we largely agree: 
cooler inflation and a more dovish Fed are necessary for the selloff to end AND to start getting more bullish going forward. 

Now to the good news: while inflation is still too hot for comfort, there are signs that it’s coming into check. 
Commodities are broadly down, the housing market has gone cold, and supply chain pressures are rapidly improving. This 
is positive for a Fed that is, by market expectations, closer to the end of the rate hike cycle than the beginning (see chart). 
But that also means there is more to come, and with inflation still stubbornly high, we expect market volatility to follow suit. 
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https://www.federalreserve.gov/aboutthefed.htm
https://www.federalreserve.gov/aboutthefed.htm
https://www.bairdwealth.com/insights/wealth-management-perspectives/2022/10/a-perspective-on-the-market-october-13-2022/
https://www.bairdwealth.com/siteassets/pdfs/market-insights/sector-allocation2.pdf
https://www.youtube.com/watch?v=qa-4EvIEB5o
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here ref lect our judgment at this date and are subject to change. The information has been obtained f rom sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  
This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should not consider the contents of this report as a single 

factor in making an investment decision.  Additional fundamental and other analyses would be required to make an 

investment decision about any individual security identified in this report.  

 
For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 
other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2022 Robert W. Baird & Co. Incorporated.  
 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 
This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 
classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 
 

 

 

 

 
 

 

 


