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SUMMARY

•	 The macrocast™ score suggests the probability of a recessionary bear market 
continues to be elevated, and the defensive position of microcast™ is reflective of 
volatile market conditions. The combination of both risk models suggest we are in, 
and will continue to remain in a challenging market environment into next year.

•	 Last week’s lower than expected inflation data was a welcome change after several 
months of disappointing figures. Slowing inflation is a significant factor in the Fed’s 
policy framework, but inflation remains high and there are no signs they will stop 
raising rates before next spring.  

•	 The midterm elections are over, and appears the control of congress will be split 
by both parties. When paired with a Democrat in the White House, historical 
market performance has been above average. The total return in the S&P 500 in the 
12-month period after a midterm election has been positive over the past 75 years.

•	 Last Thursday, the S&P registered its 15th largest gain in a single day since 1950. 
Since that period, this led to positive returns a year later except in two key instances.
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INFLATION DATA IMPROVING, 
BUT THE FED ISN’T FINISHED YET

The chart(s)/graph(s) shown is(are) for informational purposes only and should not be considered as an offer to buy, 
solicitation to sell, or recommendation to engage in any transaction or strategy. Past performance may not be indicative of 
future results. While the sources of information, including any forward-looking statements and estimates, included in this 
(these) chart(s)/graph(s) was deemed reliable, Corbett Road Wealth Management, Spire Wealth Management LLC, Spire 
Securities LLC and its affiliates do not guarantee its accuracy. 

The economy got some good news last week about inflation. Both the Headline 
Consumer Price Index (CPI) and the Core CPI index (which excludes food and energy) 
came in lower than expectations.

Trying to predict the path of inflation has been a fool’s errand this past year, but after 
the fourth straight month of declines, it appears headline numbers (year over year) have 
peaked (from the Daily Shot): 

Still, a year-over-year inflation rate of 7.7% is very high. This was quickly pointed out by 
some Fed officials this week. At a UBS Group AG conference on Monday, November 14th 
in Sydney, Australia, Fed Governor Chris Waller explained that last week’s inflation print 
was not enough to change course:

“These rates are going to stay -- keep going up -- and they’re going to stay high for a 
while until we see this inflation get down closer to our target. We’ve still got a ways to 
go. This isn’t ending in the next meeting or two.”

https://www.bloomberg.com/news/articles/2022-11-13/fed-s-waller-says-there-s-a-ways-to-go-before-rate-hikes-done
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ASSESSING THE POST 
MIDTERM ELECTION LANDSCAPE

The midterm elections are now behind us. Although votes are still being counted, it 
appears the Democrats will hold onto the Senate, while the GOP will take control of the 
House. When Congress is split and there is a Democrat in the White House, the stock 
market has historically performed well (Chart from LPL): 

More rate hikes are expected in the coming months. When the FOMC meets in December, 
they are expected to raise the Fed funds rate .50% or .75%. Heading into the new year, 
Governor Waller’s comments notwithstanding, if inflation continues to surprise to the 
downside, it is likely that the Fed will raise rates early in February and then pause. In 
general, monetary policy operates with a lag, so a pause early next year gives the Fed time 
to assess its impact. 

That assumes that the positive inflation data was not just a one-off. Should inflation 
remain stubbornly high while employment data remains strong, rate hikes may extend 
further into 2023.
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Furthermore, the post-midterm election period has historically been positive for the stock 
market. Since WWII, the S&P 500 has always moved higher in the 12 months following a 
midterm election (Chart from Ryan Detrick at Carson Investment Research):

One caveat, it is possible that stocks have always finished higher during this period 
because since 1929, we have never had a recession begin in the third year of the 
presidential cycle (Chart from Truist IAG article):

All else equal, an economic recession increases the probability of negative market returns.
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STRONG PRICE ACTION USUALLY LEADS TO  
HIGHER STOCK PRICES, WITH A MAJOR CAVEAT

In the wake of the better-than-expected inflation report, stocks rallied significantly. S&P 500 
was up more than 5% while the Nasdaq rose 7%. 

The following table displays the top 25 best days in the market since 1950 (from Charlie Bilello at 
Compound Advisors):
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There are a few key points worth mentioning:

1.	 Most of these big up days occurred during turbulent market periods. The majority of 
these events occurred during recessionary periods (1970, 2001, 2008-2009, 2020) or major 
market crashes (1987, 2020 again).

2.	 In all but two cases from 1950 to the present, stocks rose in the year following a 5% 
up day.

3.	 The two negative instances were during the last two recessions before the pandemic. 
The Global Financial Crisis contributed to the continued decline in stocks in 2008. In 2001, a 
recession began in March and was exacerbated by 9/11.

Since almost all of these examples occurred during a crash or bear market, we should 
not make too much of a single day’s performance. However, historically, returns have 
improved dramatically once you look beyond the short term, unless a recession follows. A 
recession remains our greatest concern heading into 2023.

In summary, inflation surprised to the downside, which is a welcome development 
for markets. If inflationary pressures continue to abate in the months ahead and trend 
towards the Fed’s target, the Fed is less likely to continue aggressively hiking rates throughout 
next year. The end of the election cycle removes a major uncertainty from the market, and 
historically, positive returns have followed. Finally, strong positive market action like we saw 
last week has generally led to higher future returns in the past, unless a recession followed. 

We hope you enjoyed reading our latest thoughts and analyses. Next month, we will publish 
our outlook for 2023, where we will analyze the chances of recession over the next year and 
the implications for risk assets.

Thank you for your continued support and trust in Corbett Road.
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IMPORTANT DISCLOSURES
The chart(s)/graph(s) shown is(are) for informational purposes only and should not be considered as an offer to buy, 
solicitation to sell, or recommendation to engage in any transaction or strategy. Past performance may not be indicative of 
future results. While the sources of information, including any forward-looking statements and estimates, included in this 
(these) chart(s)/graph(s) was deemed reliable, Corbett Road Wealth Management, Spire Wealth Management LLC, Spire 
Securities LLC and its affiliates do not guarantee its accuracy. 

The views and opinions expressed in this article are those of the authors as of the date of this publication, are subject to change 
without notice, and do not necessarily reflect the opinions of Spire Wealth Management LLC, Spire Securities LLC or its affiliates.

All information is based on sources deemed reliable, but no warranty or guarantee is made as to its accuracy or completeness. 
macrocastTM and microcastTM are proprietary indexes used by Corbett Road Wealth Management to help assist in the 
investment decision-making process. Neither the information provided by macrocastTM or microcastTM nor any opinion 
expressed herein considers any investor’s individual circumstances nor should it be treated as personalized advice.  Individual 
investors should consult with a financial professional before engaging in any transaction or strategy. The phrase “the market” 
refers to the S&P 500 Total Return Index unless otherwise stated. The phrase “risk assets” refers to equities, REITs, high yield 
bonds, and other high volatility securities.

Spire Wealth Management, LLC is a Federally Registered Investment Advisory Firm. Securities offered through an affiliated 
company, Spire Securities, LLC, a Registered Broker/Dealer and member FINRA/SIPC. Registration does not imply any level of 
skill or training. 

THANKFUL
We are grateful for your relationship and 

business.  If there is anything we can do to assist 
you or you would like to discuss aspects of your 

financial picture, please contact your Corbett 
Road Wealth Manager today!
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