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IN FOCUS:   
 
 

Inflation Complicates Federal Reserve Monetary Stance 
 
As inflation accelerated over the past year, the Fed attempted to front-run inflation by raising interest 
rates a combined 3.75% since March. However, the September CPI report indicated the Fed’s policy rate 
hikes that began six months ago have not curbed the post-pandemic inflationary tendency in the economy. The 
report also showed rent inflation accelerating and raised the possibility that the post-pandemic run-up in rent 
CPI could be higher. This implies an elevated risk of inflation persisting into 2023.  
 
The Fed will likely begin to telegraph a reduction in the pace of its restrictive policy stance by yearend, 
even if inflation remains persistently high. However, there is still a risk that they could wind up or be seen 
as falling behind the curve again. This could damage the Fed’s policy credibility and put upward pressure on 
long-term bond yields into the second half of 2023. Many analysts think that such a “dovish pivot” at yearend 
could be a precursor to the end of this rate hike cycle.  
 
It remains our view that the Fed may pause rate hikes for some time until there is enough evidence the 
economic expansion is continuing. Bringing inflation down to the target level of 2% could potentially force 
the Fed to ultimately hike rates above 5%. It is vital for the Fed to break the link between volatile monthly CPI 
reports and policy actions, if it wants to reduce the pace of rate hikes in December or January. 

 
U.S. Dollar In Perspective: 

 
Recent commentary from global Central Bank meetings - coupled with the sharp speed of U.S. rate 
hikes - has amplified global growth risks and contributed to meaningful stresses in global financial 
markets. Yields have risen in the U.S. more than continental Europe and this has had the effect of reigniting 
the rally in the U.S. dollar. This pattern could last for a few more months but the impending recession doesn’t 
necessarily mean that the dollar rally won’t completely reverse either.  
 
Our Focus: 
 
We expect the investment landscape will remain difficult in 2023 as central banks continue to ratchet 
interest rates higher amidst the ongoing slowdown in global growth. Nevertheless, oversold equities and 
bonds still have room for a yearend bounce.  
 
Our base-case economic outlook is that global growth will be mostly sporadic over the next year, 
although we are not ruling out a shallow recession. However, we view the odds of a deep recession as being 
very limited given the healthy balance sheets (households, business and banks) in the U.S. and across the globe. 
The current economic cycle is less synchronized than in the past, but overall economic and capital market 
conditions are mostly analogous to late-cycle dynamics. Weak growth notwithstanding substantially better 
returns over the next 6-12 months is still fraught with plenty of headwinds.  
 
Global equity and bond valuations have improved markedly this year, thereby reducing downside risk 
as both remain oversold. The upside for multi-asset portfolios would be that both equity and bond prices rise 
while in a mild recession scenario with easing inflation. Still, the investment climate remains challenging in the 
year ahead, with above-average volatility in both equity and bond prices continuing to persist.  
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CONCLUSIONS:  

  
Earnings estimates are stubbornly high despite narrowing profit margins as a result of rising labor and 
input costs. At approximately 3850, The Standard and Poor’s 500 implies a forward price to earnings ratio of 16.6 
X and is consistent with a soft-landing scenario. The overall market doesn’t appear overly expensive, despite the 
demise of U.S. growth stocks versus their value counterparts as we enter the home stretch of a dismal performance 
year. Given the strong tendency of the markets to perform well following midterm elections, we are still expecting 
better relative performance in the months ahead coupled with a relief rally in bonds, as yields ease. However, as 
long as earnings visibility is cloudy and central banks remain hawkish on forward interest rate guidance, a near term 
relative rally in growth stocks will be muted. The valuation gap between growth and value stocks remains high by 
historical standard and keeps growth stocks vulnerable in a volatile equity market. As a result, we maintain a late 
cycle low PE value bias and believe it remains too early to shift our focus into the “growthier” segments of the 
equity market. 
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The opinions expressed in this commentary are those of Altman Investment Management, LLC as of the date appearing on this material only and are subject to 
change. The material is based upon information we consider reliable, but we do not represent that it is accurate or complete and should be relied upon as such. This 
document is intended for informational purposes, and the material presented does not take into account the particular investment objectives, financial situation or 
needs of the individual client, and should not be viewed as an offer or endorsement of any particular investment. Certain investments give rise to substantial risk 
and are not suitable for all investors. There is no guarantee that these views will come to pass. Any tax information contained herein is general and for informational 
purposes only. Altman Investment Management, LLC does not provide legal or tax advice, and the information contained herein should only be used in consultation 
with your legal, accounting and tax advisers.  
 
Any performance reference represents a hypothetical composite compiled from actual equity, fixed income or balanced client portfolios and includes cash. These 
three composites reflect aggregated returns that address differing objectives. As such, the performance of each composite does not reflect the actual total portfolio 
returns earned by our clients. The investment performance records are compiled from a capital weighted average of the equity, bond and cash components of a 
broadly representative group of discretionary accounts that meet certain minimum size thresholds.  
 
No gross performance returns that are referenced that are calculated after brokerage commissions but before investment counsel fees are presented without the 
comparable net performance figures after both commissions, investment counseling fees and other custodial charges. The net counseling fees are the actual average 
counseling fee calculated across all the portfolios included in the composite. All performance figures are presented on a time-weighted total return basis and assume 
all income is reinvested. The investment advisory fees are disclosed in Part II-A of the Investment Form ADV. Some clients may benefit from available discounting in 
the management fee schedule associated with the overall size of the portfolio. Management fees will reduce overall returns to the client.   
 
The composites were created in 2001 and the inception dates start on August 17th, 2001.The composites include only discretionary fee-paying accounts managed in 
the strategies, and additional information associated with the composites are available such as:  dispersion in individual portfolio results as well as the % of the firms 
AUM in the strategy. All performance calculations are presented within the GIPS® guidelines of the CFA Institute. The CFA institute does not endorse or promote 
this organization nor does it warrant the accuracy of the content herein. 
 
Investing entails inherent risks and results may be altered by material market or economic conditions. Investment returns and principal values may fluctuate, and 
losses are possible. Past results are not a guarantee of future comparable results or trends. Our process benchmark is the S&P 500 Index with dividend reinvestment, 
and our performance benchmark is the Russell 1000 Value Index with dividends reinvestment. 
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