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Financial markets ended October on a more positive
footing, optimistic that the Federal Reserve will be less
aggressive in raising interest rates leading to an in-
creased chance of a soft economic landing. In addition,
global supply chain constraints continued to ease, and
European governments took further steps to dampen
the impact of the energy crisis. Equities rallied broadly,
with value oriented stocks leading the way. The S&P
500 advanced +8.2% in October (-17.6% ytd). But the
venerable Dow Jones Industrial Average was the star,
rising +14.1% (-8.4% ytd). Conversely, the tech-heavy
Nasdaq struggled to keep up on account of several high
profile earnings misses, recovering +3.9% during the
month (-29.3% ytd). Overseas, the MSCI EAFE index
bounced +5.4% (-22.3% ytd), aided by the Euro Stoxx
600 benchmark which rallied +6.4% (-12.8% ytd). Mean-
while, emerging market equities fell -3.1% (-29.2% ytd),
with Chinese stocks coming under pressure as the Com-
munist Party Congress signaled no let-up in the zero-
Covid policy and cemented President Xi's authority
(Hong Kong’s Hang Seng index fell -14.7% during Octo-
ber (-35.2% ytd).

The combination of high inflation and solid labor mar-
kets led the Federal Reserve and the European Central
Bank to raise short term interest rates by 75 basis points
(bps). In the US, this was the sixth straight hike and
fourth consecutive 75 bps increase, with the target band
now at 3.75 - 4.00%. The market currently anticipates
that the target rate will be in a range of 4.25 - 4.50% at
year-end, and peak around 5.00% in early 2023. This
would result in the fastest and steepest rate hike cycle in
the Fed’s history. In a further tightening of money sup-
ply and liquidity, the central bank continued to reduce
the size of its balance sheet via Quantitative Tightening
(QT) at the rate of $95 billion per month (thus far reduc-
\%its $9 trillion asset base by a mere $242 billion or
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3%). As a result, government bond yields made new
cycle highs with 10-year yields reaching 4.2% and 2.4%
in the US and Germany, respectively, before retracing
some ground by the end of the month. During October
the Bloomberg Barclays US Aggregate index declined by
-1.3% (-15.7% ytd).

Commodities posted the second best performance
among major asset classes in October, rising +6.2%,
with higher energy values offsetting weaker prices for

agriculture and precious metals.
GEOPOLITICS

On the US political scene, Republicans appear poised to
wrest control of the House of Representatives in mid-
term elections, as Americans prepare to cast their bal-
lots on November 8. Democrats, led by House Speaker
Nancy Pelosi, have held the majority since 2018, when
they won control in then-President Donald Trump’s
first midterm election. Now the GOP only needs a net
gain of five seats to win the chamber, and they are try-
ing to win dozens. The outlook is murkier in the Sen-
ate, where the majority party is still likely to have the
slimmest of margins. A Republican-led Senate could
pass bills sent over by their colleagues in the House,
putting political pressure on President Biden. Alterna-
tively, a stalemate would ensue. Voters have indicated
high inflation and the risk of recession are the two most

important issues, ahead of abortion rights, gun violence

/

and immigration.
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Glina’s 20th Communist Party Congress, which deter-

mined the country’s leadership for the next five years,
reappointed Xi Jinping as President for a third term,

breaking the existing two-term limit. In turn, Xi packed

the party’s top leadership with his most loyal allies,

evicted all remnants of factional opposition, and estab-

lished complete control over the party and the country.

Premier Li Keqiang, who was widely seen as the chief
remaining dissenter to Xi within the system, was forced

into retirement, as was Li’s factional ally Wang Yang,

whom many observers had expected would become

Premier. Instead, Li Qiang, Shanghai Party Secretary -
and Xi’s chosen protégé, will likely take over this role

and leadership of the State Council. In the process, - -
many of the more market-reform-oriented members of

the Party’s top economic experts were ousted. Overall,

the clear picture to emerge is of a Chinese state fully

aligned behind Xi’s vision of “comprehensive national

security” and a “fortress economy,” with the focus

firmly on preparation for geopolitical confrontation

and competition.

Ukrainian forces continued their advance against the
Russian military in the southern Kherson region,
pushed back Russian mercenaries from Bakhmut in
eastern Donetsk, and gained new momentum in
Luhansk. Yet despite continuing losses, there is no evi-
dence that Russia, which has retaliated by targeting
Ukrainian infrastructure around civilian centers, includ-
ing Kyiv, is considering suing for peace. European and
NATO allies continue to support Ukraine militarily and

through infrastructure repairs ahead of winter.
UNITED STATES

The US economy continued to grow, but showed signs
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