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In this week's recap: Wall Street flips the script, enjoys a rally.  
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THE WEEK ON WALL STREET  
A positive start to a new earnings season and late-week hopes for a near-term easing in Fed rate hikes 
lifted investors' spirits and powered stocks to gains for the week.  
The Dow Jones Industrial Average jumped 4.89%, while the Standard & Poor's 500 advanced 4.74%. 
The Nasdaq Composite index added 5.22% for the week. The MSCI EAFE index, which tracks developed 
overseas stock markets, gained 1.66%. 1,2,3  

 
EARNINGS, FED SPARK RALLY  
The stock market narrative shifted last week from Fed interest rate hikes (a persistent drag on investor 
sentiment) to corporate earnings, which boosted investor enthusiasm with better-than-expected 
results. Stocks surged in the first two days of trading on the strength of positive earnings surprises, 
aided by a modest pullback in bond yields and news that the U.K. was scrapping its tax cut plans.  
Mid-week, stocks surrendered some gains on a stronger U.S. dollar and rising bond yields. But on Friday, 
comments by a Fed official that hinted at a possible relaxation in Fed rate hikes sent stocks soaring to 
close out a good week.  

 
BETTER THAN EXPECTED  
Investors were approaching the new earnings season with a fair amount of trepidation amid an 
environment of higher interest rates and a slowing economy. The concern has been that poor earnings 
may drag stock prices lower from current levels.  

 



Early earnings results have provided investors with mostly positive surprises. With 88 companies 
comprising the S&P 500 index reporting, 75% reported profits above analysts' expectations, well above 
the 66% long-term average. 4   

 
   

THE WEEK AHEAD: KEY ECONOMIC DATA  
Monday: Purchasing Managers' Index (PMI) Composite.  
Tuesday: Consumer Confidence.  
Wednesday: New Home Sales.  
Thursday: Jobless Claims. Durable Goods Sales. Gross Domestic Product (GDP).  
   

 
   

Q U O T E   O F   T H E   W E E K  
   

 

"You must always be willing to truly consider evidence that 
contradicts your beliefs and admit the possibility you may be 

wrong."  
ANONYMOUS  

 
   



       

 

OF NOTE  
   
Federal Reserve rate hikes will add trillions to the national debt, according to an analysis by the 
Committee for a Responsible Federal Budget (CFRB). The Fed delivered another 75-basis point rate-
hike during its September FOMC meeting and made it clear that rates will be 'higher for longer' to fight 
persistently high inflation. According to the CFRB, rate hikes will add another $2.1 trillion to the national 
debt over the next decade.  
   
The debt currently stands at $30.9 trillion. Every increase in interest rate raises the federal 
government's interest expense. So far in fiscal 2022, the US Treasury has paid $471 billion to fund the 
government's interest payments. To put that number into context, at this point in fiscal 2021 the 
Treasury's interest expense stood at $356 billion. That represents a 30%  year-over-year increase. 



Interest expense ranks as the sixth largest budget expense category, about $250 billion below 
Medicare. If interest rates remain elevated or continue rising, interest expenses could climb rapidly 
into the top three federal expenses.  
   
According to the Congressional Budget Office, this is exactly what will happen. It projects interest 
payments will triple from nearly $400 billion in fiscal 2022 to $1.2 trillion in 2032. But it gets worse than 
that. The CBO made this estimate in May and interest rates are already higher than those used in its 
analysis.  
   
In a statement to Fox Business, the CFRB concedes that rate hikes are necessary in this inflationary 
environment. It places the onus on the federal government to get its spending under control.  
"Policymakers can help the Fed by limiting the need for rate hikes with fiscal policy that pushes inflation 
in the right direction. That means not enacting legislation and executive orders like student loan 
forgiveness that have ballooned deficits and only made demand pressures worse."  
   
Even with pandemic-era spending programs expiring, the federal government continues to spend 
about half-a-trillion dollars every single month. In August alone, the administration spent another 
$523.3 billion. That brought total spending for fiscal 2022 to just over $5.35 trillion.  
   
There is no indication spending will slow anytime soon. While federal outlays have fallen compared to 
last year as pandemic programs wound down, the US government is still handing out COVID stimulus 
and has asked for more.  Congress recently pushed through another massive spending bill. Meanwhile, 
the US continues to shower money on Ukraine and other countries around the world. And we haven't 
begun to see the impact of student loan forgiveness.  
   
A paper published by the Kansas City Federal Reserve Bank acknowledged that the central bank can't 
slay inflation unless the US government gets its spending under control. In a nutshell, the authors argue 
that the Fed can't control inflation alone. US government fiscal policy contributes to inflationary 
pressure and makes it impossible for the Fed to do its job.  
   
"Trend inflation is fully controlled by the monetary authority only when public debt can be successfully 
stabilized by credible future fiscal plans. When the fiscal authority is not perceived as fully responsible 
for covering the existing fiscal imbalances, the private sector expects that inflation will rise to ensure 
sustainability of national debt. As a result, a large fiscal imbalance combined with a weakening fiscal 
credibility may lead trend inflation to drift away from the long-run target chosen by the monetary 
authority."  
   
According to the Peter Peterson Foundation, "As interest rates rise and the nation's debt grows, it will 
become even more expensive to borrow in the future. Congresses and presidents of both parties, over 
many years, have avoided making hard choices about our budget and failed to put it on a sustainable 
path. It is vital for lawmakers to take action on the growing debt to ensure a stable economic future."  
   



Interest expense isn't the only problem the Fed's inflation fight creates for the US government. Along 
with raising rates, the Fed is shrinking its balance sheet. That means it's not buying Treasury bonds. The 
federal government needs the central bank to continue buying Treasuries in order to prop up the 
market and enable its borrowing. Without the Fed's intervention in the bond market, prices will tank, 
driving interest rates on US debt even higher.  
   
Something has to give. The Fed can't simultaneously fight inflation and prop up Uncle Sam's spending 
spree. Either the government will have to cut spending, or the Fed will have to keep creating money 
out of thin air in order to monetize the debt. You can decide which scenario you find more likely. 5  
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Know someone who could use information like this?  

Please feel free to send us their contact information via phone or email. (Don't worry – we'll request 
their permission before adding them to our mailing list.)  

 
   

   
Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal value 
of investments will fluctuate as market conditions change. When sold, investments may be worth more or less than their original cost.  
The forecasts or forward-looking statements are based on assumptions, may not materialize, and are subject to revision without notice.  
The market indexes discussed are unmanaged, and generally, considered representative of their respective markets. Index performance is not indicative 
of the past performance of a particular investment. Indexes do not incur management fees, costs, and expenses. Individuals cannot directly invest in 
unmanaged indexes. Past performance does not guarantee future results.  
The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of large-capitalization companies on the U.S. stock 
market. Nasdaq Composite is an index of the common stocks and similar securities listed on the NASDAQ stock market and is considered a broad 
indicator of the performance of technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI) 
and serves as a benchmark of the performance of major international equity markets, as represented by 21 major MSCI indexes from Europe, Australia, 
and Southeast Asia. The S&P 500 Composite Index is an unmanaged group of securities that are considered to be representative of the stock market in 
general.  
U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and interest. However, if you sell a Treasury Note 
prior to maturity, it may be worth more or less than the original price paid. Fixed income investments are subject to various risks including changes in 
interest rates, credit quality, inflation risk, market valuations, prepayments, corporate events, tax ramifications and other factors.  
International investments carry additional risks, which include differences in financial reporting standards, currency exchange rates, political risks unique 
to a specific country, foreign taxes and regulations, and the potential for illiquid markets. These factors may result in greater share price volatility.  
Please consult your financial professional for additional information.  
This content is developed from sources believed to be providing accurate information. The information in this material is not intended as tax or legal 
advice. Please consult legal or tax professionals for specific information regarding your individual situation. This material was developed and produced by 
FMG Suite to provide information on a topic that may be of interest. FMG is not affiliated with the named representative, financial professional, 
Registered Investment Advisor, Broker-Dealer, nor state- or SEC-registered investment advisory firm. The opinions expressed and material provided are 
for general information, and they should not be considered a solicitation for the purchase or sale of any security.  
Copyright 2022 FMG Suite.  
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