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THE WEEK IN REVIEW: August 21 — August 27

No pause in sight

Markets eagerly awaited Federal Reserve Chair Jerome Powell's comments at last week’s
Fed symposium in Jackson Hole, Wyoming, anticipating a definitive announcement on the
direction or magnitude of upcoming rate hikes. The equity markets were hoping for a lower
increase in September and a possible pause in rate increases, as inflation appears to have
leveled off for the time being. The bond market wasn’'t so enthusiastic as the yield on the
10-year Treasury rose to — and remained above — 3%. (The last time the 10-year was at
3.5%, we were visiting the recent lows for equities in mid-June.)

All week, we heard both hawkish and dovish Fed members declare the need for more rate
hikes, and the talk made markets edgy. Then, Chairman Powell delivered a similar message:
The Fed is focused on lowering inflation, and there could be pain ahead as we continue on
the path to lower inflation.

The speech took a lot of air out of the talk the Fed might pause after a rate hike. Markets
were expecting a half-percent rather than a three-quarter rate increase in September,
plus a pause for the Fed to reassess future rate hikes. We may still see a rate increase of
50 basis points in September, but the market was disabused of any notes the Fed would
somehow pause and take a more dovish stance.
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https://www.cnbc.com/quotes/US10Y
https://www.cnbc.com/2022/08/26/powell-warns-of-some-pain-ahead-as-fed-fights-to-lower-inflation.html

Markets started the week with jitters as the 10-year bond rose above 3%, and the specter
of a different narrative than what markets were expecting began to emerge. Those jitters
seemed to become full-blown disappointment following Chairman Powell's comments, and
markets experienced large drops for the week.

For now, the Fed is resolving to stay the course in its fight against inflation and doesn’t

look as if it will pause rate hikes. Instead, the stock market will likely have to reassess its
expectations. Markets seem to have rallied strongly from their mid-June lows; now, they need
to step back and assess options going forward since the September pause is off the table.

One step forward, two steps back

Sometimes it's good to step back and revisit recent policy decisions and how they’ve
impacted our economy. The American Rescue Plan passed in March 2021 planted the seeds
for the current levels of inflation. Spending money is one thing and spending it wisely

is another. This decision may have been the biggest contributor to our current inflation
trouble, but it didn’'t bear fruit until a year later.

Inflation and fuel costs soared, and we began looking for “peak” inflation, the highest it can
rise. Then the Build Back Better legislation returned in the form of the Inflation Reduction
Act (IRA). The problem with the IRA is that it may only make modest steps to slow the
growth of prices and won't do so in traditional ways. Making matters worse, some of the
biggest drivers of inflation were not addressed, such as food costs. The so-called “inflation
reduction” would also not have any major effect anytime in the near future; instead, it will
likely take years to see any impact from lowering the federal deficit.

Now, instead of wondering if the government has the discipline to lower the deficit by $300
billion in 10 years, we should have been wondering how long it would take the government
to find a way to spend the savings it hadn’t yet collected. The answer was approximately
three business days. Last week President Biden, via executive action, moved to forgive
$10,000 of federal student loans for individuals making less than $125,000 per year. The
cost of the loan forgiveness program? $300 billion.

Despite the efforts of the Fed to cool inflation, there appears to be no fiscal discipline on the
government to help the Fed lower costs. That's taking one step forward and two steps back.
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https://www.yahoo.com/video/wall-street-sinks-powells-speech-213517514.html
https://www.npr.org/2022/08/11/1116229743/inflation-reduction-act-questions-answered
https://www.wltx.com/article/money/forgiving-10000-in-student-debt-could-cost-300-billion/101-25a8f280-a44d-44c6-b314-5f6893ad7071

Coming this week

- We'll see a fair amount of data this week to gauge the health of the economy. On
Tuesday, we'll see the current job openings with the most recent Job Openings and
Labor Turnover Survey (JOLTS). A positive here would be to see openings come down
after hitting 11+ million earlier this year.

- The Standard & Poor’s/Case-Shiller home-price index will also be out Tuesday. It's
worth watching to see if prices are softening as the housing market slows.

- More employment news will be released on Wednesday, with the latest ADP
employment numbers.

- Fed speakers will be out in full force this week, sharing their thoughts following last
week’s Jackson Hole symposium.

- Finally, the August jobs report will come out on Friday. Forecasts are calling for
an increase of 318,000 jobs. Last month we added 528,000 jobs, well above the

expectations for 250,000.

S&P 500 -4.04% -14.87% -9.22% 12.13% 10.68%
NASDAQ -2.51% -19.21% -15.97% 17.70% 15.07%
DJIA -4.22% -1.16% -8.32% 7.62% 8.16%
Interest Rates: 8/26/2022 8/19/2022
UST 10 YR Government Bond Yield 3.03% 2.98%
Germany 10 YR 1.390% 1.231%
Japan 10 YR 0.216% 0.195%
30 YR Mortgage 5.88% 5.66%
Oil $93.01/ppb $90.95/ppb
Regular Gas $399/ppg $4.05/ppg

All data as of Aug. 26, 2022
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https://www.bls.gov/news.release/jolts.nr0.htm
https://www.marketwatch.com/economy-politics/calendar
https://www.marketwatch.com/economy-politics/calendar
https://www.bls.gov/opub/ted/2022/nonfarm-payroll-employment-rose-by-528000-in-july-2022.htm#:~:text=Total%20nonfarm%20payroll%20employment%20rose,business%20services%2C%20and%20health%20care.

AE Wealth Management, LLC (‘“AEWM”) is an SEC Registered Investment Adviser (RIA) located in
Topeka, Kansas. Registration does not denote any level of skill or qualification. The advisory firm
providing you this report is an independent financial services firm and is not an affiliate company
of AE Wealth Management, LLC. AEWM works with a variety of independent advisors. Some

of the advisors are Investment Adviser Representatives (IAR), who provide investment advisory
services through AEWM. Some of the advisors are Registered Investment Advisers providing
investment advisory services that incorporate some of the products available through AEWM.

Information regarding the RIA offering the investment advisory services can be found on
https.//brokercheck.finra.org/.

Investing involves risk, including the potential loss of principal. No investment strategy can
guarantee a profit or protect against loss in periods of declining values.

The information and opinions contained herein, provided by third parties, have been obtained
from sources believed to be reliable, but accuracy and completeness cannot be guaranteed by
AE Wealth Management.

This information is not intended to be used as the sole basis for financial decisions, nor should it
be construed as advice designed to meet the particular needs of an individual’s situation. None
of the information contained herein shall constitute an offer to sell or solicit any offer to buy a
security or insurance product.
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