
 

 

November 09, 2022 

Yes! The Election Is Finally Over... Now What? 
As I write this note on Mondays, Election Day is Tuesday and will bring 
results for key Senate, House, and Governorship races from across the 
country, plus local legislative races and more. For the federal races, we 
project that the Republicans are essentially a slam dunk to take back the 
House of Representatives (betting odds 98% likely) and very likely to take 
back the Senate (betting odds at 80%).  

If we are right about the election outcomes, or even close, many stock 
market investors might take it as a reason to be bullish. The result would 
be "gridlock in Washington,” a.k.a. no major federal legislation could be 
enacted unless it got significant bipartisan support going forward. 
Historically, the stock market likes gridlock as it means that there are no 
major policy changes and therefore concentration on unexpected variables 
is greatly diminished.  

What we feel is most important is to look at the market as a market of 
stocks and not just a stock market. What I mean by this is that individual 
sector/stock performance should be more important than simple indexing. 
This year has been a devastating one for index funds. Balanced funds have 
suffered the same pain as well, and this is highly uncommon. This is due to 
the complete decimation of bond prices even without credit-related issues. 
Bonds have been the negative beneficiary of rising interest rates and as a 
result, they were not a place to hide out this year. 

Who wins the elections this year should have an influence on which sectors 
might do better for at least the next couple of years. But simply expecting 
a quick end to the correction that has been going on since last November I 
believe could be expecting too much. Unless...the Federal Reserve stops its 
relentless tightening.  

For years, I have said that an investor doesn't want to fight the Fed, and this 
has been correct as rates have been declining. Now the opposite is proving 
true as well. The Fed has taken rates up so much, so quickly that it has put 
the real estate lending and used car sales industries in a complete state of 
paralysis, just to name a couple of examples.  

Ultimately, the stock market will be dominated not by election results but 
by fundamentals. Right now, rates are higher, therefore the cost of funds is 



 

 

higher. The result is that profits into next year should be lower. But back 
to the here and now: the S&P 500 wasn’t able to sustain its prior rally above 
its 50-day average last week. 

Still, our market outlook remains unchanged: a full reset in our market 
indicators is the basis for our view of a long-term opportunity. In addition, 
the S&P’s failed breakdown at its June low coupled with signs 
that downside participation is narrowing, as measured by an improving 
number of NYSE new highs minus lows, is intact and suggests a base is 
developing. The market’s ebbs and flows appear consistent with choppy 
base building, in our view. 

This might not make sense to many, so I have attached a picture below. In 
looking at the chart below, focus on the lower right corner. The number of 
new lows has dropped dramatically. This tends to infer that the sellers are 
exhausted and that the mass exodus could be over. The top chart shows 
that since June the broad S&P 500 has been hammering out a low that could 
be the base from which it could then begin its next advance. I still feel that 
this 3637 level remains important as we don't want to see the market try 
and break below this again. 

 

In light of my view that a market bottom is developing, we don’t believe this 
risk of the market going to new lows is as high as usual because:  

• The 2022 bottom has been a process as evidenced by the chart 
above (bottoms are usually an event) that’s allowed the new, 
offensive stocks time to enter the leadership calculation. 

• Abroad-based breakaway should be delayed by continued restrictive 
monetary policy. If the Fed continues bashing the equity market 
with rising interest rates, all bets are off.  

• The market has historically exhibited its best returns in Q4. This is 
not a recent phenomenon; it has been the case going back to 1928 
(see chart below). 



 

 

• This Q4 historically strong returns have worked even when the yield 
curve is inverted as it is currently. 

• Individual Investor Sentiment has been deeply bearish and actually 
at a point where it was during the Great Financial Crisis lows (see 
chart below). 

 

 

Yesterday was Election Day, and there are sure to be stories spun no matter 
what happens. And if the election plays out as the current polls and betting 
markets suggest, then at least in theory the market should already be pricing 
in the likeliest outcome and the impact should be negligible. Taking a step 
back, I generally believe that something as gargantuan and complex as the 
modern global integrated economy is bigger than just who is sitting in 
Washington. 



 

 

The President and Congress can adjust the sails, but the winds faced will 
be the same regardless. In the end, the stimulus will not be increased if 
Wednesday gives us the expected gridlock, at least soon (December) rates 
will be ratcheted up one last time in 2022. Oil looks like it wants to go back 
to $100/bbl, China's shutdowns seem to be continuing, Russia is still 
battling with Ukraine, and there is appearing to be a clear separation of the 
wheat from the chaff in the case of Large-Cap technology vs. energy, 
industrials, and healthcare. It appears that being alert, not overly aggressive, 
and patient for more bottoming signs will be the most prudent course of 
action going into the second half of November.  
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Important Disclosures:  

The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial 
professional prior to investing. All performance referenced is historical and is no 
guarantee of future results. All indices are unmanaged and cannot be invested into 
directly. 

All information is believed to be from reliable sources; however LPL Financial 
makes no representation as to its completeness or accuracy.  
 
Investing involves risks including possible loss of principal. 
 
The Standard & Poor's 500 Index is a capitalization weighted index of 500 stocks 
designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major 
industries. 
 
The Dow Jones Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and institutional 
investors. 
 
The Nasdaq-100 is a large-cap growth index. It includes 100 of the largest 
domestic and international non-financial companies listed on the Nasdaq Stock 
Market based on market capitalization. 

The Russell 2000 Index is an unmanaged index generally representative of the 
2,000 smallest companies in the Russell 3000 index, which represents 
approximately 10% of the total market capitalization of the Russell 3000 Index. 

This information is not intended to be a substitute for specific individualized tax 
advice. We suggest that you discuss your specific tax issues with a qualified tax 
advisor. 

 


