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December 16, 2022 

 

Fed Peak Rate Causes Stock Market to Be Peaked 

 

The Fed raised the Fed Funds rate by the expected 0.50% this week to 4.25% - 4.50%.  

Peak Fed Funds rate is expected to be 5.00% to 5.25% reached with 0.25% hikes in 

February, March and May.  The Fed is projecting an inflation rate of 3.5% in 2023 and 

2.5% in 2024. 

 

The 2-3% decline in the major stock averages the day after the announcement may be 

interpreted as the equity markets viewing the path of Fed rate hikes as too aggressive.  

Excessive rate hikes will trigger a deeper economic setback.  With better-than-expected 

CPI reports over the past couple of months, equity investors were hoping for less 

hawkish news from the Fed. 

 

Possibly more concerning is the debt markets began to signal roughly two months ago 

that rates were being pushed too far.  In the face of a 0.75% rate hike in November and 

a 0.50% rate hike this month, the 10-year treasury rate has fallen from 4.3% to 3.4%.  

The current Fed Funds rate (rate of overnight lending among U.S. banks) is now 

roughly a full percentage point higher than the 10-year treasury rate.  The yield curve is 

significantly inverted – a very robust indicator of recession. 

 



 
 

In March of 1980, inflation peaked at 14.8%.  Paul Volcker, chairman of the Federal 

Reserve at that time, raised the Fed Funds rate to 20% by June 1981.  By 1983, 

inflation was below 3%.  The unemployment rate rose to over 10% and the economy 

experienced a two-year recession.  Over the following 18 years, the stock market made 

its strongest bull run ever. 

 

Like Volker, current Fed Chairman Jerome Powell is making clear his primary mission is 

to tame inflation, even if it costs the economy a recession.  This is especially true if the 

labor market continues to hold up relatively well. 

 

There remains a level of disbelief.  Whether because of political considerations or very 

high government and corporate debt levels, many market observers do not believe the 

Fed will persist with its planned rate hikes.  The steady decline of the 10-year treasury 

suggests that the economy will slow to an extent that the Fed will not keep pushing 

rates higher. 

 

The good news is that the 10-year treasury is signaling we are getting closer to the end 

of Fed rate hikes.  The bad news is the 10-year treasury is signaling we are likely going 

to feel some economic pain in the process of reaching the peak Fed Funds rate.  The 

competing forces of nearing-the-end-of-rate-hikes versus worsening economic 

slowdown will drive high market volatility.  For long-term investors, the good news is the 

Fed is telling us that rate hikes should at least be paused in May of 2023.  For shorter 

term investors, volatility creates opportunity. 



 

Let Us Help You Position Your Portfolio – Give Us a Call Today 

 

We have unique and sophisticated investment methods that seek to capture the stock 

market’s gains while minimizing drawdowns in bear markets. If you would like to learn 

more about how we manage money, we invite you to give us a call at (415) 249-6337, 

visit www.deltaim.com or email us at info@deltaim.com. 
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