
 

 

 

 

 

Robert W. Baird & Co. Incorporated Page 1 of 2 

WEALTH SOLUTIONS GROUP 

 

 

 

 

We believe in the old saying: a picture is worth a thousand 
words. Here, we aim to recap recent market action and 
provide some perspective to investors. 
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HOW DO MARKETS RESPOND TO EARLY INTEREST RATE HIKES?  

Well, it finally happened. After almost a year of hinting that tighter 

monetary policy was coming, the Federal Reserve officially raised 

interest rates by 0.25% at their meeting Wednesday and kicked off a 

new rate hike cycle for the first time since 2015. While the Fed has 

somewhat shifted to the background amid war in Ukraine and spiking 

commodity prices, they remain essential to market dynamics. In fact, 

the initial selloff in 2022 (S&P 500 down 10% by Jan. 27) was, in my 

opinion, almost entirely attributable to the Fed’s hawkish change of 

tone. It is not a stretch to say that this year’s weakness is more about 

tighter monetary policy than any other single item. 

So then the natural question: is the angst justified? Or, said another 

way, how do stocks typically perform once the Fed starts hiking? To 

get a sense, we took a look at market performance following the initial 

rate hike for the last five cycles back to the late 1980s. The conclusion 

is quite positive—following some initial volatility and near-term 

weakness, intermediate- and longer-term returns are quite strong 

on average, and through all sorts of different environments. 

And this makes sense. The reason the Fed raises interest rates at all is to reduce overall demand—in theory, helping to keep 

inflation in check and the economy from overheating. Higher mortgage rates cool home sales, more expensive auto loans stem 

car purchases, and on and on. This is why a more aggressive Fed is often treated as a death knell for stocks and the economy. 

But this also means that when the Fed first begins raising rates, it is often from a point of strength—the crisis or recession of the 

day has ended, the labor market is healing, and economic growth is strong. And that’s the case today: the unemployment rate is 

around 50-year lows, the labor market is as hot as it has (maybe) ever been, and inflation is generationally high. It was time for 

the Fed to move, even as the crisis in Ukraine and resultant spike in commodities prices will certainly weigh on near-term growth. 

With one hike in the books, what the Fed does next will be critical—both around the number of rate hikes they execute and the 

speed with which they do so. Ned Davis research has noted that markets underperform during fast hiking cycles (a quick 

succession of hikes) vs. slow hiking cycles, presumably because a more aggressive Fed indicates a more serious economic 

issue. The market is expecting seven rate hikes in 2022—that feels fast to me, but things are changing quickly these days. And 

further, the last time the Fed went that fast in a year was 2005, and the S&P returned 5%. Not great, but not calamitous either. 

So while near-term volatility is likely to continue, it is worth remembering that the longer-term performance around first rate hikes 

has been pretty good. Higher interest rates may eventually challenge the market, but if the Fed strikes the right balance between 

taming inflation without curbing growth too dramatically, the US economy could end up in a pretty good place heading forward. 

 

In the Markets Now 
The Fed raised rates 

PWM Equity & Fixed Income Research 

Ross Mayfield, CFA 

Investment Strategy Analyst 

 



In the Markets Now 

 

Robert W. Baird & Co. Incorporated Page 2 of 2 

Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should not consider the contents of this report as a single 

factor in making an investment decision.  Additional fundamental and other analyses would be required to make an 

investment decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2022 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 

 

 

 

 

 

 

 

 


