
 

 

 

Introduction  

This quarter has been another roller coaster quarter for the investment year that is 
2022. We have seen hopeful rallies and falls as inflation is ever the object of 
everyone’s concern and focus. On August 26, Chairman Powell took the biggest stage 
he has every year: the annual gathering at Jackson Hole. His message left no doubt. 
The Central Bank has become a single-minded institution. Bringing down inflation back 
to its 2% target is now all that matters. After a disappointingly rise in the CPI, all eyes 
are on the Fed meeting slated for tomorrow as of writing this -- Wednesday September 
20th. What does that mean for the markets?  
 
At Jackson Hole, fixed income markets got the message. 2-year Treasury yields are now 
at their highest level since the Global Financial crisis. Rememer that when the Fed 
raises yields, borrowing becomes harder, and equities typically fall. There is also 
usually an inverse relationship not only with yields and equities but with bond prices 
and equities as well. However, this relationship has not held this year. The  
Bloomberg Aggregate Bond Index has fallen 14% year to date (Toggle.ai, 2022). 

After a 75 bps  increase in July, Mr. Powell vaguely hinted at the Fed eventually 
moderating rate rises. Investors were elated and markets staged a rally that usually 
marks the end of a hiking cycle. It was not to be, and the Jackson Hole speech set the 
record straight. The S&P 500 has slid nearly 7% since then, and the 2-year Treasury 
yield has gone higher (Toggle.ai, 2022).  

So now as with all pursuits that are a function of time, we must wait until the Fed 
signals that the hiking cycle. The political events of this Fall might provide a short 
term catalyst for the market. To take advantage of this down cycle it would be wise 
invest as much as we can. As mentioned in the outlook last quarter, there is no crystal 
ball- not for predicting interest rates nor for markets. Only methodologies. Let’s take 
a look at an update on the markets and the portfolios we manage.  

 

 

Figure 1. Market Yield on 2-Year U.S. Treasury Securities 
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Where is the bottom? Where is the end of the rate hike 
cycle?  

No other hiking cycle has cycle has started as severely as the hiking cycle that 
occurred under Volcker in the 80’s (Chartr, 2022). A short reminder on the losses 
experienced in the 80’s. From 1982 to mid 1987 were particularly good years as the 
S&P 500 nearly tripled in value. Then on October 19th Black Monday the S&P 500 
plummeted over 20% in a single day on the floor of the New York Stock Exchange. 
It was pure pandemonium. There were so many sell orders that the computers 
couldn't keep up. However, those who sold in panic could have made back their 
losses within about a year and possibly missed out on the next 10 years in which 
the market quadrupled in value. (Grovepoint, 2022).  

 

 

Figure 2. Toggle.ai's table on rate hike cycles and market performance 

 

Still robust jobs market coupled with supply issues 

Last quarter, Powell highlighted the strength of the economy, stating that the labor 
market is "extremely strong". When it comes to the red-hot labor market, the Federal 
Reserve would prefer for employer demand to cool down without too many 
Americans losing their jobs. In other words, almost exactly the situation that the data 
shows is happening at this point in the Fall of this year (Barrons, 2022).  
 
Supply chains have a similar effect as demand for workings by stoking inflation. It’s 
important to know what making supply chains more or less efficient does for the 
economy. “Building supply chains around the world increases efficiency, causes 
disinflation. That’s been a trend for 20 or 30 years. Going the other way now, we’re 
disentangling all that. That’s going to be inflationary” says famed investor Stanley 
Druckenmiller from Duquesne Capital (CNBC, 2022). Current global supply chain 
blockages are not an easy economic fix, but yet another factor that the markets have 
to contend with.  
 

 



 

Why generating income is an important strategy 

The conclusion for portfolio construction can be to focus on yield whether correlated 
with the market or from uncorrelated sources to boost fixed income returns. 
Focusing on yield can consistently generate returns in an unstable, changing market, 
such as one undergoing an interest rate hike cycle, as well as in a flat one.  
 
It takes money off the table when there is volatility and generates income when 
clients often need it most. In the current environment, we are more focused than 
ever on maintaining yield for the purposes of generating consistent income for our 
clients, striving to outperform the indices, and making sure losses are contained by 
realizing the returns from dividends and other forms of yield.  
 
 

 

 

Figure 3. A chart comparing rate hikes over the years 

 

 

 

 

 

 



 

Final words  

 

 

Figure 4. A chart from Chaikin Analytics showing the rate hikes so far this year 

 

Analysts make their predictions based on Fed communications and how they 
interpret the economy's health. As a result, these communications are some of the 
best indicators of economic sentiment available to us. 

 
Two weeks ago, CME Group's FedWatch Tool indicated a roughly 70% chance of 
another 75-bps hike at the Fed's next meeting in early November. But that 
expectation is dropping. The FedWatch Tool's prediction fell to a nearly even split 
between projections of 50 bps and 75 bps last week (Chaikin Analytics, 2022). 
 
In other words, the market expects rates to keep rising – but not as much as before. 
Again another important piece of knowledge that you can use to interpret the news 
today is that if the Fed starts slowing its rate hikes, it tells us three things: 

1. The Fed is either winning the war against inflation, or it's concerned that the 
possibility of a recession is mounting too quickly 

2. Consumer demand is falling (we have had strong consumer demand this 
year) 

3. The recessionary stage is close 

They're already looking toward a gentler policy stance from the Fed. It’s a sign of 
hope that sentiment is shifting. (Chaikin Analytics, 2022). As always please reach out 
to us with any questions regarding your portfolio, the models, the markets, or your 
financial future. 
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Disclosure 

The material represents an assessment of the market environment at a specific point in time and is not intended to be a 

forecast of future events, or a guarantee of future results.  This information should not be relied upon by the reader as 

research or investment advice regarding any funds or stocks in particular, nor should it be construed as a recommendation 

to purchase or sell a security.  Past performance is no guarantee of future results.  Investments will fluctuate and when 

redeemed may be worth more or less than when originally invested. Any companies mentioned are for illustrative 

purposes only. It should not be considered a solicitation for the purchase or sale of the securities. Any investment should 

be consistent with your objectives, timeframe, and risk tolerance. The forecasts or forward-looking statements are based 

on assumptions, subject to revision without notice, and may not materialize. 

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 market indexes discussed are unmanaged and generally considered 

representative of their respective markets. Individuals cannot directly invest in unmanaged indexes. Past performance 

does not guarantee future results. 


