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Rising Rates Don't Always Mean Falling Stocks

At the Federal Reserve’s September 20-21 

meeting, officials voted unanimously to raise 

the benchmark fed funds rate by 75 basis points 

to a range between 3% and 3.25%. The rate hike 

was widely expected, but new projections for 

where rates would finish the year arguably 

caught the market by surprise.1 

 

On the day following the Fed meeting, it was 

revealed that nearly every voting Fed member 

expected rates to finish 2022 at a range between 

4% and 4.5%, which almost explicitly implies 

sizable rate increases at the November and 

December policy meetings. Any hope that the 

Fed may slow the size and pace of rate hikes 

was dashed, and stocks have endured sharp 

selling pressure ever since. 

 

Many investors and market participants are 

starting to assume that as long as the Fed is 

hiking rates and upward pressure is being 

applied to longer-term interest rates (like the 10-

year US Treasury bond yield), then stocks will 

continue to endure selling pressure. Higher bond 

yields adversely impact the value of future 

earnings, and they also give investors an 

alternative to stocks, the thinking goes. In this  

 

environment, investors are increasingly seeing 

bond yields and stock returns are inversely 

correlated, which makes the outlook for equities 

pretty bleak in the next 6-12 months.  

 

But this assumption does not line up with what’s 

happened historically. Looking at weekly 

returns over the past 60+ years, the S&P 500 

index and 10-year U.S. Treasury bonds have a 

correlation of approximately 0 – meaning there 

is no clear relationship between the two. If 

stocks and bonds always moved in opposite 

directions, the correlation between the two 

would be -1.  

 

As far as the fed funds rate is concerned, we do 

not have to go back very far in history to find a 

time when the Federal Reserve was raising 

interest rates while stocks were also rising. As 

seen in the chart below, we had Fed tightening 

during the 2003-2007 bull market and again 

during the 2009-2020 bull market.  
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Source: Federal Reserve Bank of St. Louis3 

 

There is a fundamental flaw in thinking that as 

interest rates go up stocks will go down, and it’s 

this: interest rates are not the only thing 

influencing business activity, consumer 

spending, corporate profitability, and the 

direction of the stock market. That’s why 

throughout history, there are myriad examples 

of interest rates marching higher while stocks 

also posted gains – the relationship between the 

two is not as tight as many are assuming today.   

 

In my view, we will likely see the stock market 

enter a new bull market while the Federal 

Reserve is still in tightening mode. To assume 

that stocks will only start to climb once the 

Federal Reserve cuts rates or pauses hikes is to 

assume that stocks move concurrently with 

economic news and Fed policy, which we know 

historically has not been the case. Stocks rarely 

wait for clear signals or good news to rebound. 

 

Bottom Line for Investors 

 

Here’s another reason not to wait for the Federal 

Reserve to cut or pause rate hikes before liking 

stocks again: Fed projections are almost always 

wrong.  

 

Remember, it was just one year ago when the 

Federal Reserve was talking about ‘transitory 

inflation’ and signaling to markets that interest 

rates would remain low for the foreseeable 

future. Just three months ago, Fed officials were 

projecting the fed funds rate would finish the 

year at 3.8%, and today it’s up to 4.5%. These 

forecasts are simply not reliable enough for 

investors to hang their hats on. What I can say, 

however, is that stocks historically have 

rebounded well before there is clarity on the 

issues of the day, which in this case are  

 

 

inflation, recession, and the path of fed funds. 

Investors should not wait for these indicators to 

get better, knowing that stocks won’t either.  
 

 

 
1 Wall Street Journal. September 21, 2022. 

https://www.wsj.com/articles/fed-raises-interest-

rates-by-0-75-percentage-point-for-third-

straight-meeting-

11663783397?mod=automatedsf_trending_now

_article_pos2 

 
2 Fred Economic Data. 2022. 

https://fred.stlouisfed.org/series/DFF# 
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How “Super Thursday” May Have Driven 
Equity Market Volatility 
 
Many market commentators have focused on the 

Federal Reserve’s rate increases as a driver of 

market volatility, but there may be an even 

bigger force at work: the world’s central banks. 

Some readers may remember in the years 

following the Global Financial Crisis that 

central banks coordinated rate cuts and 

monetary loosening in an effort to revive the 

global economy. Though global central banks 

are not currently coordinating monetary policy 

in an effort to reduce inflation, many of the 

world’s most important banks are moving in the 

same direction at the same time. Such is the 

genesis of “Super Thursday,” which saw many 

of the world’s key banks raise benchmark 

interest rates on the same day. In addition to the 

Federal Reserve’s 75 basis-point increase, rates 

also rose in Sweden, Switzerland, Taiwan, the 

U.K., South Africa, and more. According to the 

Organization for Economic Cooperation and 

Development, inflation across the world’s 20 

leading economies was 9.2%, so every country 

is essentially waging the same battle. But that 

has also led to worries that the sum of all of 

these central bank actions could impact global 

demand more than individual countries expect, 

which could result in a recession that is bigger  

 

and deeper than necessary to stem price 

pressures. When asked about this issue, Federal 

Reserve Chairman Jerome Powell responded 

that the Fed already considers other central bank 

decisions as it sets policy domestically, so 

global monetary conditions are taken into 

account.1 

 
Yields on Long Duration U.S. Treasury 
Bonds Shoot Higher 
 

The yield on the 10-year U.S. Treasury bond 

shot higher last week, at one point crossing 4% 

for the first time in over 10 years. As readers 

can see in the chart below, the 10-year has been 

on the move since the early days of the 

pandemic, but yields have made a pronounced 

move higher in 2022. Investors have been 

selling bonds all year as the Federal Reserve 

continues to surprise to the upside with rate 

increases and projections for future rate 

increases, and upward pressure on the 10-year 

has also come as the Federal Reserve has ended 

its QE program and allowed maturing bonds to 

fall off their balance sheet without replacing 

them.2 

 

 
Source: Federal Reserve Bank of St. Louis3 

 
The Market Isn’t So Sure About the 
U.K.’s Bold New Economic Approach 
 

The U.K. government and the Bank of England 

are at odds over policy-making decisions, with 

the government aiming to ratchet up economic 

growth at a time that the central bank is trying to  

 

 

IN FOCUS THIS WEEK 

 

• Central banks raising 

interest rates around the 

world 

• Yields on long-duration U.S. 

Treasury bonds shoot higher 

• U.K.’s new economic 

approach 
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cool it down in an effort to tamp down inflation. 

The U.K.’s new prime minister, Liz Truss, 

announced last week a sweeping plan to cut 

corporate taxes and taxes on the highest income 

earners while implementing new spending, both 

of which are designed to spur economic growth 

and consumer demand. On the other hand, the 

Bank of England has been raising interest rates 

since December and trying to cool growth in an 

effort to halt the surge in prices, much like the 

Federal Reserve has been doing here in the U.S. 

Bond and currency markets in the U.K. signaled 

that market participants were not convinced this 

approach in the U.K. would lead to the desired 

outcome, and most wagers were that it would 

further exacerbate inflation. The British pound 

fell to its lowest level ever against the U.S. 

dollar on the news, and yields on U.K. gilts 

(bonds) shot higher.4 
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1 Wall Street Journal. September 25, 2022. https://www.wsj.com/articles/central-banks-may-stoke-risks-

by-raising-interest-rates-together-11664110802 

 
2 Wall Street Journal. September 28, 2022. https://www.wsj.com/articles/10-year-treasury-yield-hits-4-

11664354445?mod=djemRTE_h 

 
3 Fred Economic Data. September 27, 2022. https://fred.stlouisfed.org/series/DGS10# 

 
4 Wall Street Journal. September 26, 2022. https://www.wsj.com/articles/british-pound-bonds-roiled-as-

tax-cut-plans-spook-investors-11664192138 
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