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MARKET ENVIRONMENT
I t ’s  Al l  About the FOMC

Fed off icials aren’t  expl ici t ly projecting a 
recession, but Fed Chair Jerome Powell’s 
rhetoric about the rate hikes l ikely causing 
pain for workers and businesses has gotten 
progressively sharper in recent months. In his 
FOMC post-meeting press conference on 
September 21, Powell said a sof t  landing 
with only a small increase in joblessness 
would be “very challenging.”

I t 's also notable that the Fed sees rates 
higher at the end of 2023 vs. 2022; 
consistent with holding the terminal Fed 
Funds rate in place longer. Fed Funds at 
3.9% by the end of 2024 is sending a s imilar 
message.

Fed Chair Powell ’s at tempt to s tabilize prices 
has gone from a  ‘soft  landing’ early th is 
year to ‘soft ish landing,’ which became 
‘some pain,’ and f inally Powell said, “No 
one knows whether th is process will lead to 

a recession or i f  so, how signif icant that 
recession would be.” Powell can no longer 
sugarcoat the tough real i ty that a hard 
landing is the most l ikely scenario.
Investors no longer quest ion how strong the 
Fed’s resolve is to bring inflation under 
control, and what is  required to get the job 
done. We do not th ink the Fed wil l cut rates 
at the f i rs t s ign of weakness to ensure that 
inf lation is moving convincingly back toward 
i ts  2.0% target.

PORTFOLIO REVIEW

Treasuries
We have seen a remarkable range of yields 
in the global haven U.S. Treasury market th is 
year.  The 10-year yield surged above 4.0% 
( i f  only brief ly on September 28) towards the 
end of the quarter for the f i rs t t ime since 
2010 (Bloomberg), having been as low as 
1.53% in early January.  The two-year yield 
has moved in range of 0.75% to 4.35% this 
year.  Sel l ing pressure has caused bond 
dealers to increase bid/ask spreads wider to 

s low the accumulating bonds on their 
balance sheets which marginally reduces 
l iquidi ty. Yields have marched higher s ince 
August 1, which translates to a cont inuation 
of negative performance.

Corporates
We have observed new issuance greatly 
slow down to end the quarter, as the broad 
sel loff has dampened corporate sent iment, 
keeping borrowers s idel ined. Spreading 
global fears have overlaid with a s lowing 
economy here and abroad to widen credit 
spreads. We are closely monitoring i f  
in terest rate r isk wil l  morph into more 
extensive credit  r isk .

Municipals
The tremendous sel loff in the sector has 
created an excel lent entry point for 
crossover buyers. Improved income and total 
return is avai lable in a market where many 
state and local governments have healthy 
balance sheets and strong income from sales 
and property taxes. 
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Technical pressures of redemptions f rom muni 
funds and ETFs have added to the upward 
pressure originating from the Treasury 
market. We are also watching a decrease in 
new issuance, as the higher interest rates 
make i t  less att ractive for municipal it ies to 
borrow for new projects or to ref inance 
existing debt.  These two offsett ing forces wil l  
have a huge impact on the direction and 
performance of the sector for the remainder 
of the year and into 2023. 

PORTFOLIO OUTLOOK
From a global perspective, higher rates in 
the U.S. increase the U.S. dol lar and devalue 
other currencies around the globe. When 
these other nat ions at tempt to protect the 
value of their own currency by increasing 
interest rates locally, their economies s low. 
When nat ions (both developed and 
developing) s imultaneously raise interest 
rates, i t ’s easy to see how this will resul t  in a 
severe global economic slowdown. 
From the consumer’s perspect ive, higher 
in terest rates impact dif ferent segments of 
consumers in fundamentally di f ferent ways:

•For consumers that typically borrow as the 
economy slows, tougher access to credit 
reduces demand supported by debt 
(example: credit  cards & HELs).

•For consumers that typically do not 
borrow, higher carrying costs of r isk assets 
depress the price, eroding the wealth 
cushion and lowering spending sentiment. 
Specif ically, the value of future cash f lows is 

eroded by higher rates today and in the 
intermediate future.

Some of the impact of higher rates have 
already surfaced (the housing market),  whi le 
some effects are st i l l  to come, such as lower 
employment & lower consumer spending.

Consumer spending has shown resil ience this 
summer mostly due to healthy household 
balance sheets. However, with gas prices 
fal l ing more s lowly, borrowing rates r is ing 
and the jobs market cooling, we expect the 
staying power of the consumer to fade over 
the remainder of the year.  Retai l spending is 
l ikely to feel the pul lback to a 
disproportionate extent, after many goods 
purchases were pul led forward during the 
pandemic while spending on experiences 
was put on hold. The unwinding of supply 
chain issues and lower commodity prices will 
not save the day here. Current ly, we see the 
current consumer strength directly inf luencing 
additional Fed t ightening in order to suppress 
the current elevated inf lation. The terminal 
Fed Funds rate may reach 4.75%-5.00% by 
the end of the f i rs t quarter of 2023.

This material represents an assessment of the 
market and economic environment at a 
specif ic point in t ime and is not intended to 
be a forecast of future events, or a 
guarantee of future resul ts. Forward-looking 
statements are subject to certain r isks and 
uncertainties.  Actual resul ts, performance, or 
achievements may dif fer materially f rom 
those expressed or implied. Information is 

based on data gathered from what we 
believe are rel iable sources. I t is not 
guaranteed as to accuracy, does not purport 
to be complete and is not intended to be 
used as a primary basis for investment 
decisions. I t should also not be construed as 
advice meeting the part icular investment 
needs of any investor. Past performance 
does not guarantee fu ture results .

Exchange Traded Funds (ETF’s) are sold by 
prospectus. P lease consider the investment 
object ives, r i sks, charges, and expenses 
carefully before investing. The prospectus, 
which contains this and other information 
about the investment company, can be 
obtained f rom the Fund Company or your 
f inancial professional. Be sure to read the 
prospectus carefully before deciding 
whether to invest.
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Source: FactSet

U.S. TREASURY YIELDS 12/31/2021 3/31/2022 6/30/2022 9/30/2022 YTD Change

2 YR 0.726% 2.286% 2.931% 4.200% -3.474%

3 YR 0.955% 2.464% 2.978% 4.210% -3.255%

5 YR 1.265% 2.422% 3.001% 4.040% -2.775%

7 YR 1.436% 2.404% 3.035% 3.940% -2.504%

10 YR 1.512% 2.324% 2.975% 3.800% -2.288%

20 YR 1.935% 2.598% 3.382% 4.070% -2.135%

30 YR 1.905% 2.453% 3.121% 3.770% -1.865%

10S MINUS 2S 78.6bps 3.7bps 4.4bps -40bps


