powered by

The Clarity Formula ®

April 30, 2022

Market Monitor (May 2022)
When Hawks Cry
A hawkish tone from the Fed leaves investors in a sad state

Key Observations
• The quick and
material rise in
interest rates had
significant impacts
across asset
classes in both
April and the
year so far.

• Investment grade
fixed income is off to
the worst four month
start since 1976
due to rising rates,
inflation concerns,
interest rate sensitivity
in benchmarks
and widening
credit spreads.1
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• While equity
markets
retreated broadly,
geographies
and styles most
exposed to higher
rates lagged more.

www.hcrwealth.com

I

• Our outlook for
2022 remains
similar to how
we entered the
year, emphasizing
caution toward
greater volatility
ahead.
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Market Recap
“I would say 50 basis points will be on the table for the May meeting,” said Chairman Powell on April 21 during a press
conference.2 Pursuing a dual mandate of both full employment and price stability, the Federal Reserve (the Fed)
is under pressure to cool off inflation which is near 40-year highs.3 Higher rates have had an adverse impact on many
asset prices globally.

*Hedge fund returns are lagged 1 month. Sources: FactSet, Morningstar. As of April 30, 2022

In March, the Consumer Price Index (CPI) rose by 8.5 percent4 year-over-year. Even though 82 percent5 of the March
increase came from energy and food, considered the more volatile parts of inflation, the Fed acknowledged a need to
regain control of prices.
Thus far, the Fed’s only direct action has been to increase the Fed Funds rate by 0.25 percent in March. At the time of
writing, the futures market was pricing in a 99.1 percent probability of a 0.50 percent move at the May meeting and a
total of ten 0.25 percent increases in 2022 ending the year with a Fed Funds rate of 3.0 -3.25 percent.6 If predictions
become reality, that would mark the most hawkish move by the Fed since 1994 when then Fed chair Alan Greenspan
increased rates by 3 percent over a year.7
In 1994 the Bloomberg Aggregate was down nearly 2 percent while the Fed raised rates, but it was buoyed by a starting
yield-to-worst of 5.62 percent, a benefit we do not enjoy today with significantly lower rates. The yield-to-worst on the
Bloomberg Aggregate was 1.75 percent at the start of 2022.
Although most of the Fed’s action is still ahead of us, the fixed income market has taken them at their word. The
Bloomberg Aggregate is off to its worst start since its inception. With few places to hide as demonstrated by the matrix
of various fixed income segments shown below, 2022 has been a hard year for bond investors thus far.
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Sector

Weight in
S&P 500

January
Return (%)

3 Month
Return(%)

Inform ation T echnology

28.3%

-6.9%

0.5%

Health Care

12.8%

-6.8%

-1.4%

Consum er Discretionary

12.6%

-9.7 %

-8.1%

Financials

10.9%

0.1%

-2.5%

Com m unication Serv ices

10.2%

-6.2%

-8.8%

Industrials

7 .8%

-4.7 %

-3.2%

Consum er Staples

6.6%

-1.4%

7 .6%

Energy

3.3%

19.1%

16.5%

Real Estate

2.6%

-8.5%

0.0%

Materials

2.5%

-6.8%

-0.3%

Utilities

2.4%

-3.3%

4.3%

Interest rate sensitivity
continues to be the primary
driver of fixed income
return in 2022. Assets with a
duration exposure less than
the Bloomberg Aggregate,
~7 years, tended to perform
better than the index overall.

Source: FactSet, Morningstar. As of April 30, 2022.

While higher rates and lower fixed income prices is a common connection, the connectivity does not stop there.
The reverberating effect of higher interest rates has shown its impact throughout the market.

Higher rates showed their sedative powers on highly priced stocks again in April,
continuing the trend for 2022. The linkage goes like this:

• Often when valuing a stock an
investor will look at the future earnings
power of a business.
• To value those future earnings in
today’s dollars they will use a
discount rate.
• The higher the discount rate, the
lower the value of the stock.
Source: FactSet, As of April 30, 2022 on the Russell 1000 Index
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So, higher rates lead to more conservative estimates of value. This has had a disproportionate impact on stocks that
are heavily reliant on future earnings growth to justify their high valuations. As we can see below, stocks with higher
valuations fell more than their less expensive peers which also impacted growth-oriented indexes more acutely.
Higher rates do not just stop there. They also impact currency prices and thus far, the Fed has been more hawkish
than other central banks, moving U.S. rates higher than those abroad. This in turn makes the U.S. dollar more
attractive than other currencies and by extension, assets priced in other currencies are worth less in U.S. dollars
if the dollar appreciates.

Currency Returns vs the U.S. Dollar (%)
Many currencies lost value to the dollar as the Fed increased rates at a faster pace

No, this is not a data error.
The Russian Ruble is up relative
to the U.S. Dollar due to sanctions
limiting sellers and Russia forcing
payments in Rubles.

Source: FactSet. As of April 30, 2022

U.S. dollar strength helps explain some of the U.S. equity outperformance versus international peers, but not all of it.
International performance continues to roil around the rise and fall of geopolitical risks. While negative returns were
prevalent across broad indexes and sectors, China continued to struggle. Down -3.7 percent in April and -17.63 percent
for 2022 the world’s second largest economy and fourth largest market in the ACWI was a primary detractor to
Emerging Markets and ex-U.S. stocks in April. Lingering concerns from policy reform in 2021, a slowing economy,
tensions with the West and disruptions from strict COVID measures have all weighed on investors’ minds. While
very few elements of these headlines are new, concerns of their collective impact have accelerated.
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Outlook
So where does this leave us? In many ways, with a similar outlook to how we entered the year. In our 2022 Outlook
– Navigating Moderation we discussed the hard road ahead for fixed income and the likelihood of volatility rising as
the Fed walks a tightrope for a soft landing, as well as a greater focus on earnings for equities to advance. These factors
remain present today and therefore reflect our current positioning in portfolios. We remain keenly focused on these
events through our regular process by evaluating risk and opportunities. We continue to stress broad and thoughtful
diversification to help maintain a resilient portfolio in what may continue to be a rocky environment.
For more information, please contact any of the professionals at HCR Wealth Advisors.
Comparisons to any indices referenced herein are for illustrative purposes only and are not meant to imply that
actual returns or volatility will be similar to the indices. Indices cannot be invested in directly. Unmanaged index
returns assume reinvestment of any and all distributions and do not reflect our fees or expenses.

• The S&P 500 is a capitalization-weighted index designed to measure performance of the broad domestic economy through changes in the
aggregate market value of 500 stocks representing all major industries.
• MSCI ACWI is a stock index designed to track broad global equity-market performance. Maintained by Morgan Stanley Capital International (MSCI),
the index is comprised of the stocks of about 3,000 companies from 23 developed countries and 26 emerging markets.
• The Bloomberg U.S. Aggregate index covers the U.S. investment grade fixed rate bond market, with index components for government and corporate
securities, mortgage pass-through securities, and asset-backed securities.
• Bloomberg Barclays U.S. Corporate High Yield Index covers the universe of fixed rate, non-investment grade debt. Eurobonds and debt issues from
countries designated as emerging markets (sovereign rating of Baa1/BBB+/BBB+ and below using the middle of Moody’s, S&P, and Fitch) are
excluded, but Canadian and global bonds (SEC registered) of issuers in non-EMG countries are included.
• Bloomberg U.S. TIPS Index is an unmanaged market index comprised of all U.S. Treasury Inflation-Protected Securities rated investment grade (Baa3 or
better), have at least one year to final maturity, and at least $500 million par amount outstanding.
• Bloomberg Treasury U.S. T-Bills-1-3 Month Index includes aged U.S. Treasury bills, notes and bonds with a remaining maturity from one up to (but not
including) three months. It excludes zero coupon strips.
• Consumer Price Index (CPI) is a measure of prices paid by consumers for a market basket of consumer goods and services. The yearly (or monthly)
growth rates represent the inflation rate.
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This report is intended for the exclusive use of clients or prospective clients of HCR Wealth Advisors. The information contained herein is intended for
the recipient, is confidential and may not be disseminated or distributed to any other person without prior approval of HCR Wealth Advisors. Any
dissemination or distribution is strictly prohibited. Information has been obtained from a variety of sources believed to be reliable though not
independently verified. Any forecasts represent future expectations and actual returns, volatilities and correlations will differ from forecasts. This
report does not represent a specific investment recommendation. Please consult with your advisor, attorney and accountant, as appropriate,
regarding specific advice. Past performance does not indicate future performance and there is a possibility of a loss.
* This article is for information purposes only and should not be considered investment or legal advice. If you have specific investment or legal questions,  
please consult your financial advisor and/or lawyer.
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