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Market Insights for Week Ending Oct 5th, 2018 
 

 
 

Rising Yields Could Mean Rising Uncertainty 
 
At the start of 2018, optimism was plentiful and the expectations for continued global 
growth had many pundits believing that 2018 could be a repeat of 2017.  As a quick 
refresher, returns in 2017 were stellar across the board with all major asset classes 
earning double digit returns.  The first few weeks of 2018 looked like a seamless 
continuation of the prior year, but something got in the way towards the end of January.  

That something was US interest rates. 
 

 
 
The chart above shows the total return price of the SPDR S&P 500 ETF(SPY) in blue and the 10-year 
US treasury rate in orange.  Focusing on the sharp drop in the blue line(SPY) in January towards the 
left side of the chart, we notice that it matches up well with a fairly steep increase in the orange line.  In 
short, stock prices fell as interest rates rose.  There were certainly other factors that contributed to the 
January market sell-off but having the 10-year yield move from 2.44% on January 2nd to 2.84% on Feb 
3rd was a significant move both in terms of how far and how fast.  It wasn’t until yields stabilized for 
several weeks, even at a higher level, that we saw the S&P 500 find its footing.  This battle between 
yields and equities took place again, albeit on a smaller scale, around April 17th but it was short lived 
and for the most part, US equities have had smooth sailing ever since.  That is until the last week or so 
as 10-year yields have reached their highest levels in 7 years.  Not surprisingly, US equity markets 
have started to wobble a bit with the tech heavy NASDAQ showing the most volatility. 



      Oct 10, 2018 

       
                                                                                                                                                                                                                                                                                                                                           

 
Hengehold Capital Management LLC | 513-598-5120 | Hengeholdcapital.com 

 

 
Why Do We Care? 
 
For the most part, the US has been immune to the issue of higher rates.  But what we are starting to 
see is that it may not be the absolute level of yields, but the rate of change that matters.  Based on the 
chart above, it appears that each time the rate of change for US yields increases quickly (the orange 
line becomes steep), equities begin to sell-off, with the most notable instance at the beginning of the 
year.  Increasing yields act as a brake to economic growth by increasing the cost of borrowing money.  
If yields move up too far, too fast, it could spook investors into de-risking portfolios and leave US 
assets vulnerable to a correction. 
 
We have also spent a lot of time over the past several weeks focusing on the large return gap between 
US and foreign assets over the past several months.  A lot of the issues we have seen, particularly for 
emerging markets, can be directly related to the chart above.  As rates have moved higher in the US, 
the demand for higher yielding US dollar investments (short term bonds and money markets) has 
increased not only from US investors, but also from international investors looking for safe income.  
That demand has driven the value of the US dollar higher while pushing foreign currencies lower.  
Emerging market countries have borrowed a lot of US dollar denominated debt over the past 8 years 
and as their currency depreciates vs. the US dollar, their cost to service that debt increases, in some 
cases significantly.  This has caused a great deal of the emerging market currency and equity volatility 
this year. 
 
As mentioned in previous pieces, HCM is constantly reviewing our portfolio positions to ensure that 
risk levels are appropriate and in-line with our long-term return expectations going forward. We 
recently made the decision to reduce our emerging market exposure and move our US equity 
positioning to a slightly overweight position.  The combination of continuing tariff threats, expectations 
for higher US interest rates and meaningful momentum deterioration has reduced our conviction in 
emerging markets over the short-term.  We still believe that valuations relative to developed markets 
are attractive, but we expect continued volatility until the issues listed above are resolved. 
 
Ultimately, a rise in US yields could present problems for the current rally, but we still view the US as 
having the strongest growth potential.  The upcoming earnings season will likely play a large part in 
how the rest of the year shapes out. 
 
 
Weekly Focus – Think About It  
 
“Start by doing what’s necessary, then do what is possible: and suddenly you are doing the impossible.” 
 
-Francis of Assisi 
 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

➢ U.S. Stocks – Russell 3000 (IWV) – Loss of 1.29% 
➢ Developed Foreign Markets (EFA) – Loss of 2.32% 
➢ Emerging Markets (EEM) – Loss of 4.85% 
➢ Fixed Income (AGG) – Loss of .89% 

 
 (Note: performance is based on the change in price plus dividends) 
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Last Week’s Headlines 
 
-US government bond yields hit multi-year highs on solid economic data while an upward revision to 
August payrolls underlined a strong labor market 
 
-Rising bond yields pressured stock prices, with real estate and consumer staple stocks suffering the 
biggest losses 
 
-Canada joined the US-Mexico trade pact, lifting a cloud of uncertainty that had weighed on Mexican 
and Canadian assets 
 
Eye on the Week Ahead 
 
-September core CPI data is expected to edge higher after a surprise drop in August.  Any reading near 
or above the Fed’s 2% inflation target would clear the way for one more rate hike in 2018. 
 
If you have questions about how rising rates affect your portfolio please contact a member of 
HCM’s Wealth Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

• Past performance does not guarantee future results. 

• You cannot invest directly in an index. 

• Consult your financial professional before making any investment decisions. 

 
• • • 
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