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Are Brighter Days Ahead?

• The yield on 10-year Treasurys approached 4% as rates continued to rise in Q3.

• Stocks and bonds have each fallen for three consecutive quarters.

HIGHLIGHTS

The Federal Reserve continued to raise rates in hopes of stamping out rampant inflation. If 
hawkish behavior keeps up, a US recession appears inevitable with the only question being the 
level of severity. Stocks (using the S&P 500 as a proxy) and bonds (Bloomberg US Aggregate 
Index) both dropped in the third quarter. This is the first time the two have fallen in tandem for 
three consecutive quarters in over 45 years, leaving investors with no place to hide. First 
Fiduciary’s portfolios of industry leaders also experienced losses but fared better than the S&P 
500 year-to-date. We believe our commitment to owning high-quality companies with strong 
balance sheets protects our clients’ capital during times of market turmoil.

As evidence of tightening financial conditions, the yield on 10-year US Treasurys climbed 
significantly, increasing from 2.97% to 3.83% by the end of the quarter. Unsurprisingly, 30-year 
mortgage rates also jumped from 5.7% to 6.7%, a move that will slow the residential real estate 
market. Unlike the second quarter, commodity prices fell, giving rise to the notion that the Fed’s 
actions are beginning to have the desired impact of cooling economic activity. For instance, the 
retail price of gasoline fell 24% to $3.82 per gallon, and the price of lumber fell 36%. While there is 
some optimism that inflation has plateaued, the duration of this inflationary environment remains 
uncertain.

Volatility and occasional painful drawdowns, such as we’ve experienced this year, are normal 
market occurrences. At First Fiduciary, we do not see a crisis looming as we did with the tech 
bubble of 1999 or the mortgage crisis of 2008. Rather, we see a likely recession (if we’re not 
already in one) followed by a recovery. We believe it remains as important as ever to own a well-
diversified equity portfolio comprised of high-quality and attractively-valued companies. If high 
inflation persists, the pricing power of these companies should allow for higher revenue to offset 
increased input costs. In past times of market stress, commitment to our disciplined investment 
process has preserved and grown wealth for our clients over subsequent years. 
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