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I doubt the Fed will hike us into recession
Many investors are worried that Federal Reserve (Fed) tightening could soon cause a painful 
economic contraction. I don’t see it that way. The bond market is pricing in almost 300 basis 
points worth of interest-rate increases in the coming year. Hikes of this size generally haven’t 
caused recession in the past: GDP has grown in 90% of years with rate increases between 
200 and 300 basis points, and has expanded the following year 86% of the time (Exhibit 1). 
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I approach my research by looking at market data through a historian’s 
lens. I believe historical patterns, when considered in the appropriate 
context, can help investors build conviction about future trends.  
This month, I’m focusing on some of the reasons I think rising interest 
rates probably won’t lead to recession and why I think health care 
could outperform.

Past performance is no guarantee of future results. GDP: Gross domestic product. Sources: Haver Analytics, Fidelity 
Investments, as of March 31, 2022.

EXHIBIT 1: The rate hikes expected today haven’t usually caused recession, historically.

Odds of GDP Growth in the Years During and After Interest Rate Hikes, 1962–Present
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Historically, it has taken rate hikes of more than 350 basis 
points to produce high odds of GDP contraction, which 
always occurred the year after the tightening. History 
suggests the Fed won’t go to 350 basis points. The only 
times the Fed has hiked that much in a single year were in 
the 1970s, when both the core consumer price index (CPI) 
and inflation expectations were much higher than they 
are today.1 In the years that interest rates increased more 
than 350 basis points, core CPI averaged almost 12% 
(compared to 6.5% as of the end of April) and consumers’ 
five-year inflation expectations averaged around 9% 
(compared to 3.9%).2

Health care looks appealing with or  
without recession
Investors often think of health care as a recession play, 
because people tend to keep taking medicine and 
going to the doctor during bad economic times. And 
it’s true that the sector historically has outperformed 
the market more than three-quarters of the time 
going into recession. But even outside of recession, 

EXHIBIT 2: Health care stocks look poised to outperform.

Historical Odds of Health Care Outperformance during and 
outside Recession (NTM), 1962–present 

Past performance is no guarantee of future results. Fwd P/E: Forward price-
to-earnings ratio. Price-to-earnings ratio: The ratio of a company’s current 
share price to its reported earnings. A forward P/E ratio typically uses an 
average of analysts’ published earnings estimates for the next 12 months. 
NTM: Next 12 months. Analysis based on the top 3,000 U.S. stocks by 
market capitalization. Sources: Haver Analytics, Fidelity Investments, as of 
April 30, 2022. 

health care has outperformed the market more often 
than not. What’s more, the sector’s forward price-to-
earnings ratio is in the bottom quartile of its historical 
range; when valuations have been this low and there 
hasn’t been a recession, health care has outperformed 
66% of the time over the next 12 months (Exhibit 2).

A wide valuation range could be good news 
for health care
Valuation spreads, or the difference between the 
valuations of the cheapest and most expensive stocks, 
in the health care sector are in the top 25% of their 
historical range.3 Such price disparities tend to indicate 
a great deal of fear among investors, who have flocked 
to the sector’s highest-quality, most expensive stocks 
while shunning riskier health care shares. Historically, 
when valuation spreads in health care have been this 
wide—that is, when this much fear has been baked 
into prices—the sector has had very high odds of 
outperforming the market over the next 12 months 
(Exhibit 3).

EXHIBIT 3: Investor fear could set up health care to shine.

Historical Odds of Health Care Outperformance by Valuation 
Spread Quartile (NTM), 1962–present

Past performance is no guarantee of future results. NTM: Next 12 months. 
Analysis based on the top 3,000 U.S. stocks by market capitalization. Source: 
Haver Analytics, Fidelity Investments, as of April 30, 2022.
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EXHIBIT 4: Some health care industries are much  
cheaper than others.

Health Care Industry Trailing and Forward P/E Ratios

Past performance is no guarantee of future results. Trailing P/E: Trailing 
price-to-earnings ratio. Forward P/E: Forward price-to-earnings ratio. 
Forward P/E ratio typically uses an average of analysts’ published earnings 
estimates for the next 12 months. Trailing P/E ratio typically uses an 
average of published actual earnings for the previous 12 months. Analysis 
based on the top 3,000 U.S. stocks by market capitalization. Sources: 
Haver Analytics, Fidelity Investments, as of April 30, 2022.

What’s cheap in health care? Pharma as well 
as providers and services
The most effective investment factor within health care 
historically has been value, as measured by low P/E. 
Despite health care’s low average valuation, certain 
industries sport lofty price-to-earnings ratios: Biotech, 
equipment and services, and life sciences have trailing 
P/Es between 34 and 64 and forward P/Es around 30. 
By contrast, pharmaceuticals and the providers and 
services industry have trailing P/Es in the low- to mid-
20s and forward P/Es in the teens (Exhibit 4). 

Based on this analysis, I have a moderately positive 
outlook for the economy as a whole over the coming 
year, despite high inflation and rising interest rates. 
Health care’s tendency to outperform the market in 
and out of recession, especially from low valuations, 
suggests that the sector may offer opportunities for 
investors, and low P/E ratios in pharma and providers 
and services make those industries particularly attractive.
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Endnotes
1 Core consumer price index (CPI) excludes volatile food and energy prices.
2 Inflation expectations: Five to 10-year expectations of annual change in prices (mean increase), 
as measured by the University of Michigan Index of Consumer Expectations. Period studied: 
1979–present. Source: Haver Analytics, Fidelity Investments, as of Apr. 30, 2022.
3 Sources: Haver Analytics, Fidelity Investments, as of Apr. 30, 2022.
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