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Weekly perspective on current market sentiment January 20, 2022  

Fed hikes are not necessarily a 
negative 
Key takeaways 

• Stocks can perform well during rate hiking cycles, but risks certainly 
exist. 

• We see four Federal Reserve (Fed) rate hikes this year and continue to 
expect attractive equity returns in 2022.  

The stock market has been jittery of late. Downside volatility has been the name of that game over the past couple 
of weeks. But still, saying that, the S&P 500 Index is down less than 5% from its January 3 all-time record high set 
earlier this month. It probably feels worse than that to many market participants after the big equity run higher 
over the past 18 months that did not feature a pullback of any real magnitude along the way. In fact, from a 
technical perspective, the S&P 500 Index has not touched its 200-day moving average since June 2020, an 
unusually long stretch of time.   

Out of the laundry list of worries investors have had since the pandemic began almost two years ago, higher-than-
expected inflation that is likely to persist for a longer period of time than most anticipated and the highly related 
uncertainty over what the Fed is going to do about it has been the main culprit. Of course, the surge in the Omicron 
variant of COVID-19 has also played a role. These potential potholes have riled equity markets and have sent bond 
yields higher. 

But let’s remember that history shows equities can respond favorably to a rate hike cycle. Based on market data 
going back to 1989 and compiled by MarketWatch, during the five rate hike cycles up to this year, the median 
return for the S&P 500 Index has been 30%. None of these hiking periods posted a negative return for the widely 
followed large-cap benchmark. That history is potentially good news for investors. Periods of volatility certainly 
occurred as the Fed prepped the market for what was to come, but overall performance was good over those rate 
hiking periods. Keep in mind, past performance is no guarantee of future results. 

Of course, investors are wondering if the U.S. central bank is going to be taking an overly aggressive approach that 
would push the federal funds target rate higher than necessary. After all, many in the market, including ourselves, 
look for inflation to decelerate and growth to slow in the second half of this year. That makes the job of trying to 
normalize rates a bit trickier. In some past cycles, the Fed, after raising rates, left them too high for too long and the 
economy subsequently rolled over into a recession. Remember that higher rates makes borrowing more expensive, 
which would normally quell demand for money to some extent and ultimately slow growth and inflation. We live 
in a credit-driven economy. Trying to fine tune a $22 trillion economy is no easy task. The Fed’s dual mandate of 
price stability and full employment doesn’t make the job any easier. 

There are risks as we look forward. As we have stated many times in the past in this weekly piece, higher inflation 
that lasts longer than we anticipate is probably the biggest risk to our outlook. We see four rate hikes as likely this 
year, with growth and inflation slowing in the second half. We believe investors should stay invested.  

Scott Wren 
Senior Global Market Strategist 

Last Week’s S&P 500 Index: -0.3% 
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Risk Considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the 
investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the 
prospects of individual companies, and industry sectors.  Bonds are subject to interest rate, credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by 
changes in interest rates. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, 
N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only 
and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any 
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different 
conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report 
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant 
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from 
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial 
services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 
protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo 
Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and 
non-bank affiliates of Wells Fargo & Company. CAR 0122-02845 
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