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Interest rates have swung wildly in recent weeks due to the 
Fed, the conflict in Ukraine, and the spike in oil prices. The 
10-year Treasury yield briefly exceeded 2% last week 
before falling back. For those who may not watch interest 
rates closely, these changes may seem insignificant. But 
not only do interest rates play important roles for investors, 
savers, and borrowers, they also provide an important 
signal of the health of the economy and financial system. 
How do rates at these levels affect investors and what 
do they tell us about the market environment?

On a theoretical level, interest rates reflect expected 
economic growth and inflation. Record levels of inflation 
over the past year have created upward pressure on 
rates. After all, an investor who buys a bond will require 
a higher interest rate if the dollars they receive in interest 
and principal payments will be worth less due to inflation. 
Strong economic growth also pushes interest rates higher 
since investors  could find alternative ways to invest their 
money for higher returns.

On a more practical level, investors tend to buy Treasuries 
and other lower-risk bonds during times of stress and 
uncertainty as we’re seeing today. This  demand increases the 
prices of these bonds which lowers their yields, especially for 
bonds that reflect additional risks such as longer maturities. In 
this way, bonds help to balance riskier parts of portfolios, as  
we have seen during periods of volatility over the  past decade.

Thus, there are at least two competing forces acting on interest rates today. On the one hand, inflation is forcing the Fed’s hand as 
it plans to raise rates beginning next week. It is widely expected that the Fed will lift the federal funds rate by at  least one-quarter of 
a percent for the first time since before the pandemic. The market still expects up to six rate hikes this year, or nearly one every Fed 
meeting, although this is subject to change. By raising rates, the Fed’s goal is to contain inflation by gradually stepping on the brakes.

On the other hand, the conflict in Ukraine, sanctions against Russia, and the impact on oil prices is creating significant market 
uncertainty. Many stock market indices, including the S&P 500, Dow and Nasdaq, have fallen into correction territory and interest 
rates have declined as a result. Oil prices have spiked even further with Brent crude now  trading above $120 per barrel. The threat 
to economic growth is a reason for the Fed to keep rates steady while rising energy prices are a reason to raise rates to further 
combat inflation. This naturally puts the Fed in a bind.

However, it’s also important to keep the broader historical context in mind. While interest rates have risen since the start of the 
year, they are only back to levels last seen at the start of 2020 and near their peaks in 2021. Over a multi-year horizon, interest rates 
are still significantly lower.

INTEREST RATES HAVE HAD A ROCKY FEW YEARS

Key Takeaway:

1. Interest rates have increased this year across the yield  
 curve due to inflation and the Fed. Still, the 10-year  
 Treasury yield is only near levels last seen in 2021 and  
 2020, and is still significantly lower than it was in 2019.
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In fact, it’s still the case that interest rates have been declining since the late 1970s for a variety of reasons that have nothing to do 
with short-term crises. Technology, globalization, worldwide cash savings, and other factors have conspired to push interest rates 
lower decade after decade.

So, while interest rates do rise and fall within each business cycle, the overall trend has been lower across cycles. At the moment, 
high inflation and strong U.S. economic growth are expected to keep pushing rates higher over the long run. In the near-term, 
however, geopolitical risk is creating an environment of uncertainty. This means that the challenges investors have faced with low 
rates throughout the last decade will likely continue for some time.

For instance, for borrowers and home buyers, mortgage rates remain attractive despite increasing over the past several months. 
For savers, the challenge of generating sufficient income from cash and high-quality bonds will likely continue. This potentially 
means that finding alternative sources of income, from high-yield bonds to dividend-paying stocks, is still as important as it has 
been since 2008, especially with valuations more attractive today.

Ultimately, this period highlights the importance of staying diversified across asset classes. Stocks and bonds each play unique 
roles in the portfolio. In times of stress over the past decade, fixed income has helped to keep portfolios stable when investors need 
it the most.

RATES ARE STILL LOW BY HISTORICAL  
STANDARDS

PORTFOLIO YIELD IS STILL SCARCE IN THIS  
ENVIRONMENT

Key Takeaways: Key Takeaways:

1. While rates do rise and fall during business cycles, they  
 have been declining across cycles for 40 years. 
2. With inflation surging, driven in no small part by energy  
 prices, this time could be different. Still, investors could  
 face the challenges of low rates in the near term as  
 market uncertainty continues.

1. One of the primary challenges of low rates is the scarcity  
 of portfolio income. This is especially true once inflation  
 is taken into consideration since this erodes the purchasing  
 power of cash savings over time.
2. This is an important reason for investors to stay focused  
 on the long run by holding an appropriate portfolio that  
 can generate sufficient growth to meet financial goals.
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