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The stock market has climbed to new all-time 
highs following several periods of uncertainty 
this year. This is welcome news for investors, 
especially because many parts of the market have 
contributed to the rally, including sectors such as 
Energy, Information Technology, and Industrials. 
Interest rates are also near multi-decade highs, 
pushing bond yields to their most attractive levels 
in years. At the same time, investors should always 
be prepared for periods of volatility, which the past 
few years have shown can occur at any time.

For long-term investors, rising stock prices and 
higher yields create an environment that requires 
careful portfolio balance. On the surface, it can 
seem contradictory for stocks to reach records 
while interest rates stay high, since rising rates can 
often slow the economy. However, if both stocks 
and bonds are being supported by positive trends, long-term portfolios can in turn support financial goals. How 
should investors think about this environment as markets sit near record levels?

The S&P 500, Nasdaq, and the Dow Jones Industrial Average have all generated double-digit total returns this year.1 
There are important themes driving markets on the surface, influencing which parts of the market have contributed 
to these returns. Perhaps the most visible are that artificial intelligence continues to drive technology stocks, and the 
energy sector has been supported by higher oil prices. These are the factors most often cited in the headlines, and 
they help explain why major indices have reached new highs.

Another important factor is that corporate earnings have grown at a historic pace, providing a fundamental foundation 
for the rally. In the long run, economic growth helps to drive corporate profits, which then pushes stock prices higher. 
Interestingly, corporate profits have increased significantly in recent years, despite modest economic growth. Current 
forecasts suggest that the S&P 500 could reach an earnings-per-share figure of $347 this year, representing an annual 
growth rate of over 30%. This growth rate, if achieved, would be well above the historical average of around 8%.2

However, there is another important driver of the recent rally in the S&P 500: the Fed and interest rates. In the short run, 
markets can be highly sensitive to expectations around Fed policy. This is because interest rates play an important role 
in calculating the price of stocks today based on cash flows in the future. Since oil prices began to rise earlier this year, 
markets have expected the Fed to hike rates to combat inflation.3 Given the recent cooling of the labor market and steady 
inflation readings, these expectations have declined, with only one quarter-point hike priced in by next January.
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The key to understanding the impact across stocks and bonds is that interest rates can rise for different reasons. 
Rates that rise because of inflation concerns can act as a drag on both asset classes, as they did in 2022 when the Fed 
tightened policy aggressively. However, rates can also rise because economic growth expectations are improving, 
which pushes up what are known as “real rates,” or the interest rate after accounting for inflation. Stronger real rates 
help support market valuations through improved earnings, while also offering bond investors more attractive yields.

This helps explain why stocks have continued to climb even as rates remain elevated. The chart above shows the 
relationship between stock and bond returns over the past few decades, including the long periods in which both 
asset classes perform well during economic expansions. For investors, the lesson is not to try to predict market returns 
or interest rates, but to hold a portfolio that can benefit from the strengths of each.

With markets near all-time highs, a natural question for many investors is whether they should make portfolio 
adjustments, or wait before getting invested. History shows that since the economy and markets tend to grow over 
the long term, trying to time these movements can be counterproductive, and the opportunity cost of waiting is often 
higher than simply getting invested.

The chart above shows that waiting for the perfect entry point often doesn’t work. For example, an investor waiting 
for a 5% pullback before investing would have waited 291 days on average. During that time, the market would have 
already gained nearly 14%. So, even though pullbacks of 5% or worse do occur periodically, and each time is different, 
the fact that the market tends to rise over time means the next dip is often higher than the last. In other words, the 
investor who waited would frequently have been better off simply staying invested from the start.

This is not to say that markets move in straight lines, or that pullbacks do not occur. Rather, it reinforces that new all-
time highs are a normal part of bull markets, and the best way to achieve long-term goals is often to simply hold onto 
a well-constructed portfolio.

Of course, there are other strategies for those who need to improve their asset allocations. For example, for those who 
need to invest a lump sum at these valuations, approaches such as dollar-cost averaging can be helpful. Similarly, 
balancing a portfolio across different sectors, styles, factors, and geographies can help to reduce exposure to areas of 
the market with high valuations, while allowing investors to benefit from potential growth.

WAITING FOR PULLBACKS IS OFTEN 
COUNTERPRODUCTIVE

BOND YIELDS DRIVE LONG-TERM FIXED  
INCOME RETURNS
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While the stock market has performed well this year, bonds have been flat due to rising interest rates. Bond prices 
move in the opposite direction of yields, so higher rates mean that existing bonds are less valuable. However, it’s 
also the case that investors benefit when they can reinvest in bonds at higher yields, or adjust their portfolios to take 
advantage of them, if it’s appropriate for their financial plans.

The chart above shows that the starting yield of a bond is an important part of long run returns. At the moment, bond 
yields have rarely been more attractive over the past two decades. Investment grade corporate bonds and Treasury 
securities are now offering income levels that were difficult to find during the years following the global financial 
crisis, when interest rates were held near zero.4 For investors who rely on their portfolios for income, or who are simply 
looking to balance the risk of equities, this creates greater opportunities across fixed income than have existed in 
many years.

So, while higher rates can weigh on bond prices, they also mean that bonds can play an important role in portfolios. 
When combined with stock market trends that have helped portfolios this year, these asset classes can support the 
financial goals of long-term investors.

The bottom line? Stocks have benefited from growth trends while bond yields are historically attractive, creating 
opportunities across both asset classes. For long-term investors, maintaining a balanced portfolio is the best way to 
benefit from this environment while staying focused on financial goals.
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