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You’re hearing a lot about rising interest rates.  Many of you are asking what this means 
for the market and your portfolios.  While it’s a complex question with no easy answer, 
below we’ve provided a few thoughts on equities and fixed income performance in a 
rising rate environment.   

 

 
How do rising interest rates affect equities? 
 

As many of us know, interest rates have been steadily increasing over the last several 
months.  Rising interest rate periods typically indicate a positive view on economic 
growth which can be music to investors’ ears; however, this certainly does not mean all 
stocks will be on the rise.   
 
It’s important to understand that when interest rates rise this tightens the money supply 
circulating in our economy (more difficult to borrow money, higher credit card rates, 
etc).  This, of course, affects consumer spending which ultimately affects company’s 
revenue and profits.  Needless to say this can cause volatility and fear in the market.   
 
This does not, however, mean that all stocks are bad in rising rate environments.  Quite 
the opposite.  Generally, equities outperform fixed income (bonds) during rising rate 
environments. Sectors that tend to underperform when rates rise are those that act 
more like bonds because of their high dividend rates; sectors like Utilities.  Sectors such 
as Consumer Discretionary, Industrials and Financials generally perform well when 
rates are on the rise.  Conversely, when rates are falling we see that sectors such as 
Consumer Staples and Healthcare to be the winners. 

 

 
How do rising interest rates affect fixed income? 
 
In most basic terms, as rates go up bond prices go down.  This is typically true because 
previously issued debt becomes less attractive when new debt is being issued at higher 
interest rates.  Think about it.  If someone with the same credit rating will pay a 5% 
interest rate, why would you choose to lend to someone paying you 3%?   
 



                                                                                                       

That being said, there are certainly opportunities in fixed income.   You’ve probably 
heard us talk about concentrating fixed income holdings in short duration.  With rates 
rising, we are careful not to lend for longer than necessary.  This is so as rates go up we 
can take advantage of these higher rates. 
 
 
As discussed above, there isn’t a simple solution to avoid volatility during rising rate 
environments.  We also know that past performance does not guarantee future results.  
However, what we do know is that it is important to understand how markets have 
performed historically and to keep downside protection at the forefront of investment 
committee discussions.  We believe volatility is here to stay for many reasons, interest 
rates certainly being one of them. This is a key reason we believe a well-diversified, long-
term disciplined approach is of utmost importance in these environments. 
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