
Fidelity perspectives: Interest rate hikes and market 

volatility – What does it mean for investors? 

Investors should focus on their long-term objectives. 

What’s happening? 

Efforts by the Federal Reserve (the Fed) to slow inflation have escalated with 
its announcement of a half-percentage-point increase in the Fed funds rate 
and its plans for what it calls “ongoing increases in the target range” to 
potentially 2.75% by the end of 2022, and as high as 3.3% by mid-2023. 

Meanwhile, the Fed is unwinding its quantitative easing (QE) program, under 
which it has bought trillions of dollars’ worth of government and mortgage-
backed bonds since 2008, adding liquidity to markets and boosting stock 
prices in the process. Starting in June, the Fed will shed up to $95 billion in 
Treasury securities and mortgage-backed bonds from its balance sheet each 
month. That’s far more than it did in 2017, in its last attempt to wind down 
QE. 

The Fed’s recent moves reflect an increasing sense of urgency about trying to 
slow inflation, which is a threat to the financial well-being of investors and 
consumers alike. As Fed Chair Jerome Powell explained, “Inflation is much too 
high, and we understand the hardship it is causing. We are moving 
expeditiously to bring it back down. We have both the tools we need and 
resolve to restore price stability on behalf of American families and 
businesses.” 

But while higher rates may eventually help tame inflation, stock market 
volatility is likely to continue to increase. And as the Fed raises rates, it also 
raises the chance of inadvertently tipping the economy into recession. 

The following are the views from various Fidelity portfolio managers and subject-matter experts who have 
weighed in on the topic. 

Andrew Marchese 
Chief Investment Officer and Portfolio Manager 

Andrew notes that most economies have entered the later stages of the business cycle. The Russia-Ukraine conflict has 
hastened the migration from mid-cycle and exacerbated certain supply-chain issues. Fundamentally, earnings estimates 
have been rising year-to-date, and consensus earnings growth still exhibits an upward trajectory. The stock market and 
bond market are experiencing valuation repricing due to central bank actions to tighten financial conditions. The market 
consensus as to the amount of tightening has risen since the start of the year in pace with inflation expectations. 
Looking ahead, Andrew believes that as we move through the global economic cycle, certain risk assets that benefited 

Ten things to remember when 
volatility strikes:  
▪  Volatility is a normal part of long-term 

investing.  

▪  Long-term investors are usually 
rewarded for taking equity risk. 

▪  Market corrections can create 
attractive opportunities. 

▪  Avoid stopping and starting 
investments. 

▪  The benefits of regular investing tend 
to add up. 

▪  Diversification of investments helps to 
smooth returns.  

▪  A focus on income increases total 
returns.  

▪  Investing in quality stocks delivers in 
the long run. 

▪  Don’t be swayed by sweeping 
sentiment.  

▪  Active investment can offer benefits in 
periods of increased volatility. 
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from extremely accommodative monetary policy and liquidity, from a valuation standpoint, will be repriced as liquidity is 
withdrawn from the financial system and, accordingly, risk budgets are reined in.  

Andrew continues to believe that a disciplined investment approach is crucial to navigate this uncertain period, and that 
investors should place greater emphasis on company fundamentals and earnings quality than on the macroeconomic 
narratives. As he noted at Fidelity’s Vision2022 event, it is never a stock market, but rather a market of stocks. Investors 
need to be aware of this and be more selective in picking stocks. A lot of money came into equities in 2021, including 
from investors with less experience with volatility and uncertainty. Andrew noted that this presents more opportunities 
for active stock pickers, like our portfolio managers, because people have a tendency to make mistakes when they act 
too quickly without comprehending all the facts. 

Geoff Stein, David Wolf, David Tulk, Ilan Kolet 
Fidelity Global Asset Allocation Team

Recent market volatility is causing understandable concern among investors. But, as ever, panic is not an investment 
strategy. We maintain a disciplined investment process, taking a long-term investment view rooted in the business cycle, 
the policy landscape and measures of valuation. An additional pillar of our deliberate research-based framework is 
sentiment, which in practice means taking advantage of market fears rather than indulging them. Our underlying fund 
managers do the same, taking advantage of opportunities where sentiment on a given security has become overly 
negative.  

We’ve been talking about elevated inflation and tighter policy, and their associated risks, for some time now. And we 
positioned the funds to account for these risks, which has helped to mitigate somewhat the impact of the downdraft 
across all asset classes thus far this year. We retain those positions, while maintaining an overall lower-than-average risk 
profile in the funds. But we believe a modestly larger-than-benchmark equity allocation remains warranted: in our view, 
fears of an imminent recession are overblown. Above all, we continue to emphasize diversification, working to keep the 
funds as resilient as possible for a wide range of market environments. 

Jeff Moore and Michael Plage 
Portfolio managers of Fidelity Multi-Sector Bond Fund, Fidelity Investment Grade Total Bond Fund, Fidelity Global Bond 
Fund, Fidelity Tactical Fixed Income Fund, Fidelity Global Core Plus Bond ETF, Fidelity Global Investment Grade Total Bond 
ETF and Fidelity Tactical Credit Fund 

Looking ahead, portfolio managers Jeff Moore and Michael Plage see potential for more volatility as the Fed signals 
more aggressive interest rate hiking to combat inflation through 2022 and makes a transition from quantitative easing to 
quantitative tightening. Jeff and Michael believe that the Fed desperately needs credibility to forestall rising inflation 
expectations in the coming months and, consequently, even in the event of an unexpected rapid stock market decline or 
sizable corporate spread widening, the managers see a low likelihood of a Fed pivot in the near term.  

With that said, the managers also note that as a result of the bond market’s repricing year-to-date, driven primarily by 
rising risk-free rates rather than spread widening, the total yield offered by many bond sectors now rivals the highest 
quartile of the past decade. Many of their portfolios can now yield 5% or so, a level that will inevitably become even 
more attractive in the coming months as floating rate notes reset following interest rate hikes by the Fed. Higher yields 
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foreshadow higher total returns in the future, and the more interest rate hikes that are priced in, the more compelling 
the bond market outlook. Jeff and Michael are more excited about bonds now than at any time in 2021 or so far in 2022. 

The managers maintain highly diversified portfolios. While Jeff and Michael remain short of their benchmark from an 
overall duration perspective, they recently began adding risk-free duration back into their funds as the ten-year U.S. 
Treasury approached 3%, and with ten interest rate hikes now priced into the market for the remainder of the year. 
With the rise in interest rates, the diversification benefits of longer-duration Treasuries have also improved, and they 
should provide some protection in the event of a higher-volatility market environment. 

The managers note that as volatility rises, investors tend to become less confident in their ability to anticipate market 
movement, and this reduced assurance strengthens the case for a professionally managed, highly diversified portfolio. 
Heightened market volatility breeds opportunity, and Jeff and Michael are watching and planning, with the help of their 
broad and experienced research team, to buy assets opportunistically at temporarily attractive prices whenever they 
become available. 

Don Newman 
Portfolio manager of Fidelity Dividend Fund, Fidelity Dividend Plus Fund, Fidelity Monthly Income Fund, Fidelity Canadian 
Asset Allocation Fund and Fidelity Income Allocation Fund 

Don Newman continues to believe that we are in a very different market than the one investors experienced for much of 
the last decade, with higher inflation and interest rates no longer pinned to zero. With the Fed most likely behind the 
curve right now, it may need to catch up and, to do so, be more aggressive with interest rate hikes and quantitative 
tightening. 

With interest rates increasing, the discount rate on the market will simply have to go up, which would cause market 
multiples to revert closer to normal levels. Don notes that the market is concerned that the Fed could either tighten too 
much, hurting economic growth, or not tighten enough, failing to get inflation under control fast enough, and causing 
interest rates to continue rising. 

Don notes that earnings do continue to point toward a positive economic growth environment; however, ongoing supply 
chains issues have continued to affect companies.  

With that backdrop in mind, Don had already entered this year with three key focuses for holdings: (1) inflation 
protection (e.g., commodities exposure); (2) stocks with low price-to-earnings that provide an attractive dividend yield, 
along with dividend growth potential, to limit downside risk from potential valuation compression; and (3) unique stock 
ideas, such as companies that still stand to benefit from the reopening, and the best ideas offered by the Fidelity equity 
research team. 

Because of the valuation compression that the market has seen so far, Don is starting to see more attractive ideas, 
particularly great businesses that are trading at much more reasonable valuations, allowing for attractive long-term 
risk/reward scenario. He also notes that Fidelity has world-class research capabilities, and in an environment where 
information is scarce, having a deep research team and being able to ask the right questions could allow him to 
potentially add significant value for investors. 
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Dan Dupont 
Portfolio manager of Fidelity Canadian Large Cap Fund, Fidelity Global Value Long/Short Fund, Fidelity Concentrated 
Value Private Pool, Fidelity NorthStar Fund, Fidelity NorthStar Balanced Fund and Fidelity Monthly Income Fund 

Dan notes that given the current stage of the business cycle and the short-term uncertainty, investors should be aware 
of the potential for increased risk and added volatility. The beginning of 2022 has generally coincided with a rerating of 
many overvalued names that benefited from excessive stimulus and lax monetary policy measures. This environment 
fuelled considerable price appreciation based on multiple expansion, and distorted the fundamental drivers of value, 
leading to market dislocations that continue to unravel amid the tightening of monetary policy measures globally. 
Although the recent drawdown that started the year is significant, it is important to note that the volatility of the 
markets, although generally extended in the short term, has yet to reach considerable extremes. Heightened overall 
volatility to start the year has undoubtedly put pressure on the major market indexes, but the impact of the drawdown 
is becoming more significant, because it is beginning to affect the larger and more stable companies that have generally 
benefited in a strong secular bull market for over a decade.  

While navigating various market environments, Dan has always maintained a primary focus on downside protection. 
This allows him to highlight areas of the market that are more likely to outperform in periods of increased volatility. 
Dan’s portfolio is well positioned to withstand volatile market environments by investing in businesses with high cash 
flows that can inherently withstand increased volatility and macroeconomic uncertainty. Dan reiterates the importance 
of analyzing the effects of the developing geopolitical situations. He continues to monitor the developing prospects of a 
slowdown in global output and to orient the portfolio so as to withstand increased volatility. Although the recent 
downturn in markets hasn’t necessarily been a result of volatility extremes, as it was in March 2020, concerns regarding 
valuations, geopolitical issues and monetary policy actions continue to add to the heightened uncertainty global markets 
are facing in 2022. The short book in Fidelity Global Value Long/Short Fund is slowly moving to more cyclical companies 
that could be adversely affected by a prolonged slowdown in economic activity.  

Reetu Kumra 
Portfolio manager of Fidelity Advantage Bitcoin ETF and ETF Fund 

As the Fed and central banks globally look to unwind their QE programs, liquidity is being taken out of the system in 
order to slow inflation. This is driving real rates to move higher and has caused asset prices to fall, for both stocks and 
bonds, among others. Bitcoin is no exception. Bitcoin has recently become increasingly correlated to the NASDAQ and 
thought of as a risk asset. When the market is volatile, all risk assets sell off as safety becomes the focus. Bitcoin’s year-
to-date performance is in line with the NASDAQ, which further illustrates this point. However, prior to the early part of 
2021, bitcoin was seen more as a monetary inflation hedge and a store of value, and it materially outperformed the 
NASDAQ.  

Despite the macroeconomic uncertainty driving the current narrative, a story about broader adoption is increasing the 
potential for bitcoin to be considered as emerging store of value. This was particularly noticeable earlier this year, during 
the Russia-Ukraine conflict, when the case for the use of bitcoin as an alternative to fiat currency (a store of value) was 
particularly strong in those countries. Progress also continues with the Lightning Network that would help make bitcoin 
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a medium of exchange. If investors believe in bitcoin fundamentally, the macro-induced selloff could provide a 
compelling opportunity for a long-term position. 

We have seen bitcoin shift between being a risk asset and an emerging store of value for the past several months – and 
years. Ultimately, bitcoin narrative will continue to change as it matures and becomes further defined.  

Will Danoff 
Portfolio manager of Fidelity Insights Class and Fidelity Global Growth and Value Class 

There are a number of potential headwinds on the horizon that can affect stock valuations, in our view. The emergence 
of surprisingly high inflation for the first time in more than 40 years is the most concerning. The reason that inflation has 
resurfaced after so many years is nuanced, but it is a combination of tight labour conditions, COVID-related supply-chain 
bottlenecks, cautious capital spending and higher import tariffs. In addition, significant government stimulus and record-
low interest rates created a boom in the housing market and spending generally. In sum, demand has exceeded supply, 
and therefore prices have risen. That said, we expect consumer inflation rates to moderate in the next 12 months from 
the current four-decade high. However, tremendous volatility and uncertainty in the commodity markets broaden the 
range of our estimates. We believe cyclical inflation risk remains to the upside.  

Inflation has motivated the Fed to tighten monetary policy. During the first quarter, the Fed ended quantitative easing 
and raised short-term interest rates for the first time since the pandemic began. It again raised its rate-hike guidance for 
2022 and 2023, with the 2023 level now above its projected long-term rate. The market expects monetary tightening to 
be even more aggressive in 2022. Rising interest rates act to dampen equity valuations, because the present value of 
future cash flow falls. Thus, if rates continue to rise, stock prices are at risk. In addition, rising rates increase costs for 
borrowing, so demand for housing and other products may slow. The potential slowing of demand could hurt earnings 
growth, which could also depress equity valuations.  

We continue to work with the Fidelity research department to look for the best ideas for the funds. During times of 
volatility, we aim to upgrade the portfolio and add to high-conviction holdings. Continual upgrading is a key pillar in our 
investment philosophy, and it has served us well for over 30 years.  

Joel Tillinghast, Sam Chamovitz, Morgen Peck and Salim Hart  
Portfolio managers of Fidelity Global Intrinsic Value Class and Fidelity Global Growth and Value Class 

It is a volatile and fast-moving environment, so the portfolio managers are still assessing market conditions and will 
respond proactively as opportunities present themselves. The managers build Fidelity Global Intrinsic Value Class from 
the bottom up based on the stocks that have the best combination of value, quality, consistent cash generation and 
capable management teams. As a result, the portfolio is, due to its core investment philosophy, a lower-beta portfolio 
that typically offers protection in down markets and periods of heightened volatility.  

We saw that in 2020 with the onset of the pandemic, and we are seeing it now as growth stocks unravel with inflation 
and interest rates pushing upward. As markets have been under pressure this quarter, the portfolio managers have put 
cash to work, adding to positions in materials, industrials and energy, while reducing allocations in consumer 
discretionary.  
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To close… 

Despite market volatility, investors should not lose sight of their long-term investment goals. Diversification and 
professional management can help manage short-term risks while pursuing long-term investment goals. For more 
information, please visit fidelity.ca or contact your Fidelity team. 

As at May 10, 2022. 

Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual 

funds and ETFs. Please read the mutual fund’s or ETF’s prospectus, which contains detailed investment information, before investing. 
The indicated rates of return are historical annual compounded total returns for the period indicated, including changes in unit 

value and reinvestment of distributions. The indicated rates of return do not take into account sales, redemption, distribution or 
option charges or income taxes payable by any unitholder that would have reduced returns. Mutual funds and ETFs are not 

guaranteed. Their values change frequently, and investors may experience a gain or a loss. Past performance may not be 

repeated. 

The statements contained herein are based on information believed to be reliable and are provided for information purposes only. 

Where such information is based in whole or in part on information provided by third parties, we cannot guarantee that it is 
accurate, complete or current at all times. It does not provide investment, tax or legal advice, and is not an offer or solicitation to 

buy. Graphs and charts are used for illustrative purposes only and do not reflect future values or returns on investment of any fund 
or portfolio. Particular investment strategies should be evaluated according to an investor's investment objectives and tolerance 

for risk. Fidelity Investments Canada ULC and its affiliates and related entities are not liable for any errors or omissions in the 

information or for any loss or damage suffered. 

From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and 
industry or market sector. The views expressed by any such person are the views of only that individual as of the time expressed and 

do not necessarily represent the views of Fidelity or any other person in the Fidelity organization. Any such views are subject to 
change at any time, based upon markets and other conditions, and Fidelity disclaims any responsibility to update such views. 

These views may not be relied on as investment advice and, because investment decisions for a Fidelity Fund are based on 

numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity Fund. 

Certain statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may 
include words such as “expects,” “anticipates,” “intends,” “plans,” “believes,” “estimates” and similar forward-looking expressions 

or negative versions thereof. FLS are based on current expectations and projections about future general economic, political and 
relevant market factors, such as interest, and assuming no changes to applicable tax or other laws or government regulation. 

Expectations and projections about future events are inherently subject to, among other things, risks and uncertainties, some of 
which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS are not guarantees of future 

performance, and actual events could differ materially from those expressed or implied in any FLS. A number of important factors 
can contribute to these digressions, including, but not limited to, general economic, political and market factors in North America 

and internationally, interest and foreign exchange rates, global equity and capital markets, business competition and catastrophic 
events. You should avoid placing any undue reliance on FLS. Further, there is no specific intention of updating any FLS, whether as 

a result of new information, future events or otherwise. 

© 2022 Fidelity Investments Canada ULC. All rights reserved. Fidelity Investments is a registered trademark of Fidelity Investments 

Canada ULC. 
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