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WHATS HAPPENING IN THE MARKETS

Why it pays to stick with 
stocks as interest rates rise
History tells us that the beginning of a rate hike cycle doesn’t 
need to be a cause for concern. 

The new year has started in dramatic fashion, with investors 
skittish about the prospect of several interest rate hikes on 
the horizon.

Whereas just a couple months ago investors were doubting 
rates would rise until at least 2023, the situation has turned 
on a dime. 

In fact, just a few weeks ago economists began to suspect 
three rate hikes might be on the cards. Now there is talk of 
four, five, or even seven potential increases by the end of 
2022.

All this uncertainty has been weighing over the market, 
forcing investors to recalibrate their expectations about what 
lies ahead.

However, in our view, long-term investors need not worry 
about what might happen with interest rates in the near-
term.

In fact, you are probably better served by blocking out much 
of this disruption as ‘noise’. 

Not only does interest rate speculation serve as a distraction 
from the fact that wealth is accumulated over time, and 
stocks perform well in all cycles, but each dip in the market 
also represents a potential buying opportunity.

Should investors be worried about rising rates?

Much of the selling over recent weeks has been driven by 
concerns about stock valuations, particularly with many 
companies trading on high price-to-earnings and price-
to-sales metrics.

As rates rise, the future value of a company’s cash flow 
becomes more uncertain and therefore, less attractive. 
Investors are prepared to discount stocks with distant 
profits.

This is why tech and growth stocks are traditionally hit 
hardest in the midst of rate hike expectations, because 
many of these companies tend to operate at a loss and 
burn considerable cash, instead investing for future 
growth and distant profits.

It also goes without saying that investors begin to look 
at alternative ‘risk-free’ options to generate returns. 
Therefore, when the official interest rate increases, 
investors can rotate into assets offering fixed-income 
with little to no risk.

However, we need to remember that interest rate 
movements can be driven by a number of factors, 
including what one may describe as a positive backdrop 
when rates begin to rise for the first time in a new cycle. 

At the moment, ahead of what is likely to be the first rate 
hike in March, the Fed is prepared to lift rates to prevent 
the economy from overheating.

This problem is in some respects, a ‘good’ problem to 
have. The economy is growing at a rate of knots, and with 
employment booming, it is a positive tailwind for many 
stocks across the market. 

Remember, the Federal Reserve will be increasing rates in 
order to slow economic growth and inflation, rather than 
stopping the economy from growing altogether.

Even accounting for a handful of rate hikes over the 
coming months, interest rates will still be at relatively 
low levels from a historical standpoint. Many would argue 
this is a more important consideration as opposed to the 
number of rate increases in their own right.

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor
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WHATS HAPPENING IN THE MARKETS

What does history suggest happens when rates begin to 
rise?

Rotating into more defensive assets in the face of rising 
interest rates comes with considerable opportunity cost, 
which is why investors should be very conscious about the 
importance of long-term investing when deciding what to do.

Let’s consider how the market has fared across recent rate 
hike cycles. In short, the market has a tendency to see an 
initial but short-lived setback as shock sets in.

The fact that a booming economy is a tailwind for many 
cyclical sectors such as industrials, energy, financials and 
materials means that the market often performs resiliently, 
with value stocks coming to the fore both before and after 
the first hike in a rate cycle.

So while the S&P 500 has delivered a negative return in the 
one, two and three-month period after the Fed first increases 
rates to begin a new cycle - the average drop three months 
after the first rate hike in a new cycle is approximately 6% - 
this doesn’t last very long. In fact, you might even say that in 
the past this period has been a rewarding buying opportunity.

However, by month five, returns have typically already swung 
into positive territory, and six months after the first rate hike 
in a new cycle, the S&P 500 tends to average a return of 5% 
before picking up steam from there.

Data from the 12 rate hike cycles since the 1950s shows that 
stocks have risen at an average annualised rate of 9%. Of 
those 12 occasions, 11 of them have resulted in a positive 
return for the market.

If we look at the one instance between 1972 and 1974 
where stocks saw a negative decline in the face of rising 
interest rates, there was another big issue at play. The 
1970s recession. Obviously today’s environment is markedly 
different, with the economy on the verge of overheating - a 
far cry from a recession.

Another indicator comes from data produced by JPMorgan. 
It found that from February, 2009, the S&P 500 and 10-Year 
Treasury Yield moved in unison together until the 10-Year rate 
hit 3.5%, at which point the two metrics diverged.

At the moment, the 10-Year Treasury yield is sitting just 
shy of 2%. While this figure has risen rapidly over recent 
months, the market could still continue to rise even in the 
face of concerns about rising rates and increasing yields.

The lessons from this data should be pretty clear. Taking 
your eye off the long-term game can prompt you to make 
a poor decision and sell out of equities at a bad time, not 
only locking in losses, but missing out on potential gains 
as well.

Time is your friend, and as the famous saying goes, time 
in the market beats timing the market. One look at the 
charts only furthers the point, with stocks consistently 
showcasing an ability to rebound and make new highs 
time after time.

Mike Smith
Managing Partner
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PORTFOLIO REVIEWS

International

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor

International Growth Portfolio

After a difficult month for the stock market, the Growth Portfolio shed 5.6% as 
investors ditched tech stocks. The looming prospect of multiple interest rate 
rises in 2022 has caught the market off guard, leading to a reassessment of 
stock valuations. 

By way of comparison, however, the Portfolio fared significantly better than 
the Nasdaq, which tumbled 9% last month. Meanwhile, the S&P 500 lost 
around 5.3%, and the industrial Dow Jones slipped 3.3%.

We saw some benefit from currency movements last month, with the AUD/
USD rate increasing from 1.3764 to 1.4147 and reversing December’s losses.

In terms of the underlying holdings in the Portfolio, there were few winners 
given the indiscriminate selling across the market that took hold in January. 
Where there was a positive story, however, the companies that delivered gains 
were more aligned with cyclicals and value stocks.

Berkshire Hathaway (BRK.B) gained 4.7% last month, with the stock gaining 
traction as investors sold out of high-growth tech and moved into more 
defensive names.

Meanwhile, payments processing duo Mastercard (MA) and Visa (V) also eked 
out gains for the Portfolio last month after a late-month turnaround inspired 
by earnings. Both of the companies bounced on bumper quarterly earnings 
reports, with the duo seeing a strong end to the year as spending remains 
upbeat and travel optimism grows.

On the other hand, the Portfolio’s tech names were hit hardest, including 
Intuitive Surgical (ISRG), Palantir (PLTR), Alphabet (GOOGL), Microsoft 
(MSFT), Atlassian (TEAM) and Nvidia (NVDA). 

During the month we made the decision to exit some positions in companies 
that tend to do poorer in a rising interest rate environment. This includes 
companies trading on high multiples and those with a longer earnings 
duration, such as Autodesk (ADSK), Adobe (ADBE), Palantir (PLTR) and 
Teladoc Health (TDOC). The funds provide us with the scope to buy into some 
of the high-quality stocks with stronger near-term cash flow now trading at 
depressed prices following the sell-off.

After making changes to the Portfolio, we realised a loss of 3.4% of NAV from 
the end of December, while unrealised gains eased to 15.9% of the Portfolio’s 
closing balance at the end of January. The tech sell-off provides us with new 
opportunities that we are prepared to embrace, particularly given our long-
term investment outlook.

Index
January 

Performance
2022 

Performance

Dow Jones -3.3% -3.3%

NASDAQ -9.0% -9.0%

S&P 500 -5.3% -5.3%

Global Growth 
Portfolio -5.6% -5.6%

Performance:

Top 10 Holdings:

Code
Company 

Name Weighting %

AAPL Apple 7.8%

COST Costco 6.6%

MSFT Microsoft 6.0%

GOOGL Google 5.7%

BRKB Berkshire 4.6%

HD Home Depot 4.4%

PFE Pfizer 3.6%

V Visa 3.6%

ISRG Intuit 3.5%

TGT Target 3.4%

George Wong
Senior Financial Advisor
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PORTFOLIO REVIEWS

Hub 24 - Conservative

Conservative Portfolio

With fear and volatility gripping the market last month, the Conservative 
Portfolio took a backwards step, with NAV easing by 3.1% throughout the 
course of January. 

Although disappointing, the defensive nature of the Portfolio ensured a 
marked outperformance compared with the benchmark ASX 200 index, which 
in comparison slumped 6.4%. 

Another strong showing from BHP (BHP) and Rio Tinto (RIO) was one of the 
key reasons behind the Portfolio’s outperformance, with the iron ore sector 
shaking off the broader sell-down across the market.

BHP (BHP) shares gained 11.4% in January, while Rio Tinto (RIO) advanced 
11.3%. A growing number of economists now expect China’s demand for 
iron ore to pick up once the Winter Olympics concludes, and that has been 
reflected in the price of the key steel-making ingredient, which headed 
towards US$150 per tonne late in the month.

Elsewhere, we took a hit on some of the blue-chip ASX names that have 
performed well in recent times, including Macquarie Group (MQG), 
Commonwealth Bank (CBA) and CSL (CSL). 

The extent of the sell-down in these names indicates how broad the market 
rout was last month, with few sectors proving immune to the disruption 
instigated by US markets. These are also some of our high-conviction long-
term plays, so we are unperturbed by short-term noise here and there.

Newcrest Mining (NCM) also weighed on the Portfolio after a 12% decline. 
We had anticipated that gold might see some interest in the event of a 
volatile market and uncertainty, however, the stock underperformed late in 
the month. That followed its quarterly report and a pull-back in the precious 
metal amid hawkish sentiment on monetary policy from the Federal Reserve.

The Conservative Portfolio has been shielded from the full brunt of the 
market sell-off, which is in line with our intention for this Portfolio to prioritise 
capital preservation and outperform when sentiment turns against stocks.

In our view, the long-term outlook is still conducive to gains for each of the 
high-quality names we hold in the Portfolio, and that gives us confidence to 
let our investment thesis play out.

Performance:

Index
January 

Performance
2022 

Performance

ASX 200 -6.4% -6.4%

ALLORDS -6.6% -6.6%

Conservative 
Portfolio -3.1% -3.1%

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor

George Wong
Senior Financial Advisor
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PORTFOLIO REVIEWS

Hub 24 - Balanced

Balanced Portfolio

NAV for the Balanced Portfolio decreased by 5.5% last month, which was 
modestly ahead of the broader stock market, with the local index down by 
6.4%.

A decline in US shares played havoc on global equities, including ASX-listed 
names, particularly those leveraged to growth thematics such as technology. 

As was the case with the Conservative Portfolio, the only stocks to show any 
spirit and defy the market-wide sell-down last month were those from the 
iron ore sector, including BHP (BHP), Rio Tinto (RIO) and Fortescue Metals 
Group (FMG). These names provide exposure to a risk-adjusted balance 
between growth and income, which is why they are prominent names we 
intend to hold as iron ore prices remain elevated.

In terms of the stocks that weighed on the Portfolio, Afterpay (APT) was 
one of the biggest underperformers, however, the stock represents a small 
weight across the Balanced Portfolio. Nonetheless, the stock shed 19.9% as 
it followed the share price of Square (SQ) lower ahead of the latter officially 
completing its takeover of APT.

Xero (XRO) and Pointsbet (PBH), down 20.2% and 31.1% respectively, were 
other names that fell steeply throughout January. Again, however, we have 
a relatively light exposure to these tech stocks in the Balanced Portfolio, so 
losses were contained.

In contrast, it was our exposure to global equities that had the biggest 
impact on the Portfolio last month. We currently hold a number of ETFs and 
funds that track US tech stocks. Given the sell-off across tech shares, these 
losses also flowed through to our core holdings like the T. Rowe Price Global 
Equity Fund, Betashares Nasdaq 100 ETF (NDQ), ETFS FANG+ ETF (FANG), 
Hearts and Minds (HM1), Hyperion Global (HYGG) and the VanEck MSCI 
International Quality ETF (QUAL).

There were only a few minor adjustments to our holdings last month, which 
reflects the view that we believe this sell-off will be a short-term distraction. 
One change we have made is that we have taken up a modest position in 
the Clearbridge RARE Infrastructure Income Fund to provide a little more 
diversity to the Portfolio.

However, we feel growth names will soon return to the fore as investors come 
to terms with interest rate hikes and the fact that even after three or four 
hikes, we will still be sitting at relatively low levels by historical standards.

Performance:

Index
January 

Performance
2022 

Performance

ASX 200 -6.4% -6.4%

ALLORDS -6.6% -6.6%

Balanced 
Portfolio -5.5% -5.5%

George Wong
Senior Financial Advisor

Samuel Waldron
Financial Analyst
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PORTFOLIO REVIEWS

Hub 24 - Growth

Growth Portfolio

The Growth Portfolio was the most vulnerable of our Hub24 Portfolios last 
month, with NAV declining by 6.1% due to higher exposure to growth and risk 
assets. The result, however, was still marginally ahead of the ASX 200, which 
returned -6.4% throughout January.

Many of the underperforming names held in the Balanced Portfolio were also 
responsible for losses in the Growth Portfolio, albeit with a greater weight 
accounting for the performance differential between the two.

That means growth stocks such as Afterpay (APT), Xero (XRO), Pointsbet 
(PBH), and CSL (CSL) all took a large hit, while global equity funds also 
suffered a setback. Again, the declines here were led by T. Rowe Price Global 
Equity Fund, Betashares Nasdaq 100 ETF (NDQ), ETFS FANG+ ETF (FANG), 
Hearts and Minds (HM1), Hyperion Global (HYGG) and the VanEck MSCI 
International Quality ETF (QUAL).

When markets have been conducive to risk-on sentiment, these stocks and 
funds have outperformed, so we have had good reason to back these names 
up until now. The setback during January should be viewed as a temporary 
blip, which is why we have held firm with these stocks, and where applicable, 
even added to our existing holdings.

Elsewhere, Lynas Rare Earths (LYC) and OZ Minerals (OZL) were two other 
stocks that dragged Portfolio NAV lower. Both have had a remarkable run 
since the beginning of the pandemic, and this latest sell-off is among one of 
the only periods in two years where there has been a breather. In our view, 
this could prove beneficial over the long-term to ensure the stocks stay in line 
with their fundamentals, although we believe the outlook is strong given the 
appetite for rare earths and copper moving forward.

As was the case with our Conservative and Balanced Portfolios, BHP (BHP) 
and Rio Tinto (RIO) helped drive an outperformance compared with the 
broader market. We did, however, reduce our exposure across iron ore 
names, including Fortescue Metals Group (FMG), due to asset balancing 
requirements. NextDC (NXT) is one of the names we have entered, and we 
feel the recent 52-week low was a good point to open a position given the 
long-term upside for a data centre operator like NXT.

We expect there may be a quick snap-back among growth assets once 
the market has recalibrated expectations around rates. With this in mind, 
tech will continue to play a pivotal role in the Growth Portfolio, and we will 
continue to look out for opportunities with upside amid the sell-off.

Performance:

Index
January 

Performance
2022 

Performance

ASX 200 -6.4% -6.4%

ALLORDS -6.6% -6.6%

Growth 
Portfolio -6.1% -6.1%

George Wong
Senior Financial Advisor

Samuel Waldron
Financial Analyst
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