
 
 
 
   
 
 
 
 
 
 

 

 
   

 
 

 
 

 
 

 
 

 
 

 

 

 
 

 

May 18, 2022 

Assessing the path forward and the risk of a second repricing 

Key takeaways 

 Capital markets continue to demonstrate volatility with a downward bias, particularly stocks 
 We recognize recent asset price weakness; however, we must stay vigilant for signs that consumer or 

business activity is weakening 
 Some recent positive performance from traditionally defensive bonds is an encouraging development for 

diversified portfolios 

Current capital market volatility reflects an investment environment adjusting to a forward path driven by two 
interrelated variables: Inflationary pressures and global central banks’ response. Since 1913, quarterly inflation as 
measured by the Consumer Price Index has averaged 3.3%, and since 2000 has averaged 2.4%. For the 10 
years that preceded the COVID-19 pandemic, inflation averaged a mere 1.7%. More recent readings have 
exceeded 8% at the consumer level and more than 15% at the producer level, significant increases over long-
term averages and levels not seen in decades. 

Since the pandemic’s outbreak, central banks and policymakers have had to toggle between policies designed to 
promote growth and economic activity (accomplished by lowering target interest rates and purchasing assets, 
which in aggregate decrease borrowing costs) and now to thwart inflationary pressures driven by both robust 
economic growth and supply chain shortages across industries. Facing material decreases in consumer and 
business demand during the pandemic’s depths, the U.S. Federal Reserve (Fed) and other central banks slashed 
interest rates, bought bonds and other assets, provided liquidity facilities and communicated ongoing support as 
the economy regained its footing. More than two years later, despite mixed global economic growth, central banks 
have shifted their focus toward restraining price increases given the challenges they pose to businesses and 
consumers.  

One of the core underpinnings girding global finance is interest rates drive asset prices. Very simply, if interest 
rates on U.S. government-issued bonds (backed by a central body with a stable government, taxing power and a 
strong military) increase, all other assets reprice lower in response — at least in theory. As an example, fictitious 
company Acme Incorporated may issue bonds to prospective lenders. While Acme may have a solid balance 
sheet and a diversified set of products, it does not have the ability to tax investors. Therefore, comparing a U.S. 
government-issued bond maturing in five years to an Acme bond maturing on the same day will assign a higher 
risk factor to Acme. That higher risk factor manifests in a higher interest rate for the Acme bond over the U.S. 
government bond. Should the interest rate on the U.S. government bond increase, the price on the Acme bond 
would fall to reflect that increase in the prevailing interest rate. 

Investment products and services are: 
NOT A DEPOSIT • NOT FDIC INSURED • MAY LOSE VALUE • NOT BANK GUARANTEED • NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY 

[ 1 ] Important disclosures provided on page 3. 



 
 
 
 

 

 

 

 

 
 

 
 

 

 

 

  
 

 

 
  

Since central banks have already increased their target interest rates or signaled their intentions to do so (along 
with, in some cases, starting to reduce their accumulated bond portfolio purchases), all existing bonds paying 
interest set by older and lower rates should in theory reprice to the newer, higher interest rate regime. Bonds 
reprice by moving down in value, which causes them to yield more than they did at the previous higher price. 
Repricing activity is not limited to the bond market; as interest rates rise, stocks, real estate, commodities and 
other assets in theory should move lower in price, and that is what we have seen this year. Exceptions are parts 
of the commodities market tied to energy prices, which have benefited from tight supplies and steady demand. 
While some central banks, including Europe and the United Kingdom, have offered mixed forward guidance on 
interest rates, the Fed has been clear with its intentions: Interest rates will increase until the Fed sees signs of 
inflation abating, reiterated yesterday by Chairman Jerome Powell during a virtual event with journalists.  

Despite these communicated intentions, asset prices (perhaps most visibly stocks) continue to demonstrate 
volatility with a downward bias in price. The last two trading days saw domestic stocks as measured by the S&P 
500 rally by more than 2%; today the same index closed down 4% and at the lowest closing level of a turbulent 
year. Technology stocks, consumer-sensitive sectors and other categories continue to demonstrate pronounced 
weakness. Why, if the Fed and other central banks have already indicated their intentions to raise interest rates, 
do these weak asset price trends persist? The S&P 500 is down more than 17% year to date and the tech-heavy 
NASDAQ is down more than 27%. Isn’t that enough of a “repricing” lower? 

While no one knows when repricings higher or lower end definitively, the recent and persistent weakness speaks 
to the growing risk of a second asset repricing, driven by more than the Fed fighting inflation. This repricing would 
reflect markets discounting an economic and corporate earnings slowdown not currently reflected in prices, led by 
consumers hampered with rising mortgage rates, elevated and sticky energy costs and higher food prices. 
Additionally, businesses would be under pressure from higher costs of capital, weakening margins due to higher 
wage and shipping costs plus uncertainties about inventories. Some recent corporate earnings reports have 
amplified these concerns as becoming realities. While a second repricing isn’t our base case, we continue to 
monitor volatile price movements and remain alert for any signs of weakening consumer or business activity. 

Typically, policymakers counteract a weakening economy with countercyclical fiscal spending or pro-growth 
monetary policy. The Fed is unlikely to change to more accommodative monetary policy given inflationary 
pressures, and the U.S. House and Senate passing a large spending package with slim majorities in a 
contentious election year is an equally unlikely outcome. Markets discount today what they anticipate about 
tomorrow, so investors are expressing concerns about how businesses and consumers will hold up if inflationary 
pressures continue and the Fed decides to increase interest rates beyond their signaled intentions. 

As we discussed on a recent client call, we are encouraged that the bond market is showing signs of stability and 
helping to at least partially offset some of the equity market downdraft, although that is a relatively recent 
phenomenon. We are mindful that, on average, domestic equity markets have downdrafts on the order of 14% to 
16% at some point intra-year over the past 30 years, but those reminders can sometimes offer little solace during 
periods of uncertainty. We are seeing some very attractive opportunities for patient investors, but we respect the 
nature of the current repricing scenarios among a heavy news cycle.  

As always, engaging with your wealth management professional to discuss your unique financial situation is our 
best perspective and, as always, please do not hesitate to let us know any questions you may have.  
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This information represents the opinion of U.S. Bank Wealth Management. The views are subject to change at any time based 
on market or other conditions and are current as of the date indicated on the materials. This is not intended to be a forecast of 
future events or guarantee of future results. It is not intended to provide specific advice or to be construed as an offering of 
securities or recommendation to invest. Not for use as a primary basis of investment decisions. Not to be construed to meet 
the needs of any particular investor. Not a representation or solicitation or an offer to sell/buy any security. Investors should 
consult with their investment professional for advice concerning their particular situation. The factual information provided has 
been obtained from sources believed to be reliable, but is not guaranteed as to accuracy or completeness. U.S. Bank is not 
affiliated or associated with any organizations mentioned. 

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of 
portfolios and how investments should be allocated to specific asset classes based on client goals, objectives and tolerance 
for risk. Not all recommended asset classes will be suitable for every portfolio. Diversification and asset allocation do not 
guarantee returns or protect against losses. 

Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be 
reliable, are not guaranteed for accuracy. Indexes shown are unmanaged and are not available for direct investment. The 
S&P  500 Index consists of 500 widely traded stocks that are considered to represent the performance of the U.S. stock 
market in general. The Consumer Price Index is a measure that examines the weighted average of prices of a basket 
of consumer goods and services, such as transportation, food and medical care. It is one of the most frequently used 
statistics for identifying periods of inflation or deflation. 

Equity securities are subject to stock market fluctuations that occur in response to economic and business 
developments. International investing involves special risks, including foreign taxation, currency risks, risks associated 
with possible differences in financial standards and other risks associated with future political and economic 
developments. Investing in emerging markets may involve greater risks than investing in more developed countries. In 
addition, concentration of investments in a single region may result in greater volatility. Investing in fixed income 
securities are subject to various risks, including changes in interest rates, credit quality, market valuations, liquidity, 
prepayments, early redemption, corporate events, tax ramifications and other factors. Investment in debt securities 
typically decrease in value when interest rates rise. This risk is usually greater for longer-term debt securities. 
Investments in lower-rated and non-rated securities present a greater risk of loss to principal and interest than higher-
rated securities. Investments in high yield bonds offer the potential for high current income and attractive total return, 
but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a bond issuer's 
ability to make principal and interest payments. The municipal bond market is volatile and can be significantly affected 
by adverse tax, legislative or political changes and the financial condition of the issues of municipal securities. 
Interest rate increases can cause the price of a bond to decrease. Income on municipal bonds is free from federal 
taxes, but may be subject to the federal alternative minimum tax (AMT), state and local taxes. There are special risks 
associated with investments in real assets such as commodities and real estate securities. For commodities, risks 
may include market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and 
the impact of adverse political or financial factors. Investments in real estate securities can be subject to fluctuations 
in the value of the underlying properties, the effect of economic conditions on real estate values, changes in interest 
rates and risks related to renting properties (such as rental defaults). 

U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should 
consult your tax and/or legal advisor for advice and information concerning your particular situation. 
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