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Key takeaways: 

 Yields, especially long-dated yields, surged higher throughout September, and the trend in yields is biased upwards. 

 The market’s acceptance of a higher-for-longer interest rate environment will, in our view, continue to pressure valuations. 

 Government shutdown was narrowly avoided; however, a dysfunctional Congress remains a risk. 
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S eptember proved to be another challenging month for US stocks as the S&P 500 had a total return of -4.77% while the tech-heavy 
NASDAQ returned -5.77%.1  Investors appear to be accepting the reality of a higher-for-longer interest rate environment after this 

month’s perceived hawkish Federal Open Market Committee (“FOMC”) meeting.  The reality is that long-term treasury yields have been on 
the rise since the summer with a confluence of factors  influencing the upward momentum in rates.  As projections for 2024 rate cuts dimin-
ish, we believe already extended valuations will continue to be pressured, which should prove challenging  for long-duration assets. 

Yields on ten-year treasuries surged 46 basis points (“bps”) in September, continuing the decisive breakout in rates that began this summer.2  
On August 1, Fitch Ratings downgraded the United States Sovereign Debt rating to  AA+ from  AAA, citing a large government debt burden, 
eroding governance, and expected fiscal deterioration as primary reasons for the downgrade.3  Since then, ten-year yields have risen 67bps, 
reaching a intraday high of 4.69% on September 28 before closing the month at 4.57%.4  Treasuries experienced headwinds this year as de-
mand from the two largest foreign holders of treasuries, China and Japan, has abated.  A declining exports environment has led to fewer dol-
lars available for China to recycle into US government debt.  At the same time, the Bank of Japan’s exit from yield curve control has prompted 
Japanese investors to rotate money out of US treasuries.5 

Simultaneously, a large stock of T-bills set to mature will force the Treasury to increase auction sizes for longer-dated bonds while the Feder-
al Reserve (“Fed”) continues its quantitative tightening program.  Taken together, we believe that the treasury market should experience a 
growing supply-demand imbalance that will likely push yields higher.  Furthermore, a tight labor market, combined with continuing worker 
strikes, should keep wage inflation elevated.  As a result, we believe that the Fed will need to maintain restrictive interest rate policy for long-
er than expected in order to bring inflation down to its stated target.  The September FOMC meeting reinforced this belief as projections for 
2024 rate cuts were reduced from 100bps of cuts to 50bps of cuts, with another 25bps hike before year-end still on the table.  In his post-
meeting press conference, Chairman Powell suggested that the short-term neutral rate might be higher than what is currently being project-
ed by dot plots, supporting the view of a higher-for-longer interest rate environment.  While a soft-landing scenario appears to remain the 
consensus view among market participants, we believe the likeliest outcome is that the Fed will be forced to maintain restrictive monetary 
policy until they induce a recession, which may come as early as this year.  
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We believe the movement in the 10-year yield will likely prove sticky, with yields anchoring towards a 5% rate from the below 2% range expe-
rienced over the past decade. Astonishingly, there are no sell-side economists who have a year-end 2023 or Q1 2024 ten-year yield forecast 
above 5%.6  We anticipate that many economists will recalibrate their interest rate forecasts upwards over the coming weeks, which may 
pressure equity markets further.  The most significant impact of this higher interest rate environment will be upon long-duration risk assets, 
which are historically negatively correlated to rate movements.  Leadership within US equity indexes has already begun to rotate, with 
growth sectors like technology underperforming certain defensive sectors in September.  Notably, many cyclical sectors have failed to out-
perform alongside last month’s upward move in rates except for the energy sector where surging oil prices have proven beneficial for oil and 
gas producers. Normally, cyclical sectors tend to perform well in a rising interest environment, as upward movements in rates usually indicate 
expanding economic growth.  We view the price action in cyclicals as a harbinger of trouble and of a possible economic slowdown in the 
fourth quarter, as declining consumer aid and rising oil prices weigh upon the consumer.  Consequently, corporate earnings should continue 
to be pressured going into year-end, meaning equity multiples would need to remain extended to support current index levels.    

On the political front, the month ended dramatically in Washington as lawmakers averted a government shutdown by passing legislation with 
bipartisan backing to extend funding through mid-November.  House Speaker Kevin McCarthy unexpectedly reversed his previous opposition 
to a bipartisan package, after repeated attempts to pass legislation to avert a government shutdown failed over the past month.  The deal 
provides Congress 45 days of runway to pass an alternative spending package; however, it is possible that Congress will find themselves in a 
similar position in mid-November.  While McCarthy’s capitulation prevented the government from going into shutdown, his actions may cost 
him the speakership.   

Historically, shutdowns have had limited effects on GDP and equity markets; however, it appeared that investors were more concerned about 
a shutdown this time around.    Investors appear particularly perturbed by Congress’s dysfunction at a time when US debt servicing costs are 
rising for the first time in 35 years.7  In our view, the most significant impact of a government shutdown would have been the Fed’s inability 
to access crucial employment and inflation data prior to their next meeting at a pivotal point in their monetary policy regime.  With shutdown 
averted, the Fed will have all the government data necessary to help guide their decision at the next Fed meeting.  Government shutdown has 
been avoided for now, but risks still exist if Congress cannot come to a solution by mid-November.  We maintain a watchful eye on develop-
ments in Washington as Congress works to find a solution.  

An anticipated growth slowdown, stretched equity valuations, and rising interest rates have created an environment that we believe will 
prove challenging for risk assets.  Further, continued government dysfunction and the lagged effects of monetary policy lead us to maintain a 
conservative investment thesis and a focus on capital preservation.  We believe diversification into assets with mitigated interest rate risk 
remains prudent as we navigate through this period of uncertainty.  
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Important Disclosures 

This publication is provided by Element Pointe Family Office (“Element Pointe”) for general information and educational purposes only. Any 
discussion of securities or investment strategies should not be construed as research or investment advice. This material should not be con-
strued as an offer to sell or a solicitation of an offer to buy any security. 

This publication contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks, other uncer-
tainties and factors, actual results may differ materially from the expectations portrayed in such forward-looking statements. Readers are 
cautioned not to place undue reliance on forward-looking statements, which speak only as of their dates. 

Element Pointe does not make any representations as to the accuracy, timeliness, suitability, completeness, or relevance of any information 
prepared by any unaffiliated third party incorporated herein, and takes no responsibility therefore. All such information is provided solely for 
convenience purposes only and all users thereof should be guided accordingly. 

Nothing herein should be construed to limit or otherwise restrict Element Pointe’s investment decisions. Element Pointe customizes the port-
folios it manages to suit the needs of each client. Investment advisory services are only provided to investors who become Element Pointe 
clients pursuant to a written account agreement, which investors are urged to read and carefully consider in determining whether such agree-
ment is suitable for their individual facts and circumstances. 

Investing in fixed income products is subject to certain risks, including interest rate, credit, inflation, call, prepayment, and reinvestment risk. 
Investments in alternative investment strategies is speculative, often involves a greater degree of risk than traditional investments including 
limited liquidity and limited transparency, among other factors and should only be considered by sophisticated investors with the financial 
capability to accept the loss of all or part of the assets devoted to such strategies. Investing in the stock market involves gains and losses and 
may not be suitable for all investors. The indexes mentioned are unmanaged and an investment cannot be made directly into them and do not 
include fees and charges, which would reduce an investor's return. Past performance is no guarantee of future results. 

All expressions of opinion reflect the judgment of the authors as of the date of publication and are subject to change without prior notice. 
There is no guarantee that the views and opinions expressed herein will come to pass.  


