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Jim Armstrong: Hello and thank you for joining us for Market Sense. I’m Jim Armstrong with 
Fidelity.

At the risk of stating the obvious at this point, the markets are quite volatile right now, caused by a 
number of factors all of which we are about to attempt to discuss. 

Today we are going to focus on what is behind current market conditions, what that might mean 
for you and your financial plan, and we’ll also be putting a bit of a special focus on what for many 
of us is our biggest asset or expense, the place we live, our home.

Jurrien Timmer and Leanna Devinney are both back with us this week to help guide today’s 
conversation. Jurrien, as always, brings his in-depth study and research into what is moving the 
markets and our economy overall, while Leanna is going to be talking about how she and the 
team she leads are working with customers one-on-one during days like today, answering all the 
questions we have and they have about what is going on and what we should be thinking about it 
and maybe doing about it in response.

A lot to discuss guys, today, so thank you for making time to be with us.

Leanna Devinney: Thank you. It’s great to be here.

Jurrien Timmer: Yes, an important week in the markets for sure.

JIM: Yeah, for sure. It seems like we say that a lot these days, Jurrien. But let’s get started. 
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It is June the 14th, Tuesday, the 14th. Look, it’s been a rough few months with few periods of time 
rougher than I think what we’ve seen over the past couple of weeks and maybe even the past 
couple of days. 

So, Jurrien, if you could, maybe catch us up to start off on what seems like just a really unfortunate 
convergence of several factors, not the least of which is the Consumer Price Index, CPI Report 
from last Friday confirming what we’ve know, inflation is a problem. And that seemed to kick off 
more problems.

JURRIEN: Yes, this has certainly been the Murphy’s Law market this year, right. The S&P peaked 
January 4th, and as of yesterday, is down 22.5%. So, I mean, that is in bear market territory. And 
actually, the P/E ratio, the valuation, which I think is actually more important than the price, is down 
30%. And the only reason price is not down 30% also is because earnings actually are growing and 
they are growing at a decent clip, and we’ll talk about that in a moment.

But you know, the main news, of course, has been inflation. And what a lot of people thought 
would be short lived, transitory effects from the lockdowns and the reopening and the supply 
chains and all that stuff, have really become a persistent problem. 

And a lot of us, myself included, thought that just mathematically the base effects of how the CPI 
is calculated and that it is a rate of change, that at some point that rate of change would moderate. 
And that—and that was, I think, generally the view in the markets. And as a result of that, the belief 
was that the Fed, you know, would keep tightening and would keep raising rates, go to 3%, and 
then sort of call it a day, if you will.

And 3% is not a particularly onerous level for the economy and, therefore, the markets. But what 
we saw was last Friday we got the CPI report and it was red hot. I mean, it was up 1% month-over-
month and that brings the year-over-year rate of change to 8.6-something percent, a new high for 
the cycle. And that has very quickly led to a repricing of what the market thinks the Fed is going  
to do. 

And so, in this chart you see a change in various forms of or versions of the cost of capital, which is 
how I like to think of it, you know, from about nine months ago to now, and you can see that that 
CPI Report really changed the game. And now the market is expecting the Fed to keep going and 
maybe even go 75 basis points next week at its FOMC meeting and we’ll talk about that a little bit 
later.

But, you know, it’s interest rates, it’s mortgage rates, and Leanna will talk about mortgage rates. But 
the 30-year fixed rate mortgage rate is now, on my screen, up to 5.87%. It was like 3% a year ago. 
So, very significant increase in the cost of borrowing. And, you know, it is not just a bond market 
thing either.
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If we can go to the next slide, someone might think, okay, well, what do interest rates have to 
do with the stock market? The stock market is all about earnings. Well, it is, but it is also about 
interest rates because when we think about valuation in the stock market, we are calculating the 
present value of future cashflows. And the way to do that is to look at future cashflows or to model 
future cashflows and then apply an interest rate cost of capital to that to then calculate what those 
cashflows are worth today. And if interest rates go up, the present value of those cashflows goes 
down, all else being equal. 

And so, one proxy for that which I have found very useful is the two-year Treasury yield, because 
the two-year Treasury yield is a good proxy for where the Fed is going, because if you think about 
it, the Fed is signaling where it is going to go, the bond market prices that in, and that is most 
represented in kind of the intermediate term maturities because that is where the Fed cycle kind 
of has its most impact.

So, when I take the two-year yield, which is the orange line, I flip it upside down, and I express it 
in terms of the P/E ratio, what you can see is that this has been a moving target for the gray line, 
which is the P/E ratio based on expected earnings, and earnings are expected to go up 10% over 
the next year.

And so, as the rate goes up, the fair value P/E ratio, the price to earnings ratio, goes down. And 
you know, a few weeks ago, we had gotten to that point where the market was in balance with 
where the two-year yield is, but then the CPI Report comes out, all of a sudden, the two-year yield 
goes from 2.5% to right now 3.4%. I mean, that’s in a week. These are amazing changes that just, 
we almost never see.

And so, that repricing in the Treasury yields leads to an immediate repricing in the stock market. 
And that’s why we are seeing these big moves happening so fast.

JIM: Can I also follow up a little bit on the discussion with regard to earnings? I think this year 
you’ve really directed our attention to the importance of earnings and you’ve talked about it 
during several Market Sense episodes. And that story this year so far has been a pretty robust one, 
right. For the most part, companies have done very well this year in spite of everything going on, 
lockdown, supply chains. Is that—is that about to change? What can you tell us about what is to 
come with corporate earnings?

JURRIEN: Yeah, so, think of stock prices being affected by two things. One is earnings. Over the 
long run, you know, price follows earnings, and often at inflection points, price actually leads 
earnings because investors always are anticipating, discounting future earnings. That’s why we call 
it a discounted cashflow model. So, it’s based on expectations of what earnings growth will be.

And—but the other moving target, so, one is the E in the P/E. The other is the P/E itself, right, the 
price to earnings ratio. So, price is at the intersection of valuation and earnings. And so, there are 
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these two things that are moving. And when you think of a—kind of a traditional bear market that 
happens with economic recession, which is not something that we have, at least not yet, but there 
is not much signal as far as I can see that that is about to happen. So, a recession bear market 
tends to be really ugly. Like, the market goes down 30%, sometimes 35%, even 40% because 
in that scenario, the P/E is coming down because investors are nervous. They don’t want to pay 
up for every dollar of earnings, which essentially is what a P/E ratio is, because they don’t have 
confidence that those earnings are going to happen, right?

So, think of it this way. At a high P/E ratio, the investors are comfortable paying up for many years 
of expected earnings. At a low P/E ratio, investors are not comfortable doing that, so they don’t 
want to pay for any earnings or not for a lot of earnings growth, and so the P/E goes down.

So, in a traditional bear market, the P/E goes down, but the E in the P/E also goes down because 
you are in a recession and that usually leads to falling earnings.

And therefore, price has to do kind of, you know, it has to adjust in two ways. So far, we have not 
seen that. And at this point, I am not seeing any evidence that suggests that we are going to go 
to that scenario. But so far this has been all about valuation, about the P/E coming down as, you 
know, as I showed in the previous slide, because rates are going up, liquidity is being removed 
from the system, and generally that leads to lower valuations.

But the E has been strong. I mean, it is not as strong as it was last year. Last year, earnings grew 
50%. As of right now, they are growing 14% year-over-year. And the consensus estimate from a 
number of different sources suggests that earnings will continue to grow 10% this year into next 
year.

And if that holds, and you can see in this chart I show these little squiggles, those little black lines, 
it is a progression of earnings estimates by calendar year. And you can see that the number for 
2022 and 2023 are still rising. So, earnings estimates are still coming through. And that is kind of 
what is helping the market actually stay up more than it otherwise would because the P/E ratio is 
down 30-plus percent and the S&P 500 price is down 22% and the difference between those is 
the fact that earnings are going up and are offsetting that.

So, you know, second quarter earnings season is coming out, is going to start in a few weeks. And 
we’ll certainly be looking, you know, very, very closely at any signs that the earnings foundation is 
starting to crack. But so far, we are not seeing it. So far, the earnings story is holding up.

JIM: All right. We’ll cross our fingers and keep an eye on that going forward, Jurrien.

Leanna, would love to bring you into the conversation now. Not at all surprising that a lot of 
people’s anxieties are peaking right now. It has been a rough few months. Look, it’s been a rough 



F I D E L I T Y  W E B C A S T  S E R I E S

T R A N S C R I P T  F i d e l i t y  V i e w p o i n t s ® :  M a r k e t  S e n s e  pg 5

couple of years. And a lot of people are calling, coming in for one-on-one appointments now, 
looking for some guidance, answers to their questions.

In fact, you’ve sat in on a meeting just a couple of hours ago, right? So, sort of catch us up on what 
people are asking about and maybe more important, what you and your team are telling people.

LEANNA: Absolutely. And to your point, there are clients who feel okay. They say, I just don’t look. 
I know that this happens. But there are other clients who had that sentiment the past few months 
but now they are calling in saying, okay, I’m beginning to become a little hesitant.

So, first, just looking at this chart here, we have been witness to some extremely unnerving market 
events. And up on the screen it is showing just in twenty years, the different events that we have 
had from the global financial crisis, Brexit, pandemic, what we are experiencing now. I know it’s not 
listed.

And all of those events have had a major impact on the market in the short-term. But we have 
seen that trend line has been positive. 

So, while this chart gives perspective, I do believe all financial planning is connected to an 
emotional need. And if it is the goals that we have, if it is saving for retirement or providing a loved 
one, we naturally have an emotional relationship with our money, as we should.

So, we partner with clients to really help strengthen and secure their financial plans and really 
hope and allow you to feel comfortable no matter what type of market environment we are in. 

So, no one wants their portfolio to go down or see that volatility, but we do see that clients who 
have organized their wealth in three critical components, just like you have the next slide here, are 
able to feel more at ease during times like this. 

So, how do we help. First, again, we talk about these three critical components, having emergency 
in your plan, having protection, and having growth. So, just to talk through those three. 
Emergency, that’s just saving for the unexpected, having liquidity that you feel comfortable with.

Our guideline is really having six to twelve months of your essential expenses covered and in a 
safe place. But this also can be customized to your comfort. Recently, a client setup two years of 
expenses in an emergency fund, knowing that they may need to help their daughter. So, again, 
customized to you. It can make times like this able to feel more comfortable when you have that.

The second piece is really important. It’s our protection. So, we talk a lot about how we can 
setup protection in your plan. So, this can be something like protecting your lifestyle. And so, 
what I mean by that is having an income plan to really fund the lifestyle you want. And we find 
many clients who have ample savings and investments, they actually have a tough time spending 
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their money when they get to retirement. It stresses them out to have to withdraw from their 
investments.

So, when we set up protection, it is again, having that part of your money built for what it is, giving 
you an income plan.

Another way to protect is having fixed rate investments throughout your portfolio, money that 
cannot go down. It is not invested in the stock market. 

So, another client saved up a lot. They really wanted security at this time in their life. So, just giving 
examples of how we help navigate and have these conversations to set up that customized plan.

Last is often our longer term bucket, and it is a big part of our wealth, but that is the growth piece. 
That is where we talk about that power of a diversified portfolio aligned to the goals that you have, 
because we do need growth in plans because that is going to help combat inflation over time. 
Even retirees do have a long-term. We are planning for a long and healthy retirement. That can be 
twenty, twenty-five, thirty years. 

So, we really encourage you to build those plans having those three components. So, I would 
encourage those listening, if you are feeling nervous or anxious and you haven’t met with 
someone in a while, these are the ways that we can help. Or you do have a relationship and make 
sure—we want to be proactive with you and make sure you are feeling comfortable.

JIM: Really glad you framed it like that, Leanna, because, right, looking at the charts up and to the 
right, I think especially during good times, is consoling. You think, right, I can weather a storm and I 
can wait. But listen, during the storm, it gets scary. And it is nice to know you have that resource, so 
thanks for reminding us about that.

I wanted to talk a little bit also about the housing market as well. In many parts of the country, 
we have seen limited supply, soaring prices, and now mortgage rates are rising. So, you sort of 
potentially have a little bit of trouble on both ends, buyers and sellers. 

There’s a guy I work with here at Fidelity, he’s putting his house on the market this weekend. And 
talk about fingers crossed, he’s got every finger crossed because he doesn’t know what the buyer 
pool is going to look like with mortgage rates doing what they’re doing right now.

So, what are you hearing from customers when it comes to housing?

LEANNA: I know, and it’s changing very quickly. I know Jurrien just quoted the 30-year at 5.85, so 
we have seen a drastic difference in just a few months. So, mortgage applications are at a 20-year 
low. This is again, high interest rates—higher interest rates, high cost for a home, it’s reducing the 
demand. I also spoke with a client recently; they are becoming an empty nester so they actually 
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sold their house. It went well, looking to downsize, but they are in limbo. They haven’t been able 
to find the demand for their home. So, they are going to kind of vacation and explore until they 
find what is best for them. But it is a unique environment.

How we help our clients during this time when it comes to purchasing a home, we take a look at 
your cashflow and we first understand how much house can you afford? And so, this is just a good 
guideline to have and it is really limiting your target price to somewhere between three and five 
times your annual household income.

If you are in retirement, it is taking a look a little differently, just understanding what your expenses 
are and your cashflow needs, and we do that same type of equation as well.

If you do have significant debt, you probably target on the lower end of that spectrum versus 
going for a little bit more of an expensive one.

So, our guideline on just housing costs is try to limit 30% of your monthly income to just be 
mortgage, real estate taxes, homeowners insurance. This is maintenance, money for unexpected 
repairs. That’s why we speak to emergency fund. So, these are just all the ways that we help our 
clients do cashflow. 

In this rate environment, it has been really important as rates rise, what does that mean for your 
monthly costs? It is different than what it was just a few months ago or a year ago.

JIM: Great context there too because for so many people, your home can be or is your biggest 
asset, your biggest investment. So, a lot of people watch closely what the home value is and think 
about, for example, refinancing that mortgage if appropriate or tapping into a home equity line of 
credit.

I’m wondering what you think folks might want to be considering again in this market with regard 
to that? We don’t exactly know what could be happening with rates in the Fed.

LEANNA: We are seeing the refinancing environment is low as well just due to what is happening. 
So, when we talk through different options, you know, some of the things to consider is that type 
of mortgage as you are speaking to. So, you have fixed rate mortgages. So, that could be 15-year 
versus a 30-year mortgage can kind of go into the different considerations.

We are seeing something called ARMs. Adjustable rate mortgages are coming back a little bit. 
That’s basically when you have an interest rate is set for a number of years and then it adjusts. So, 
for example, you could have a five-year fixed rate and then it adjusts one time to what the current 
rate environment is. 
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On average, people are in their home for five to seven years. It sounds shocking for me. I grew 
up in the same home always. But there are many that move three or four times. So, an ARM or 
a shorter—I’m sorry, a longer period can be advantageous and then you refinance or sell your 
mortgage when you go to a different house.

JIM: Easy to look at the chart right there and look wistfully at a 2.75 for a 15-year. It’s amazing how 
quickly things change.

So, thank you for that, Leanna. 

Jurrien, with the couple minutes we have got left, and let’s go a couple minutes over if we can 
today too, because there’s a lot more to cover.

I would love to get your sense of what you are thinking could or might happen with the Fed’s 
next meeting. We’ve sort of been getting ourselves prepared for half a percentage point, 50 
basis points, increases pretty frequently. But now there is more than whispers. There is open 
conversation about whether or not we’d see a 75 basis points, three quarters of a percent hike. 
What do you think?

JURRIEN: Yes, so the FOMC, the Fed is meeting soon, in the next week or so, and there is a lot 
of debate about will they go half a point or three quarters of a point? And you know, we have a—
we have a TV here in the hallway with Bloomberg on and every time I walk by it, there is like this 
debate and I’m like, people, it doesn’t matter, right? Because what matters is where the Fed is 
ultimately going and what is priced into the market. 

Remember, the Fed sets the Fed funds rate, which is a rate that banks at least in the past would 
use to borrow from each other. But it’s, you know, it’s like—it’s not like a rate that you and I would 
use, right? 

So, the point of Fed policy is, they set expectations. The bond market, the Treasury market takes 
that in. It discounts it. It prices it in. So, when you look at the two-year yields, 3.4, the five-year yield 
is 3.5, the ten-year yield is 3.44. So, even though the Fed is only at 1% still, the market is already 
way ahead.

And so, what I do is I look at that orange line on the chart which is the forward curve. So, that is 
what the path is that the market expects the Fed to do. And that’s a constantly moving target. 
That curve had a peak a week ago of a little bit over 3% and today it is close to 4%. And that is that 
repricing that I mentioned earlier.

And it’s interesting that there is this kink in the curve, that the market is starting to increasingly 
expect the Fed to have to push further than everybody wants and then have to give back some of 
it, presumably because it is going to hopefully win the battle against inflation, but maybe weaken 
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the economy more than anyone wants and therefore have to reverse course after that. So, that is 
the thinking.

So, 50 or 75, not important. It is in the market. What’s important is where does the Fed go? And 
how quickly does it get there? So, when the FOMC meets next week, kind of keep that in mind.

And I have got one more slide just to kind of bring home the point that this has been and always is 
a moving target, right? So, we can’t just say the Fed is going to go to three or four and that’s going 
to be the end of it. You know, if we look at this chart, that very smooth blue line is called the neutral 
rate, so that would be where the Fed is at a neutral policy. And you can see historically the Fed 
kind of is like a pendulum. It swings below and then it swings above and then it swings below. And 
you can see how far below that line we were during the COVID, you know, during the pandemic, 
and how much wood there is to chop for the Fed to even just get back to that line. And that’s kind 
of what’s driving these expectations.

And then the real question is not whether the Fed will get back to the line, but whether that will 
be enough to tame the inflation beast because that’s really what this is all about. The Fed is trying 
to thread a needle to kind of slow down inflation without breaking the economy. And that’s, you 
know, that’s a needle that is difficult to thread and that’s what we are going to be talking about for 
months to come.

JIM: Not only do you both often provide great—great answers, you also help give us better 
questions to be asking when we are looking around. So, I appreciate that. I appreciate the strength 
of better questions to ask. So, thank you for that.

Thank you for our audience for watching as well. A quick note. If you are not already watching on a 
mobile device, you might want to consider grabbing your phone right now and taking advantage 
of this, for, you know, to get more on what’s happening in this volatile market or additional 
webcasts on a variety of financial topics.

You can use your phone to scan the QR code that’s on your screen right now and then you can just 
touch it, click on it, and off you go to find some other on-demand, free educational webcasts that 
are available any time.

So, again, just use your camera—use the camera on your phone if you have not done this before, 
use the code that you can see, on your screen, tap it, and it will take you directly to Fidelity’s 
webcast hub. And of course, if you are already on your phone, you can just type in the address 
that you see on the screen, which is Fidelity.com/webcasts. So, check those out if you would like.

And our regular weekly reminder, if you have got questions about making a financial plan or 
staying on track, particularly during times like these, you can always turn to Fidelity for help. You 
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can give us a call, go online to our website, download Fidelity’s app, or use the QR code that was 
just up as well. Lots of ways for you to get our information. 

Huge thanks once again to Fidelity’s Jurrien Timmer and Leanna Devinney. We will see everyone 
back here again next week with a fresh look at the markets. It will be certainly another eventful 
week that we can catch you up on. We’ll talk about what’s moving the markets and what you might 
want to do in response. See you then.
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of Bitcoin payments by mainstream retail merchants and commercial businesses will continue to grow. Bitcoin is created, issued, transmitted, and 
stored according to protocols run by computers in the Bitcoin network. It is possible the Bitcoin protocol has undiscovered flaws which could result 
in the loss of some or all assets. There may also be network-scale attacks against the Bitcoin protocol, which result in the loss of some or all of assets. 
Advancements in quantum computing could break Bitcoin’s cryptographic rules.
Fidelity Brokerage Services LLC does not offer digital assets nor provide trading or custody services for such assets.
Dollar-cost averaging does not assure a profit or protect against loss in declining markets. For the strategy to be effective, you must continue to 
purchase shares in both market ups and downs.
Fidelity Wealth Services provides non-discretionary financial planning and discretionary investment management through one or more Portfolio 
Advisory Services accounts for a fee. 
Advisory services offered by Fidelity Personal and Workplace Advisors LLC (FPWA), a registered investment adviser. Discretionary portfolio 
management services provided by Strategic Advisers LLC (Strategic Advisers), a registered investment adviser. Brokerage services provided by 
Fidelity Brokerage Services LLC (FBS), and custodial and related services provided by National Financial Services LLC (NFS), each a member NYSE 
and SIPC. FPWA, FBS, and NFS are Fidelity Investments companies. 
The CFP® certification is offered by the Certified Financial Planner Board of Standards Inc. (“CFP Board”). To obtain the CFP® certification, 
candidates must pass the comprehensive CFP® Certification examination, pass the CFP® Board’s fitness standards for candidates and registrants, 
agree to abide by the CFP Board’s Code of Ethics and Professional Responsibility, and have at least three years of qualifying work experience, 
among other requirements. The CFP Board owns the certification mark CFP® in the United States.
Fidelity does not provide legal or tax advice. The information herein is general and educational in nature and should not be considered legal or tax 
advice. Tax laws and regulations are complex and subject to change, which can materially impact investment results. Fidelity cannot guarantee that 
the information herein is accurate, complete, or timely. Fidelity makes no warranties with regard to such information or results obtained by its use 
and disclaims any liability arising out of your use of, or any tax position taken in reliance on, such information. Consult an attorney or tax professional 
regarding your specific situation.
Before investing in any mutual fund or exchange-traded fund, you should consider its investment objectives, risks, charges, and expenses. 
Contact Fidelity for a prospectus, an offering circular, or, if available, a summary prospectus containing this information. Read it carefully. 
Personal and workplace investment products are provided by Fidelity Brokerage Services LLC, Member NYSE, SIPC, 900 Salem Street, Smithfield, 
RI 02917
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