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Broadly speaking, rising long-term interest rates are a headwind for
borrowers, including most households, businesses, and governments.

So then why hasn’t this year’s interest rate rally led to job cuts, weaker
spending, and disappointing earnings? Why is the S&P 500 down less
than 3% from its all-time high?

As we’ve been discussing, it’s more complicated than “higher interest
rates are bad.”

In a note to clients on Tuesday, HSBC equity strategist Nicole Inui
addressed investor concerns for which “the bark may be worse than the
bite.”

Here’s some of what she said about interest rates:

The impact of higher rates on the U.S. consumer is real but uneven.
Mortgages are ~70% of household debt and >95% fixed-rate, so pass-
through is limited, while delinquency stress is more concentrated in credit-
dependent, lower-income segments. Importantly, higher-income
households who drive a disproportionate amount of total consumption
remain more insulated via fixed mortgages and the wealth effect.
Corporates also look well positioned to absorb higher rates: S&P 500 net
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debt/EBITDA is a manageable 1.6x and credit spreads remain tight, even as
AI capex ramps.

As the below chart on the left shows, S&P 500 companies have
relatively low financial leverage, giving them time and flexibility to
adjust if higher rates persist. The chart on the right shows how the
mortgages held by homeowners haven’t really budged since most are
fixed-rate and therefore largely unaffected by market rates.

S&P 500 companies have low financial leverage.
Homeowners with outstanding mortgages are mostly

unaffected by market rates. (Source: HSBC)

In case you’re wondering, most debt held by S&P 500 companies has
fixed rates. And households have historically low financial leverage.

Just because households and businesses are doing okay now doesn’t
mean rising interest rates won’t ever matter.

If elevated rates persist, a larger share of borrowers will face higher
financing costs. Some won’t borrow at all. Either outcome could weigh
on growth.

This is no reason to get complacent ⚠️
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For now, low financial leverage and fixed-rate debt afford households
and businesses time and flexibility to continue spending now as they
adjust for what could be a higher interest rate future.

And to be clear, higher rates don’t necessarily mean earnings will
eventually stop growing and stocks will stop going up. Both households
and businesses have a long history of adapting to headwinds as they
drive the economy and stock market higher.

Remember: Interest rates are just one of many things that affect
earnings and the stock market. All else equal, rising rates are arguably
bad. But all else is never equal.
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