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Rates, Liquidity, and Asset Prices
By Scott Loyek, CFA,® Managing Director, Chief Investment Officer
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s we discussed in our Town Hall Meeting in
February, we expected 2022 to be a year of
transition. Though the war in Ukraine has had a
significant impact on the global economic environment, it
does not appear to have changed the larger issues driving
the investment landscape. The catalyst for this transition
is the well-documented change in the policies of the
Federal Reserve.
Since the initial outbreak of Covid-19, the Fed has been taking
extraordinary action to maintain liquidity and stimulate the
economy. The primary tenets of this policy were quantitative
easing and extremely low interest rates. The combination of
these policies created an environment where there was an
abundance of money in the system and a very low cost to
borrow it. This dynamic stimulated a boom in asset prices as
everything from cars and houses to equity prices and cryptocurrencies benefited. The cause of this was simple economic
supply and demand as an increasing number of dollars
chased a relatively fixed amount of assets.
In the latter half of 2021, the Federal Reserve began signaling
their concern that inflation and a potentially overheating
economy would require a shift in policy. Though expected for
some time, the initial move to tighten came in March 2022,
when interest rates were raised for the first time since 2018.
This was combined with the official end of quantitative easing
at roughly the same time. Throughout the remainder of the
year, we expect interest rates to continue to rise. Similarly,
we expect the Fed will also take steps to reduce the size of its
balance sheet, thereby taking money out of the system.
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around 5%. If a family can afford a $2,000 a month mortgage payment, with rates at 3% they could pay $600,000
for a house with a 20% down payment. However, at 5% that
same $2,000 a month mortgage payment only allows them
to afford a $475,000 home with 20% down. This principle
applies to various types of assets. As the cost of capital rises,
people’s purchasing power declines.
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This policy shift creates the opposite environment from
that which we have enjoyed for the last several years. We
now have a shrinking pool of money with higher borrowing
costs chasing what is still a relatively fixed pool of assets. We
believe this likely will have a negative impact on asset prices.
For example, early in the pandemic, a 30-year mortgage at
3% was common. Now the rate on this same mortgage is
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While every asset will behave somewhat differently, we would expect the present value of assets to decline as interest rates rise.
In the case of the equity markets, we see this dynamic reflected in the valuation of stocks. As you can see in the chart as rates
rise, the P/E ratio of the stock market declines. We anticipate that interest rates and inflation will settle out in the 2-4% range
and we should be looking for P/E ratios near 17.4x the S&P 500 as seen in the chart below.
Average S&P 500 TTM P/E by CPI Y/Y Tranche
(1950-Current)
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Thus far, the transition in the market has hit the most highly valued stocks particularly hard. This is evidenced in the NASDAQ
index, which is known for high growth names, being down roughly twice as much as the more diversified S&P 500 index. Much
like bonds where the longer maturities are more sensitive to rising interest rates, high growth equities are more sensitive to
rates because their anticipated cash flows are further in the future.
Diversification, as it often is, has been a useful defense against this shift in market conditions. Throughout last year, as valuations
continued to rise and the Fed began to telegraph rate hikes, we were regularly trimming our successful investments in higher
growth companies and redeploying those assets into either lower P/E value names or holding cash. This rebalancing is central to
our process and combined with our decision to keep our fixed income investments very conservative, led to a very successful
outcome in 2021. It has also left us well positioned to navigate 2022.
S&P 500 Index
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As we move through the remainder of the year, we will continue to monitor the ripple effects from the changing market environment. We believe our 2018 experience will continue to be a useful framework to view the market. This was the last time we
saw the Fed focused on raising rates and withdrawing liquidity while the markets faced a major headwind caused by the trade
war with China. While 2018 was a very frustrating year, it served as a healthy reset for the market to resume higher.
If you have any questions, would like additional information, or if you would like to speak with a member of our team, please
contact us at 919.838.3221. Thank you for your continued confidence and the trust you place in our firm.
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We are in business
to serve our clients.

Our core values describe who
we are and what we believe, as well
as what you can expect from us.

Triangle Wealth Management, a privately-owned investment advisory firm,
specializes in assisting families with developing realistic strategic plans that provide
the best opportunity for achieving long-term financial goals as prudently as possible.
Independence

Integrity

Care & Concern

We are a Registered Investment
Advisor with the Securities and
Exchange Commission.

•

We have a team of 14 professionals
and over $1 Billion of assets under
management.

•

Unlike most firms, we do not have a
minimum asset level requirement; we
only work with nice people.

•

We are held to the fiduciary standard.

•

•

•

Triangle Wealth Management
is and plans to remain 100%
employee-owned.

Our team of experienced financial
industry professionals value independence, client relationships, and team
collaboration.

We have learned that achieving a
family’s financial goals is more a
function of listening and asking questions than it is about picking stocks.

•

Please Note: When you send us a check, don’t forget to make it payable to “Charles Schwab,” not Triangle Wealth Management.
For a digital version of our “Market News” update, please visit TriangleWealth.com/news-resources/
Past performance does not indicate future results and there is no assurance that any forecast/targets will be obtained. The charts and indices
have been included to provide you with an understanding of historic long-term performance and are not presented to illustrate the performance of any
security. The S&P 500 (a registered trademark of McGraw Hill Inc.) is an unmanaged, index of common stocks. This was prepared by, or obtained from,
sources believed to be reliable and represent the views of Scott Loyek, CFA®. Any market prices are only indication of market values and are subject to
change. The material has been prepared, or is distributed, solely for informational purposes and is not a solicitation or an offer to buy any security or
instrument, or to participate in any trading strategy. Triangle Wealth Management, Inc. does not provide tax or legal advice.
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