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Interest rates are a key driver of most financial 
assets. While most often referenced in relation 
to the bond market, rates are also a key input 
in traditional equity valuation models, which 
incorporate market interest rates to determine 
the appropriate rate to discount future cash 
flows. Interest rates are an essential element in 
bond pricing and the yield that investors require 
to own a particular fixed income security. 

Since hitting an all-time low in 2020, interest 
rates increased in 2021 and have continued 
that climb higher thus far in 2022. This has 
put pressure on fixed income and certain 
areas of the equity market, which has led to 
stress in certain areas of the stock market, 
such as growth stocks, which can be sensitive 
to interest rate shocks. With that in mind, let’s 
examine why rates have been moving up, and 
whether this should be a cause for concern.

MORE AGGRESSIVE FEDERAL RESERVE
The Federal Reserve (Fed) has already raised 
interest rates by 75 basis points this year.   
A 25 basis point hike in March followed by a 
50 basis point hike in May. The Fed is currently 
expected to hike rates by 50 basis points in  
both the June and July meetings and will 

continue to hike through the better part of 2022.  
With inflation running hot and the job market 
showing strength, the fact that the Fed is finally 
moving away from zero shows confidence in 
the health of the job market. But the speed 
with which interest rates are expected to go up 
underscores its concern about the soaring cost 
of living. Americans will experience this policy 
shift through higher borrowing costs: No longer 
will it be insanely cheap to take out mortgages or 
car loans and this along with higher inflation may 
lead to less investment in the market and more 
spending on needs, which is a main reason for 
market volatility. 

INFLATION CONCERNS
Inflation is also a primary determinant of long-
term interest rates. Rising inflation has the 
potential to eat away at fixed income returns, so 
naturally, inflation expectations are a component 
of the yield that investors require to own fixed 
income. Put simply, inflation is a result of 
too much money chasing too few goods, and 
there are concerns that the increase in the 
level of money in circulation may lead to this. 
The extraordinary level of fiscal and monetary 
stimulus put in place to combat the economic 
damage of Coronavirus caused a significant 
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increase in the M2 money supply. As a result, 
we are currently seeing this increase in the 
level of money in circulation translate to 
a pickup in consumer spending, but also 
elevated inflation. 

RISKS OF A RECESSION
Now that the pandemic has started to recede, 
the Fed has once again started to raise short-
term interest rates. This policy change has 
caused market volatility to spike for the three 
major reasons to the right. 

Today as the Fed begins to aggressively hike 
interest rates, market participants worry 
we may endure a period of high inflation 
alongside weakening economic growth—
otherwise known as stagflation.

This environment is another example of why 
we believe in staying diversified as the best 
way to insulate portfolios from being too 
exposed to one risk factor.
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Economic Definitions
M2 Money Supply: The M2 Money Supply, also referred to as “M2” or “Money Stock,” measures the amount of currency in 
circulation. M2 includes M1 (physical cash and checkable deposits) as well as less liquid money, such as saving bank accounts.

DISCLOSURES
The opinions expressed herein are those of Ladenburg Thalmann Asset Management, Inc. (“LTAM”) and are subject to change. The information contained 
in this presentation has been taken from trade and statistical services and other sources, which we believe to be reliable. We do not guarantee that this 
information is accurate or complete and it should not be relied upon as such.

This presentation is for informational and illustrative purposes only and is not intended to meet the objectives or requirements of any specific individual 
or account. Past performance is not an indicator of future results. An investor should assess his/her own investment needs based on his/her own financial 
circumstances and investment objectives.

Any indices and other financial benchmarks shown or referenced are provided for illustrative purposes only, indices are unmanaged, and investors cannot 
invest directly in an index. Index returns do not reflect any fees, expenses, or sales charges. Returns are based on price only and do not include dividends.  
The information and views expressed are given as of the date of the writing and are subject to change. This information is not to be used or considered as an 
offer or solicitation.

LTAM is a SEC Registered Investment Adviser under the Investment Advisers Act. LTAM provides investment advisory services and may be included in advisory 
platforms sponsored or administered by affiliates or third-parties. LTAM does not provide tax or legal advice. Please consult your tax advisor or attorney.  
For additional information, please see the Program Disclosure Brochure or ADV Part II for full details, which are available upon request or please visit 
adviserinfo.sec.gov.

Securities and investment advisory services are offered through the firms: FSC Securities Corporation, Royal Alliance Associates, Inc., SagePoint Financial, Inc., 
Triad Advisors, LLC, and Woodbury Financial Services, Inc., broker-dealers, registered investment advisers, and members of FINRA and SIPC. Securities are 
offered through Securities America, Inc., a broker-dealer and member of FINRA and SIPC. Advisory services are offered through Arbor Point Advisors, LLC, 
Ladenburg Thalmann Asset Management, Inc., Securities America Advisors, Inc., and Triad Hybrid Solutions, LLC, registered investment advisers. Advisory 
programs offered by FSC Securities Corporation, Royal Alliance Associates, Inc., SagePoint Financial, Inc., and Woodbury Financial Services, Inc., are sponsored 
by VISION2020 Wealth Management Corp., and affiliated registered investment adviser. Advisor Group, Inc. is an affiliate of these firms.
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3 MAJOR REASONS FOR 
MARKET VOLATILITY

A prolonged period of 0% short-
term interest rates and record low 
borrowing costs caused a gradual 
increase in speculation.

Surging inflation is another reason 
for the spike in volatility.
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Once the Russia-Ukraine war began, 
markets finally succumbed to the 
pressure of rising interest rates, 
increasing inflation, and escalating 
geopolitical risk.
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