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We are thinking about …………. Inflation and Interest Rates

Looking to Reduce Inflation: Balancing Supply and Demand 

As noted above, the FED has pledged to fight inflation by increasing interest rates in an effort 
to better balance supply and demand. Rising interest rates affect stock prices for a variety of 
reasons, including:   
  

• Investors switch to bonds, enticed by higher yields which may now be found. 
  

• Owning stocks gives you a right to 
share in future company profits. 
But, if interest rates increase, the 
value of those future earnings is 
worth less. This is especially true of 
growth stocks where the company’s 
profits are not paid out as dividends 
but reinvested. 

 
• Company’s cost to borrow increases, 

impacting its net revenues. 
 

• Consumer spending may drop as 
consumers have less available 
capital due to increased debt costs and are at risk of losing their employment as 
companies cut overhead. 

 
• Lower consumer spending, in turn, fuels a recession.  

  
In addition, when interest rates rise quickly, the impact can be destabilizing; corporate 
managers lose their ability to predict customer demand, cost of capital, and other key financial 
inputs; this can lead to defensive, reflexive, cost-cutting strategies which can ripple through the 
economy. 

Hints that peaking inflation and falling commodity prices might offer stock market support 
were short lived in Q3, as the hawkish Federal Reserve made clear its interest rate increases 
would continue. Many of the world’s central banks are already tightening their monetary 
policy, making this a global interest rate increase. Geopolitical tension in Ukraine and Russia, 
and escalating US trade tensions with China show no signs of easing. Global uncertainty has 
further strengthened the U.S dollar, impacting US export competitiveness. 

As we begin the Q3 earnings season, some parts of the economy have already contracted, but 
the strong US labor market continues to drive inflation expectations. We expect lower 
corporate earnings forecasts and a weaker 2023 first half outlook issued by many companies. 
Despite the already sharp Year to Date declines, significant risk in the equity markets remain 
as we start Q4.  

Headline

Graph Source: https://russellinvestments.com/us/global-market-outlook
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Investing New Money

Rising Rates: Time to Review Cost of Funds

We have spoken with many clients about sales and purchase of real estate, home remodels, 
cars, or anything involving a loan. The sharp rise in rates has impacted buying power in many 
scenarios. If you have concerns about adjustable-rate financing or are looking to explore credit 
facilities, we can discuss strategies that could help.  

End of Year Review

Tax planning is a focus for Q4. For those required to draw RMDs, we try to ensure 
distributions include balances across all retirement accounts. This year offers a unique 
opportunity to review unrealized capital gains and losses to permit meaningful portfolio 
restructuring with minimal tax consequences. The holiday season is also a time we see an 
uptick in money movements and wires which are always best to plan out ahead. 

Rising Rates: Bond Pricing as Interest Rates Start to Rise

Bonds traditionally offer the investor permanence and definition in the instruments’ structure. 
That means you know how much regular coupon payment you should receive, and you know 
that when the bond matures you should get the full-face value of the bond, (assuming that it 
performs to the terms). As interest rates rise, the market value of the bond normally decreases. 
This unrealized “paper loss” is most relevant if the bond is sold before maturity. If the bond is 
held the full-face value of the bond should be recovered. This is an important point to be aware 
of when reviewing performance in any fixed income holding in your portfolio. We recommend 
investing in investment grade bonds and floating rate bonds, (that are structured to adjust 
periodically to the prevailing interest rate). An adviser cannot adequately advise a client 
without knowing the client’s financial status. Though each investor's situation is unique, we 
often prefer investing in individual issues rather than a pooled fund of bonds, especially in a 
rising rate environment: this gives greater control and certitude as to the bond’s cash flow. We 
have started to see some of the floating rate notes in clients’ portfolios re-price closer to par 
value once the interest rate steps up.  

Inflation and Interest Rates: No sign of Pause

This comes down to risk tolerance. In some cases, clients see opportunity in this depressed 
market and are willing to look at cost averaging back into stocks, sectors or indexes that have 
seen deep declines. For such clients our general recommendation has been to remain cautious 
and look at averaging out over an extended time frame. For those with a more cautious 
approach we continue to allocate to short duration treasuries, non-exchange traded core Real 
Estate and to higher yield investment grade corporate bonds as interest rates have tracked 
upwards. 
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General Disclosure

This note is a publication of SPW. Information presented is for educational purposes only and 
is intended for a broad audience. It should not be regarded as a complete analysis of the 
subjects discussed. All expressions of opinion reflect the judgment of SPW on the date of 
publication and are subject to change. Content should not be viewed as personalized 
investment advice or as an offer to buy or sell, or a solicitation of any offer to buy or sell the 
securities discussed.  

This information is believed to be materially correct, but no representation or warranty is 
given as to the accuracy the information provided.  

All investment strategies have the potential for profit or loss. Different types of investments 
involve varying degrees of risk, and there can be no assurance that any specific investment or 
strategy will be suitable or profitable for an investor’s portfolio. Past performance of specific 
investment advice should not be relied upon without knowledge of certain circumstances of 
market events, nature and timing of the investments and relevant constraints of the 
investment. SPW has presented information in a fair and balanced manner.   

Silicon Private Wealth is registered as an investment adviser and only transacts business in 
states where it is properly registered or is excluded or exempted from registration 
requirements. Registration as an investment adviser does not constitute an endorsement of 
the firm by securities regulators nor does it indicate that the adviser has attained a particular 
level of skill or ability. SPW has reasonable belief that the content as a whole will not cause an 
untrue or misleading implication regarding the adviser’s services, investments, or client 
experiences.  

Please refer t0: (https://adviserinfo.sec.gov/firm/brochure/284145) for the adviser’s ADV 
Part 2A for material risks disclosures.  
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