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Liquidity: A Major Driving Force for Markets

An examination of the relationship between overall liquidity and market direction reveals a tight link. This close 

relationship, we believe, has been on full display so far in 2023 and is an important factor driving equity market 

strength year-to-date—a factor that is likely to reverse as the year progresses. Through the first five months 

of the year, earnings estimates have moved lower. We’ve seen a regional banking crisis that led to government 

intervention, the Federal Reserve continued to raise interest rates, all while leading indicators remain soft. Yet, the 

S&P 500® has risen 9.65% as of the end of May. Why is this occurring? One of the reasons is this close relationship 

between the directional changes in liquidity and markets. This brief memo dives deeper into this relationship.

Exhibit 1: NASDAQ Price Level Compared to Antero Peak Group Liquidity Proxy Index
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Source: Antero Peak Group/NASDAQ/Strategas Research. As of 31 May 2023. Estimates are based on the team’s analysis and are subject to material revision.

Understanding the Treasury General Account

The Treasury General Account, or TGA, is the primary operational account for the US Treasury Department at the 

Federal Reserve. Nearly all government operational disbursement funding comes from this account. The sources 

and uses primarily consist of tax receipts and payments, marketable debt like treasuries, and non-marketable 

debt like government employee pensions. Throughout 2023, the TGA has provided a material amount of 

liquidity into the market. This volume is usually supported by treasury bond sales and net tax receipts, but this 

is not the case when we approach the debt ceiling. The lack of new debt issuance has caused a sharp decline in 

the TGA to “risk of default” levels, triggering the debt ceiling drop-dead date to occur in early June.
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Why is this important? The account must be refilled to a more normal level of ongoing cushion. 

While a fall in the TGA indicates an increase in liquidity, a rise implies a tightening of liquidity. Over 

the remainder of the year, this account will get refilled towards a committee-advised operational 

level of about $600B, representing a steep increase from current levels. While this is only one of many 

macro variables, the market will have to digest a short-term contraction in liquidity as the debt ceiling 

debate gets resolved to bolster the account. This will also result in a shrinking of bank reserves.

In addition to the refilling of the TGA, quantitative tightening or “QT” is still ongoing at a rate of around 

$60-95B per month. This conceptually means the Federal Reserve will attempt to shrink its balance 

sheet through both outright sales of bonds into the secondary Treasury market or retiring Treasury 

bonds at maturity in addition to mortgage-backed securities. This will likely further tighten liquidity. 

Illustrated in Exhibit 2, reverse repo volumes may serve as an offset should the Fed aim to redirect 

capital away from money markets and back into the open market.

Tying Together Markets and Liquidity

Our Index is based on a simple calculation that aims to act as a proxy for the overall level of market 

liquidity. The methodology takes three readily available data points in a simple calculation.
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This basic measure of liquidity, as displayed in Exhibit 1, has tracked the Nasdaq 100 Index in nearly 

lock-step fashion throughout 2023. Note the sharp rise post the collapse of Silicon Valley Bank.

Similarly, one can use bank reserves as a proxy as well. There is a 70% correlation of the S&P 500® Index 

returns over a rolling 6-month period over the last fifteen years to the corresponding change in bank 

reserves (as shown by Exhibit 3). The current path implies about a $500-800B contraction in bank 

reserves over the next six months.

Note: A reduction in the TGA acts as a source of liquidity, while a rise represents a contraction in liquidity. Similarly, a reduction in Reserve Repo (RRP) volumes 
represents a source of liquidity, while a rise represents a contraction. This table assumes a normalization of RRP volumes.
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($ BILLIONS) 
FOR PERIOD ENDING

FEDERAL RESERVE 
BALANCE SHEET

REVERSE REPO 
VOLUMES

TREASURY GENERAL 
ACCOUNT

NET LIQUIDITY

Jan 2023 $8,471 $2,062 $568 $5,841

Feb 2023 $8,382 $2,188 $415 $5,779

Mar 2023 $8,706 $2,375 $178 $6,153

Apr 2023 $8,563 $2,325 $316 $5,921

May 2023 $8,386 $2,160 $49 $6,177

Net Change $(85) $98 $(519)  $336 

Dec 2023 $7,773 $1,750 $600 $5,423

Incremental 2023 Change $(612) $(410) $551 $(754)

Exhibit 2: The TGA Has Served as a Substantial Source of Liquidity

Source: Antero Peak Group/NASDAQ/Federal Reserve. As of 31 May 2023. Estimates are based on the team’s analysis and are subject to material revision.
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Exhibit 4: Federal Reserve Off-Balance Sheet Loans
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The Global Financial Crisis, COVID, 
and the Silicon Valley Bank collapse 

saw major injections of liquidity.

Source: Antero Peak Group/Federal Reserve. As of 31 May 2023.
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Exhibit 3: There is a Tight Relationship Between Changes in Bank Reserves and the S&P 500® Index
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What About the Banking Crisis?

The Regional Banking Crisis sparked a major injection of liquidity. As a result, the value of off-balance 

sheet loans made by Federal Reserve Banks inflected sharply in the first quarter of 2023. This was 

a result of emergency funding after the collapse of Silicon Valley Bank in early March. This was the 

largest bank failure since 2008 and sparked aggressive Fed action to prevent contagion. Unlike 2008 

however, the regional banking crisis was not caused by a widespread credit risk like the mortgage 

crisis, so the Fed was extremely effective at mitigating the damage.

On a net basis, this action by the Fed more than compensated for the risks in the banking system and 

left the overall market with rising levels of liquidity.

Summary

In total, we find the relationship between markets and liquidity useful in understanding market 

direction. In a time when many are bearish and worried about a recession after an aggressive 

tightening cycle, one would think an event like a regional banking crisis would push us over the edge. 

Yet, it didn’t. Instead, it caused a sharp injection of liquidity. This, combined with help from the TGA 

despite a looming debt ceiling default, ultimately created favorable conditions for the most liquid 

equities. Some of this may reverse going forward, but in a sea of macro crosscurrents, we believe 

liquidity will likely continue to be the major driver.
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