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January 2022 
 
 
Dear Clients and Friends, 
 
 

The October-December quarter has historically been the strongest quarter for the stock market.  The 2021 

version began much the same way. Powerful corporate earnings growth fueled a five-week rally to kick off the 

quarter.  The rally was strong enough to push small and midcap stocks shooting upward out of their months-

long sideways trading range.  But the emergence of a new strain of Covid-19, Omicron, took the wind out of 

the market’s sails in mid-November.  The breakout failed as quickly as it started.  Stocks have made little 

progress since.  This chart of the small-cap index highlights the October rally and subsequent fall (left).  The 

chart on the right presents the ongoing downtrend in markets outside the U.S. where Covid-related issues 

continue to hamper growth.  This weakness and choppy trend in key areas of the market proved challenging 

for certain investment strategies.  

October rally on small-cap index 
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Ongoing downtrend in markets outside the U.S. 

 

 

The U.S. market, more broadly, has performed better than these two charts show as the largest of the mega-

cap growth stocks that drive the U.S. market, Apple, continued to be strong.  Those growth stocks, very 

expensive by historical standards, began to struggle in late November as the Omicron news came out. Also, 

the Fed’s inflation-fighting posture fueled a surge in short-term interest rates. The rise in interest rates 

generated a shift in market leadership to interest-rate and inflation-sensitive stocks found in the financial, 

energy, and industrial sectors.  Those sectors took the baton and kept the S&P 500 generally on its upward 

path. 

This shift in market leadership has generated quite a bit of volatility. The weekly chart below shows the good 

weeks (clear bars) and bad weeks (red bars) in the market.  Note the back-and-forth nature of the market over 

the past two months (boxed).  And the spike in volatility (boxed at the bottom of the chart). 
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Volatile market 

 

The extraordinary market fuel unleashed by the Federal Reserve in the summer of 2020 has led to issues that 

still largely define the economy, namely a marked shift in supply and demand for goods, services and 

associated labor.  While supply shortages have generated some near-term inflation, the bigger systemic 

inflation threat comes from rising wages.  Since summer 2020, the Fed’s easy money has led asset prices to 

broadly take flight, leading some 3-4 million workers to choose earlier retirement and leave the labor force.  

Millions more have held back from re-entering the labor force for a myriad of covid-related issues – e.g. 

childcare, fear of sickness, and many other concerns. This comes on top of a sharp decline in immigration 

(another source of labor).  These three factors have hollowed out a significant chunk of the labor force leading 

to a huge wave of unfilled jobs and resultant wage hikes from employers desperate to hold on to their existing 

workforce.  How this evolves will be a big economic story in 2022 and key determinant of inflation, thus interest 

rates.   

 

Bond investors are trying to sift through the labor upheaval while adjusting to a Federal Reserve that is pivoting 

to taking its foot well off the gas pedal.  The result so far has been a sharp rise in short-term interest rates, 

where the Fed has the most influence, with lesser increases further out in time (chart below). 
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Interest rates variation 

 

 

The smaller increases out in time suggest investors believe inflation will ease and interest rates will remain 

quite low by historical standards.  Indeed, interest rates longer-term have only now returned to where they 

were pre-pandemic. 
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Longer-term interest rates 

 

2022 should mark a return to normalcy in many aspects of the economy.  The lingering dislocations caused 

by the pandemic and associated monetary policies, however, will play a major role in how markets react.  As 

markets and investors adjust to this ‘new normal’, volatility will likely remain high.  In hindsight, it is extraordinary 

to look back and see that Covid-19, which still affects so many people in ways great and small, really had only 

a five-week impact on the stock market in March 2020, at least in terms of market fear and selloff.  The 

monetary policies arising from the pandemic are only now, two years later, beginning to ebb.  Those policies 

have had a huge and possibly lasting impact on markets and economics. 

   

To future profits, 
 
 
 
   
  Don Lansing  Garrett Beauvais 
               Chief Investment Officer Portfolio Manager 
                    512-289-0620      512-796-0233 
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