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Market Movement Highlights  
The pronounced downside volatility and re-pricing of US stocks in these 
early weeks of 2022 have for sure been disheartening, but in order to 
temper our growing concern we must look back on where stocks have 
come from. 

The US equity market, as measured by the S&P 500, delivered a 
whopping +28.7% total return in 2021.  If we combine this with the 
returns of the previous two years +18.4% in 2020 and +31.5% in 2019, 
the stock market over the past three years had increased in value by 
100%!  That’s an all-time record, an extraordinary feat and, by any 
measure, historical!! 

On what was this return built?  It was built on a plethora of tailwinds, 
especially easy money and very low interest rates which have dominated 
for almost two decades.  It was also built upon unprecedented government 
spending, particularly beginning with the pandemic in 2020, of some $5.9 
Trillion.  This fiscal stimulus in turn drove the “re-opening trade”, 
generated a strong economic rebound and delivered robust corporate 
earnings.  And finally, at least in part, it was further built upon by a 
“promise” of even more government largesse, i.e. the “Build Back Better” 
legislation, suggesting that there would soon be yet another government 
spending spree! 

Unfortunately, the unintended consequences of all this spending and easy 
money stoked huge consumer demand which, combined with supply 
chain disruptions, has caused inflation to surge to a 7% Y-Y clip (a forty 
year high) and price pressures well beyond the Fed’s target.  Accordingly, 
last month the Fed chose to reverse course, tightening monetary policy 
and imposing rate increases at a swifter pace than the markets had 
expected.  As if this was not enough to sober up market exuberance, the 
likelihood of another $1.9 Trillion in new spending (BBB) died in 
Congressional session two weeks ago.  And so the financial markets had 
just endured a “double whammy” in less than two months. 

With that for color, the tech heavy NASDAQ has already breached 
correction territory, off some (15%) from its mid-November peak (at the 
time of this writing).  A similar path, probably less pronounced, is being 
followed by the S&P 500 and the Dow Jones Industrials, particularly if 
inflation persists and the Fed moves more aggressively than its current 
plan suggests.  On this latter point, the jury is out leaving the stock and 
bond markets steeped in uncertainty over Fed tightening and its impact, 
which is precisely what we are witnessing play out! 

Meanwhile, looking back on 2021’s performance.  Large cap stocks, both 
growth and value, delivered very strong returns: +27.6% and +25.2%, 
respectively.  Remarkably, this was on positive returns across all eleven 
S&P 500 sectors, each of which generated “double digits” (for the first 
time on record).  The best among those sectors was Energy posting +53%, 
REITs +46%, Financials +35%, and Technology +35%.  Overall we 
observed that 2021’s market’s growth was uniquely broader in scope and 
much deeper in participation, something not seen since 2016.  
Refreshingly, we can say that last year’s market performance was not just 
about the mega-cap growth stocks: Facebook, Apple, Amazon, Netflix 
and Google, which had carried the stock market in prior years.         

Moving on, small cap stocks also rallied some +17% over the first half of 
last year before a second half consolidation set in due to price pressures,   
supply chain disruptions and Omicron.  Nevertheless, by year’s end the 
Russell 2000 small cap index was also able to deliver a near +15% return.   

On the international front, developed markets delivered +11.8%, well 
underperforming US equities, as the dollar strengthened against the Euro.  
Meanwhile, emerging markets were largely victimized by a policy 
induced correction in China as it sought to enforce its “Zero-Covid 
Strategy”. 

Turning to the fixed income markets, the specter of permanent inflation 
combined with the potential for a sooner-than-expected rate acceleration 
weighed heavily on bonds in general.  Investment grade taxables, as 
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measured by the Bloomberg US AGG, ended the year delivering -1.5% 
while the more risky high yield corporate sector generated +5.3%.  
Municipal bonds, as measured by the Bloomberg National Municipal 
index, posted +1.5%.  Improving fundamentals and market dynamics in 
the tax exempt space included big increases in tax revenues across all 
jurisdictions, substantial federal largesse and favorable supply-demand 
dynamics.  Meanwhile the US Treasury Bond market posted -2.3% on 
the year. 
 

 
 

 

Inflation 
As previously mentioned, inflation as measured by the consumer price 
index (CPI), climbed from 1.4% to 7.0% in 2021.  It was the largest 12-
month price increase since June 1982.  General economic consensus is 
for CPI growth to eventually moderate to around 3% over the course of 
2H 2022, as supply demand imbalances begin to moderate and energy 
prices level off.  Whether that’s too optimistic or not remains to be seen.  
We do know, at least for now, that wage growth is robust, rents are higher, 
consumer demand remains strong and supply chains appear to be no 
better off than they’ve been.     

Looking Forward 
Challenges: 

 The Fed’s decision to embark on tighter monetary policy over the 
coming months must be carefully executed.  Too lenient in the 
timing or the rate of increase may be ineffective in curbing further 
inflation, while too swift and aggressive an approach could induce 
a recession. 

 Should rampant inflation persist for longer, it would doubtlessly 
continue to erode corporate margins and earnings.  Passing these 
costs onto the consumer could lead to reduced consumer 
spending, particularly for durable goods which in turn would 
ripple through manufacturing production and drag down GDP 
growth. 

 Should Omicron persist and/or other variants surface, they would 
likely further exacerbate current labor shortages and supply chain 
bottlenecks. 

 
Opportunities: 

 The US economy is strong and unemployment is low.     
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 The US dollar appreciated in value by some +7% in 2021, its best 
showing since 2015.  This bodes well in attracting foreign 
investment and continues to solidify the dollar as the world’s 
reserve currency, particularly at time when there is increasing 
competition to replace it. 

 4Q21 Earnings reporting season is now.  Corporate earnings are 
projected to grow by +24% over last year.  At this writing, 65 
companies have reported 4th Qtr. results, with 77% having beaten 
their estimates.  If these beats continue, this will be a significant 
stabilizing force for the stock market.  We will be monitoring that 
closely. 

 A myriad of US Corporations remain very profitable and have 
significant free cash flow.  We expect those who pay dividends 
will continue to do so, while they and others will use their war 
chests to execute stock repurchase plans to which they’ve already 
committed.  Such buyback programs serve to buoy stock prices 
and dampen volatility. 

 The US wealth effect is positive.  Personal balance sheets are 
strong.  Personal savings are high and most household net-worths 
have risen to new all-time highs.    

 We can all agree that current interest rates are meager, and 
admittedly, have been for way too long.  And while they may now 
rise, at the end of the day, they are still likely to remain well below 
historical norms.  A silver lining in rising rates is that they will 
eventually find their way into new bond issuance, which in turn 
will help to remedy an asset class that has been at least as 
expensive as stocks.  This potential turn in value should offer 
conservative investors (who really don’t belong headlong in 
stocks) an opportunity to re-balance their portfolios with more 
fixed income. 

Despite the monetary and fiscal landscape currently being painted, we 
remain cautiously optimistic on the outlook for 2022.  The strong stock 
market performance of the last three years through 2021, while 
admittedly engineered, was nevertheless extraordinary!  As impressive as 
it was, reality also suggests it deserves at least a modest break or a 
“breather” as we like to say.  Markets need reasonable time to absorb 
change in what we anticipate will be a modest new direction in interest 
rates, but once it has, volatility should subside and investors will move 
on under whatever the new conditions will be. 

Meanwhile, we thank you for your continued confidence and trust in our 
perspective.  Rest assured we will remain vigilant and dedicated in 
assisting you navigating the 2022 markets and beyond.   

In the meantime, we welcome your questions, comments or desire to 
discuss your portfolio. 
Eideard Group 
January 25, 2021 
 
Major Market Indexes Total Returns YTD and past three years 
 

Market Indexes  YTD 2021   2020 2019 

NASDAQ Composite  -11.4% 22.2% 44.9% 36.7% 
Dow Jones Industrial Average  -5.4% 18.7% 9.7% 25.3% 
S&P 500  (US large cap) -7.4% 28.7% 18.4% 31.5% 
Russell 2000 (US small cap) -9.4% 14.8% 20.0% 25.5% 
MSCI EAFE (Developed Intl.) -5.0% 11.8% 8.3% 22.7% 
MSCI Emerging Markets  -0.8% -2.2% 18.7% 18.9% 
     
Bloomberg National Municipal Bond -1.5% 1.5% 5.2% 7.5% 
Bloomberg US Treasury Bond -1.7% -2.3% 8.0% 6.9% 
Bloomberg US Aggregate Bond -1.9% -1.5% 7.5% 8.7% 
Bloomberg US Corporate Bond -2.8% -1.0% 9.9% 14.5% 
Bloomberg US Corporate High Yield -1.8% 5.3% 7.1% 14.3% 
Alerian MLP Index 6.3% 40.2% -28.7% 6.6% 
     
WTI Crude Oil (Price change) 11.0% 55.8% -20.9% 32.0% 
Gold (Price change) 2.8% -4.3% 24.6% 18.4% 

 


