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More Hawkish Fed Worries Investors
•
•
•

Investors fret about Fed’s hawkish pivot in December FOMC meeting minutes.
The technology sector bore the brunt of the selloff.
Our 2022 themes continue to be a slowing economy, more hawkish Fed, and rising market volatility.

The new year was off to a strong start as cyclical sectors and value equities drove markets higher. On Wednesday,
however, equities reversed this positive momentum and moved sharply lower following the release of the December
FOMC meeting minutes that seemed to confirm the Federal Reserve's recent hawkish tone. As we wrote in our 2022
Market Outlook, we continue to believe the Fed’s hawkish pivot will weigh on investors and contribute to an uptick in
overall volatility.
Despite the positive start to 2022, investors were a bit cautious heading into 2022 due to high valuations, poor market
breadth, surging bond yields, and the omicron variant potentially weighing on the global economy. In addition, the
Fed began reducing monetary stimulus which added to headwinds. Though investors had already expected rate hikes
this year, the Fed’s December meeting notes revealed that most officials agreed that surging inflation and a rapidly
recovering labor market could warrant both a sooner-than-expected interest rate hike and a reduction in its balance
sheet at a faster pace than anticipated. Further adding to the Fed’s hawkish tilt, St. Louis Fed President James
Bullard, a voting member on the Fed’s interest rate policy committee, said he expects the first interest rate increase
to be as soon as March to control inflation. All this Fed news has increased the probability of at least two rate hikes
by June from just 26% a month ago to now 62%.
Given the fact that raising interest rates and reducing its balance sheet are ways for the Fed to tighten monetary
policy, which could act as a potential speedbump to the current recovery, it was not surprising that equity markets
struggled with the technology sector seeing the largest declines. Generally, technology stocks are impacted by
interest rates because they tend to have higher stock price valuations that are calculated based on projected future
earnings. Higher yields create higher discount rates for valuing those future earnings streams and thus the stocks
become less valuable. Technology stock valuations have been lofty in this low yield environment, hitting levels not
seen since the dot-com bubble.
In 2022, our primary investment themes are slowing economic growth, a more hawkish Fed, and an increase in
market volatility. While the economy progresses through the current recovery, expect to see slowing economic growth
rates as the easy year-over-year comparisons roll off. Though this is a normal transition in any recovery, given the
extremes of this cycle, comparisons may deteriorate more swiftly than anticipated. Despite the slowing economy from
2021 levels, the Fed is attempting to navigate a more inflationary environment driven by a tight labor market and
supply issues lasting longer than expected. It will be important to monitor the Fed closely in 2022 and beyond. To
help you, as a reminder we built the Fed Monitor, which is a resource that tracks 12 key economic indicators and
helps you gauge whether the Fed will be more conservative or more aggressive in their monetary policy.
With market risks rising, we continue to anticipate more volatility in the near term. Any disruption to current
expectations could be a headwind for stocks, and with stock market valuations priced to perfection, this could amplify
any volatility. We may see a stock market correction at some point this year, but we still don’t expect a big sell-off as
we saw in early 2020. We maintain that diversification is the key in this market. In these times, your financial
professional can help you stay focused on your long-term risk and return goals and help you with your personalized
investment objectives
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