January 6, 2022

Special points of
interest:

o Stock market indices
were generally higher in
December, reversing
November’s course.

o Higher interest rates and
the latest Covid variant
are driving a shift in
market sentiment from
growth to value.

e The S&P 500 index has
now logged 3 straight
years of double-digit
gains.

e Growing economic un-
certainty and fading
market support struc-
tures should temper gain
expectations for this
year.
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The Markets in December 2021

Stock markets reversed course in
December from the month prior,
rising strongly as part of an an-
nual end-ofyear trend known as a
‘Santa Claus rally’. This move-
ment, which doesn’t happen
every year but more often than
not, tends to reward investors
with the optimism of the Christ-
mas season. This December pro-
duced gains of 5.4% for the Dow
Jones Industrial Average and
4.4% for the S&P 500 index.
Gains were more muted for the
Nasdaq index, however, which
only rose 0.7% in the month as
selling pressures increased on
prior tech and pandemic winners.

The Fed’s pre-announced rate

The Look Ahead

The S&P 500 index rose 27% in
2021, continuing a 3-year trend of
double-digit gains. How much
longer can stock markets rise?
This is a question that can only
truly be answered in hindsight,
but all investors take their best

shot by their portfolio holdings.

No question that there is a grow-
ing amount of economic uncer-

tainty right now, though. Work-

increases for the months ahead is
already shifting investor attention
from growth stocks with fewer
current revenues to value stocks
with greater cash flows today
(including energy). Previously

predicted volatility has arrived!

In addition to the imminent pros-
pect of higher interest rates, pet-
sistent inflation and the latest
Covid variant are wrecking havoc
on labor markets and corporate
planning. In mid-December, the
Labor Department reported that
November’s consumer price index
rose 6.8% from the same month
in the prior year—the fastest pace
in 39 years and the sixth straight

month of 5%+ inflation.
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ers are quitting companies at

record rates (see above), inflation
is driving supply costs higher, and
political tensions will rise as we
approach the midterm elections. I
believe that many of the struc-

tures supporting the market over

Job openings also continue to be
elevated as workers respond to
ongoing Covid conditions by
dropping out of the workforce or
seeking better pay elsewhere. The
job-search site Indeed estimates
that there were approximately 12
million job openings at the end of
December vs. 10.6 million at the
end of November. What will the

new ‘normal’ look like?
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After a tumultuous fourth quarter,
markets are now searching for a
new normal in 2022.

the past 18 months will fade in
2022—corporate earnings growth
will moderate, interest rates will
rise, and there will be no more
stimulus packages to bolster con-
sumer spending. While I am not
calling a stock market loss this
year (though likely a correction or
two), stocks will be more range-
bound and bond markets will see
increasing headwinds. Temper

expectations accordingly this year!

www.cfefinancial.com




Disclaimers:

This publication has been prepared by Marco Rimassa, CFP®, CFA. The author certifies that the views
expressed in this publication reflect the author’s current personal views about the investments or market/
economic conditions described in this report. The author also certifies that there has not been, is not, and
will not be direct or indirect compensation from any of the sources or investments described in this
publication for expressing the specific recommendation(s) and view(s) in this publication.

This publication does not constitute an offer or solicitation of any transaction in any securities referred to
herein. Any recommendation contained in this report may not be suitable for all investors. Although the
information contained herein has been obtained from recognized services, issuer reports or
communications, or other services and sources believed to be reliable, its accuracy or completeness
cannot be guaranteed. Any opinions, estimates, or projections expressed herein may assume economic,
industry, and political conditions and/or current conditions at the time of issuance, which are subject to
change. Any quoted price or value is as of the last trading session unless otherwise noted.

This information is being furnished to you for informational purposes only, and on the condition that it
will not form a primary basis for any investment decision. Investors must make their own determination
of the appropriateness of an investment in any securities referred to herein based on the legal, tax, and
accounting considerations applicable to such investors and their investing strategy. By virtue of this
publication, neither the author nor any owners, employees, or affiliated personnel shall be responsible for
any investment decisions based upon any of the information included herein.



