
Welcome to December!  Every month, we like to impart some perspective on the economy and the financial markets, discuss a topical 
issue or two, all in an attempt to help our clients filter through the noise and become slightly more educated investors.  We welcome 
your comments and suggestions, and as always, we invite you to share this piece with anyone you believe may find it of interest.
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Apparently Santa took one look at his list this year and 
concluded we hadn’t earned a quiet Holiday so he threw one 
very big lump of volatility our way.  The markets went on a 
rollercoaster of a sleigh ride this last week, down 900 one day, 
up 250 the next, down 650, and so on. 

Longtime clients of ours know that we’ve always viewed 
volatility as more of a nuisance than a concern, and the daily 
ups and downs we sometimes experience are simply the price 
we pay for the opportunity to earn outsized returns over time.  
Yet our curiosity remains, often coaxed on by a media that preys 
on it, and we naturally want to ask what’s going on.  In this case 
the answer is twofold:

Lump #1: Omicron.  On Friday November 26th, the markets 
were clobbered by news of a highly mutated Covid variant 
working its way through southern Africa and eventually 
finding its way into Europe and the U.S.  Fear-selling was 
an understandable, albeit self-defeating reaction, with the 
widespread havoc wreaked by 18 months of Covid fresh in 
investors’ minds.  We’re not scientists, but we do have some 
perspective rooted in simple observation and common sense.  
First off, looking back to March 2020, it seems the ill-informed 
place from which we started this Covid journey is all but gone 
and the public – liberal and conservative alike - is highly unlikely 
to support a new round of lockdowns, especially knowing what 
little we currently know about the Omicron variant.  Anyone 
who doubts that should simply try to make a restaurant 
reservation or find an empty seat in a packed football stadium.  
Beyond that, if the new variant were truly a threat to the 
economy, we would be seeing considerably more positive action 
from the “stay at home / work from home” stocks than we have.  

We’re not about to dismiss the threat from any Covid variant, 
but our take is that Covid and its various mutations won’t be 
going away anytime soon and today’s boosters may very likely 
become tomorrow’s annual flu shot-equivalents.  At some point, 
we believe the markets will begin to accept this as the new 
normal. 

Lump #2: Inflation and the Fed.  In our November Check-In, 
we discussed inflation and interest rates and the pace at which 
the Fed was likely to roll back the wash of cash and liquidity 
in place since March 2020.   We discussed the risks of the Fed 

being behind the curve and waiting too long to raise interest 
rates in an attempt to ward off inflation.  Well, it happened.  In 
Senate testimony last week, Fed Chairman Jerome Powell did 
an abrupt about-face and admitted that “inflationary pressures 
are high” and that the Fed would consider accelerating its wind-
down of Covid-era stimulus. Why does this matter?  Because 
the Fed is notorious for making mistakes by waiting too long to 
raise rates then ultimately raising them too quickly, throwing 
the economy off its rails and into recession.  This time may be 
no different. 

We don’t use the “R” word lightly and we’re not suggesting that 
a recession is in the works, but there are several cautionary 
signs we’re keeping an eye on: the yield curve is quite flat right 
now.  Much flatter than this suggests fears of a Fed mistake.  
Last Friday’s employment report was weak and November’s 
consumer confidence numbers hit a 9-month low.  So we are 
paying full attention to current economic trends. 

For now, we are going to accept volatility for what it is and 
remind ourselves that the markets remain in a pronounced 
uptrend.  Fourth quarter Gross Domestic Product (GDP) is likely 
to show the economy grew at a very impressive annualized rate 
of 5%.  Third quarter earnings were outstanding – profits grew 
by 40%, with 85% of companies beating consensus, the third 
highest level in 15 years1.  And from a valuations perspective, 
the market is actually cheaper today than it was at the beginning 
of the year. 

And let’s not forget that since 1950, the month of December has 
been positive 74% of the time and no other month has been 
stronger or more consistent to the upside than this one2.

Our bottom line - there’s much yet to be learned about Omicron 
and Fed policy, and the next several weeks should bring us 
some clarity on both.  Until then, uncertainty may rule and 
those lumps of volatility may continue making their presence 
felt.  In our view however the markets remain fundamentally 
sound, and thus, our glass remains half-full.

As always, there’s more to come.

Wishing our clients and friends much happiness, good health, 
and the best of everything the Holidays ahead have to offer.


