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The market finally hit a pothole, falling in and almost breaking an axle. Rising interest rates,
elevated inflation and a hawkish Federal Reserve rattled the market in January; big tech stocks
were the hardest hit. In intraday trading during the month, according to the New York Times,
the Nasdaq fell 18.5 percent from its November high and 16.3 percent for the month. There
was some recovery, however; by the end of January the Dow Jones was down 3.3 percent, the
S&P was down 5.6 percent and the Nasdaq was down 8.98 percent.
The market had lived in fear of the Fed for some time. But when the minutes of the board’s
December meeting were released, suggesting a more hawkish tone than was expected, the
market bears stepped on the accelerator. The Fed minutes suggested that interest rate
increases would come sooner than market pundits anticipated. The minutes also warned that
the Fed was considering reduction of its balance sheet, thus shrinking the money supply and
so further tightening credit. Bond yields trended higher, to the detriment of both bond and
equity markets.
2022 is the Year of the Tiger, according to the Chinese zodiac. The Year of the Tiger exemplifies
courage and the routing of evil. The market started the year in need of a new tiger in its tank.
That the Fed was supporting higher rates and tightening of the money supply should have
been no surprise to markets, as the Fed had been telegraphing these moves for some time.
Nevertheless, the reality was hard for the markets to hear. Except for energy (up 17.07
percent), all industry sectors closed the month with losses.
The economy has remained resilient; indicators are positive. The rate of economic expansion
in the fourth quarter exceeded economists’ expectations, rising 6.9 percent. But that was
tempered by the realization that inflation had climbed 6.5 percent.
Employers reported adding 199,000 jobs in December and 450,000 jobs in January, with the
unemployment rate dropping to 3.9 percent.
Retail sales did decline 1.9 percent in December, and industrial production contracted 0.1
percent. The latter number could be partially attributed to a decline in automobile production,
which in turn was partially attributed to a shortage of computer chips.

Housing starts increased in December, when interest rates were low and weather was warm.
Existing home sales slipped because prices surged. New home sales increased 11.9 percent.
Consumer prices rose 5 percent, with inflation 7 percent over a year ago.
Orders of durable goods declined 0.9 percent, reflecting the surge of the COVID-19 omicron
variant.
The Fed left rates unchanged, although board members signaled that they will likely increase
rates at the next meeting in March. They approved one last round of bond purchases, bringing
quantitative easing to an end.
All indications are that the economy is strong. The outlook for the equity market is mixed but
leaning positive. The Year of the Tiger may prove to be a good time to add to positions.
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