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January 2022 Market Volatility
After a year of benign volatility, financial market volatility reverted to the mean to start 2022. Despite 
reaching all-time highs on January 4th, markets quickly reversed course after Federal Reserve Chair Powell’s 
confirmation hearing just one week later (January 11th). FOMC meeting minutes revealed an end to the 
“transitory” inflation language that has been prevalent since the Spring of 2021, as well as the potential for 
more interest rate hikes than initially expected by both the market and the Fed. Growth and Information 
Technology names started to sell off as longer-term interest rates rose from 1.52% at year-end to over 1.8%, a 
level not seen since the start of the pandemic. So far this month, the US equity market is off 7.5%. In the last 30 
years, we’ve seen monthly declines of that magnitude 16 times. Of those 16 occurrences, 9 took place during 
recessions. In other words, quick and significant declines of 7.5%+ usually occur in recessions. As we will 
highlight, the US economy is not in recession nor is the likelihood of a recession imminent. For the six episodes 
(excepting the current one) of monthly declines without an accompanying recession, the average return two 
months later was 7.74%. All of this is to say, we remain constructive on stocks relative to bonds. 
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All markets have borne the brunt of this selloff, but the biggest laggard has been the tech complex. Since the 
start the year, the disparity between value and growth has also been pronounced.

This makes sense because as interest rates rise, equity multiples tend to compress, leading to under-
performance from higher valuation names (as measured by the price to earnings).
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Corrections in the growth/tech names tend to not matter longer-term as the Nasdaq has historically 
rebounded from these bouts of interim market volatility. 

Also, consecutive down days for the Nasdaq have typically meant positive returns over the next 1- and 
3-months when the economy is not in a recession. 
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A similar story could be told for the S&P 500.

We remain constructive on the stock market and do not believe recession is imminent. Markets are typically 
prone to more corrections during the ordinary course of interest rate tightening campaigns.
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Importantly, credit spreads are not signaling impending signs of a more substantive corrective phase for 
financial markets. High yield credit spreads have historically been one of the best proverbial canaries in the 
bear market coal mine. 

As illustrated above, financial markets have historically overreacted to the initial stages of Fed tightening 
campaigns in anticipation of a policy error (over-tightening); however, tightening cycles since 1961 have 
exhibited positive returns for equity markets.
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Ultimately, the pace of the Fed tightening is what matters most. The FOMC meeting on the 26th will shed light 
on how Powell and company see the future interest rate path shaking out and will validate or remove current 
market fears.
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Recession indicators are still elusive given strong corporate earnings growth, improving consumer confidence 
and expanding manufacturing and service PMI readings. Bear markets without accompanying recessions are 
extremely rare. Recession indicators from two premier economic research firms (Macro Research Board and 
Bank Credit Analyst) are highlighted below. 
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As the market awaits further clarity from the Fed regarding the eventual pace and magnitude of balance sheet 
reductions and interest rate increases, we counsel clients to stay the course of adhering to their established 
strategic asset allocation policy. The volatility assumptions of most well-crafted portfolios include periods like 
the current one; it is normal and expected. The fact that volatility has been so benign for such an extended 
period has fostered complacency among some market participants. If managed well, periods of interim 
volatility often represent opportunities to lean into the strength and rigor of a well-designed diversified 
investment portfolio.
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be 
no assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies 
recommended or undertaken by Opal Wealth Advisors, LLC [“OWA]), or any non-investment related content, made reference to directly or indirectly in this 
commentary will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove 
successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions 
or positions. Moreover, you should not assume that any discussion or information contained in this commentary serves as the receipt of, or as a substitute for, 
personalized investment advice from OWA. OWA is neither a law firm, nor a certified public accounting firm, and no portion of the commentary content should be 
construed as legal or accounting advice. A copy of the OWA’s current written disclosure Brochure discussing our advisory services and fees continues to remain 
available upon request or at www.opalwealthadvisors.com. Please Remember: If you are a OWA client, please contact OWA, in writing, if there are any changes 
in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services, or 
if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. Unless, and until, you notify us, in writing, to the 
contrary, we shall continue to provide services as we do currently. Please Also Remember to advise us if you have not been receiving account statements (at least 
quarterly) from the account custodian.

Historical performance results for investment indices, benchmarks, and/or categories have been provided for general informational/comparison purposes only, 
and generally do not reflect the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor the impact of taxes, the 
incurrence of which would have the effect of decreasing historical performance results. It should not be assumed that your OWA account holdings correspond 
directly to any comparative indices or categories. Please Also Note: (1) performance results do not reflect the impact of taxes; (2) comparative benchmarks/
indices may be more or less volatile than your OWA accounts; and, (3) a description of each comparative benchmark/index is available upon request.
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