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Markets rocked by recent events 

 

The month of January normally passes quickly, but this year so much seems to have happened already.    
 
Just when one problem fades into the background, a whole new set of things to worry about arrives, 
this is one more reason why investing is not easy.  The rising tension between Russia and the Ukraine 
has certainly been a focus since the turn of the year.  President Putin’s actions are hard to comprehend 
given the likelihood of strong sanctions and worsening conditions that would result in many of the 
Russian population suffering worse living conditions by an invasion of Ukraine.  As The Economist 
poignantly put it, “Seldom has the difference between a country’s interests (selling natural resources 
to its neighbours) and those of its leader been so stark”. 
 
In Ukraine, the situation is that geo-political uncertainty remains, with worrying signs that an invasion 
of the country by Russia could be imminent.  It is unclear what the response of western countries in 
Europe and the US would be, or what the market reaction would be but it clearly adds to the 
nervousness of investors on top of existing concerns about interest rates and fiscal tightening. 
 
Those that monitor their portfolios regularly via our client portal will have noticed a steady decline in 
value since the beginning of December.  There is no doubt the markets are off to a bad start in 2022.  
The US S&P500 Index is now around 9% off its recent high.  That is within a whisker of the usual 
definition of a market correction, a 10% fall.  Just as the headline index disguised a wide dispersion of 
returns on the way up, it is doing the same on the way down.  The most speculative parts of the market 
are getting a pounding while the steady-Eddie safe havens are holding up better.  The bottom line is 
that most of the investment fundamentals remain in place.  The big tech companies are broadly 
growing fast and making huge profits whilst the labour market remains strong with only 3.9% 
unemployment.  There are some tech casualties, ZOOM shares are now 75% lower than their 
pandemic peak and the fitness equipment manufacturer Peloton is also a staggering 85% down.   
 
The current era sees the world dealing with the end of COVID aid programmes which have pumped 
trillions of dollars into the global economy.   
 
The less lethal Omicron variant has become the dominant strain, opening the way for a new operating 
model in which COVID becomes an endemic ailment like the flu, one that the world learns to live with.  
The venture capitalist, Fred Wilson, in the Sunday Times this weekend called it “the end of the COVID 
trade”. 
 
There are growing signs that the current pain of the stockmarket over the last 6 weeks is more a 
correction rather than the more dramatic end of the long running ‘bull’ market. 
 
An investment two years ago in Warren Buffett’s relatively staid Berkshire Hathaway conglomerate 
now looks as good as the new economy’s flagship funds (Cathie Wood’s Ark Invest Exchange Traded 
Fund).  A year ago, followers of Buffett looked to have missed the boat but today they look a lot 
smarter. 
 
Ark focuses on disruptive new technologies and has been a major backer of Tesla.  By doing so, it 
attracted billions from momentum chasing investors and peaked at a total value of more than $60bn 
early last year.  Since the start of 2021, however, the Ark Exchange Traded Fund has fallen more than 
40% while Berkshire Hathaway is up 34%. 



 

The fate of the two illustrates the ongoing rotation from so-called growth to value investments. 
Growth investors chase rapidly expanding companies, even if they are not yet profitable.  These kinds 
of shares do well in a low interest rate environment which makes their future earnings appear more 
valuable today.  Value investors on the other hand look for companies that benefit from higher 
economic growth and rising interest rates - sectors like banks and commodities. 
 
The main driver of this rotation from ‘growth to value’ is the increased determination of the Federal 
Reserve and other central banks to get on top of fast rising inflation by increasing interest rates 
throughout this year. 
 
The Federal Reserve (the US) has opened the door to a first hike in March and then at least three more 
this year.  Goldman Sachs believes the pace of tightening might be even faster.  There are eight 
meetings of the Federal Reserve in 2022 so, in theory, a hike at each of the meetings from March could 
see seven rate rises this year. 
 
Monetary policy has clearly shifted from being a tailwind for investors to a headwind.  The other key 
part of the equation is corporate earnings but expectations remain strong despite a slower rate of 
earnings growth in the fourth quarter of 2021.   
 
For 2022 as a whole, earnings are forecast to grow in the high single digits, with something similar 
pencilled in for next year too.  That’s pretty respectable growth.  The question is whether it will be 
enough to keep sentiment positive in the face of this year’s monetary policy squeeze. 
 
It’s not just technology growth shares that are getting hit in the new risk-off environment. Another 
key indicator of investors’ risk appetite is what has happened to the price of cryptocurrencies like 
Bitcoin.  Having peaked at nearly $70,000 last autumn, Bitcoin fell as low as $35,000 last Friday which 
is a 50% fall from the peak.  Interestingly gold has risen to around $1,830 an ounce despite the recent 
rise in real, inflation adjusted interest rates, which would usually act as a drag on the precious metal. 
 
Another perhaps unexpected outperformer in recent weeks has been emerging market shares outside 
China.  Rising US interest rates are typically bad news for emerging markets but having 
underperformed developed markets significantly last year, investors are now experiencing a safe 
haven on valuation grounds. 
 
Something similar seems to be happening in Europe where cheaply valued shares like BP, Shell, HSBC 
and Allianz have posted good gains so far in 2022 in the face of wobbly markets overall.  The European 
value index has risen by 5% in the first three weeks of the year compared with a 5% fall in the MSCI 
World index. 
 
Although the link between politics and markets is notoriously hard to predict, investors will also be 
keeping a close eye on non-financial developments this week both in the UK and further afield.  This  
was a big week for the UK government and, in particular the Prime Minister, with a Cabinet Office 
report into alleged breaches of Covid rules in Downing Street expected to be concluded today or 
tomorrow. 
 
Interestingly, the pound has remained largely unmoved by the drama in Westminster.  Sterling has 
had a strong start to the year on the back of the Bank of England’s early move on interest rates.  The 
pound is at its strongest level against the euro in nearly two years, and it recently hit a three-month 
high against the dollar of more than $1.37.  Investors are pricing in four interest rate rises by the end 
of 2022 while the European Central Bank is still cautious about tightening policy.  The yield on sterling 



 

assets seems more important today than political uncertainty which since 2016’s Brexit vote, has 
largely become business as usual here in the UK. 
 
While there is volatility in the market currently, many economists from the likes of Goldman Sachs, 
Invesco and 8AM Global remain largely positive for the second half of 2022 and beyond.   
 
I hope this summary provides an insight into my thoughts and that of other commentators at a time 
when there is increased concern and volatility.  As some investors appreciate, the opportunity to place 
fresh money into the markets at current levels will be attractive for those with a medium to longer 
term outlook.   
 
If you would like to discuss any topics within our Newsletter or from within my commentary, please 
do not hesitate to contact us.   
 
Warmest regards, 
 

Wesley Fox  Dip (PFS) 

Managing Director 


