
If there was a single overriding theme that defined the economy and financial markets in 2021, 
it had to be inflation. (At least it wasn’t COVID, although there is plenty of concern and 
uncertainty about the pandemic.) Earlier in the year, fears of rising inflation pushed interest rates 
higher and sparked some brief market volatility. As 2021 progressed, those fears became reality 
when consumer price inflation reached levels not seen in decades. A mix of factors whipped 
up the steep jump in inflation: labor shortages, rising wages, mass resignations, supply chain 
constraints, jammed container ports, overworked truckers, empty store shelves and a surge of 
newly vaccinated consumers returning to shopping and travel.

Even with one eye on inflation, the major U.S. stock indexes rode a 
wave of optimism to higher levels in 2021. The S&P 500 Index rose 
28% for the year, while the Nasdaq Composite gained 22%. Stock 
performance rotated to the more value-oriented sectors, with energy, 
real estate and financial stocks posting the highest annual returns 
among sectors. Technology stocks weren’t ignored, as the biggest tech 
firms continued to add to their massive market capitalizations and hold 

an oversized sway on index performance. Interest rates increased too, with the benchmark 10-year 
Treasury yield hitting a calendar-year high of 1.75% in March. But rates failed to break above 
these levels as the year went on, and the 10-year closed out 2021 at a yield of 1.55%.

Economists split into two camps generally when assessing the outlook for inflation. On one side, 
there are those who expect consumer spending to remain strong and for supply constraints to 
continue, thereby driving inflation higher at least through the first half of 2022. The other side 
believes inflation is peaking at present, with the easing of supply chain issues and labor shortages 
leading inflation levels to retreat in future quarters. Much of the outcome will depend on the 
Federal Reserve, which is in a tight bind concerning monetary policy shifts in the coming year. 
One view holds that the Fed is already behind the curve in tightening monetary policy and has 
let inflation get out of hand. However, if the Fed gets too hawkish in raising interest rates to cool 
inflation, it risks causing an abrupt slowdown in the economy. 

In my view, I believe the Fed’s patient, prudent approach to removing monetary policy 
accommodation has so far been effective and should continue to be in the new year. The Fed 
telegraphed its intentions to the financial markets so that there have been no big surprises. Some 
stock investors even applauded the Fed’s most recent announcement on locking in three rate hikes 
in 2022. Markets dislike uncertainty but knowing what the central bank’s game plan is provides 
enough clarity to inspire confidence among investors.

Why pay attention to the Fed?

The Federal Reserve has influenced U.S. financial markets since its founding in 1913. But due 
primarily to the critical support it provided after the Global Financial Crisis, the Fed now seems 
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to have an outsized role in directing both the economy and the financial markets. With inflation 
spiking throughout 2021, investors have waited on announcements by Fed chair Jerome Powell 
and reacted to decisions by the Federal Open Market Committee (which sets the benchmark Fed 
funds rate) on the moves they would make to try to tame the inflation surge.

You may be wondering why there has been so much attention and interest paid to the Federal 
Reserve during the past year, so I thought I’d take some time in this 2021 review to share my 
views on the central bank’s role and what’s important for investors to know about the effects of 
Federal Reserve decisions. 

The Fed has two mandates, established through Congressional legislation, of seeking price 
stability (i.e., controlling inflation) and full employment. The Fed looks to achieve these dual 
goals through the management of bank reserves and the money supply. Interest rates are the 

primary tool the Fed has at its disposal to control money supply, 
although The Fed can only affect very short-term rates. (Longer-term 
rates are largely set by market participants.) The Fed can also control 
the money supply by buying and selling Treasury securities, a process 
known as “open market operations”. 

If the economy is in recession or growth is sluggish, the Fed can 
increase money supply by lowering interest rates or increasing 

purchases of Treasuries. That encourages banks to increase lending in order to boost economic 
activity. On the flip side, if the economy is running too hot and inflation is rising, the Fed can 
cool things down by raising rates and/or selling Treasury securities. The effect would be less 
lending by banks, thereby slowing economic activity. 

Many times in the past, the Federal Reserve has acted as a “lender of last resort” for the 
financial system, rescuing banks that are considered systemically important or even supporting 
the banking systems of other countries that are important U.S. trade partners. In the aftermath 
of the Global Financial Crisis, the Fed served as a “lender of last resort” to the entire financial 
system, expanding its open market operations to include long-term Treasuries and other types 
of bonds such as mortgage-backed securities. (You may remember the Fed called these actions 
“quantitative easing”.) 

These asset purchase programs were controversial at the time and remain unconventional 
measures in the central bank’s arsenal. They proved to be effective during the recovery from the 
Great Recession, but were also meant to be temporary. Once quantitative easing had run its 
course, it was back on the Fed to phase out asset purchases by reducing the amount of bond 
purchases it undertook each month. The problem had become the size of the Fed’s balance sheet, 
which matters because increasing the Fed’s assets can create distortions in the financial system and 
alter how real investment is allocated in the economy. 

The Fed reprised asset purchases at the outset of the COVID pandemic, when stock markets 
corrected and recession fears flared. The main goal was to keep the financial system operating 
and to buoy businesses and workers from the economic shock of lockdowns. Bond purchases 
reached $120B per month this past year. As in 2008-09, quantitative easing by the Fed proved 
successful in 2020-21, but inflated the central bank’s balance sheet even higher than it was after 
the Global Financial Crisis. With inflation running rampant, “easy money” policies by the Federal 
Reserve are no longer warranted. If anything, interest rates should be rising and bond buying 
should be ending. The Fed can’t shut down asset purchase programs in one fell swoop; that would 
destabilize financial markets. Instead, the Fed gradually scales back asset purchases, a process 

Increasing the Fed’s assets can create 
distortions in the financial system and 
alter how investment is allocated.

Continued on the next page.



called “tapering”. The Fed announced in October it would start tapering asset purchases, reducing 
bond buying by $15B per month starting in November, until stopping altogether in mid-2022. 
After that, the Fed would start raising interest rates. 

Ongoing inflation pressures forced the Fed to accelerate tapering to $30B per month in 
November, which would move up the end of asset purchases to March 2022. The Fed’s balance 
sheet would still be large, but with more than half of the U.S. Treasuries owned by the Fed at 
maturities of five years or less, it’s likely the Fed would hold existing bonds until they mature 
rather than selling them on the open market. The end of asset purchases also means that rate hikes 
are coming sooner than later; a total of three Fed rate hikes in 2022 are now anticipated. 

For the private economy, the onset of rising interest rates 
generally impacts how companies fulfill their capital needs. For 
many firms, future borrowing costs will get more expensive as 
maturing debt is rolled over at higher interest rates. Higher debt 
expenses may erode profits and lead to a slowdown in growth, 
prompting some investors to sell equity shares. Looking more 
broadly at the stock market, investors often display a tendency 

to dump stocks reflexively when interest rates rise, essentially throwing the baby out with the 
bath water. A broad market selloff in response to increasing rates can create opportunities; not 
all companies will need to access capital markets at higher rates. (For one example, Apple’s cash 
hoard means it won’t necessarily have to tap capital markets for financing.) Prudent investors will 
be able to pick up or increase stakes in good, well-managed companies when equities markets 
slide. The skill comes in finding those companies that won’t be affected much by rising rates. 

Risks to the outlook

You wouldn’t think stock investors worried much at all about inflation or interest rates by 
looking at index performance. Both the S&P 500 and the Nasdaq Composite Indexes closed 
the year near record highs. All S&P 500 sectors delivered double-digit returns for 2021. Energy, 
real estate, financials and technology stocks outperformed the broad large-cap index and were 
the top performers for the year. It’s not uncommon to see rotation between growth and value 
companies during the year, which is why exposure across different industry sectors often makes 
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Investors often display a tendency to dump 
stocks when interest rates rise, essentially 
throwing the baby out with the bath water.
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sense. Consumer staples and utilities were among the worst performers for the calendar year. 
Momentum seems to be moving in favor of stock investors, but there are some risks on the near- 
and long-term horizon that investors should be tuned in to. 

The Omicron coronavirus variant likely poses the biggest near-term risk to the equity market. 
The global economy is just beginning to reckon with the impacts of this fast-spreading version of 
COVID, notably with a drop in restaurant reservations and widespread flight cancellations over 
the Christmas and New Year’s weekends. Dealing with new variants may become part of the “new 
normal” economically speaking. From an investment standpoint, it seems that as long as COVID 
is with us, so will market volatility. On the positive side, the more we learn about COVID 
through its variants, the better equipped governments and health systems may become in dealing 
with fresh outbreaks. Greater access to vaccines and treatments have helped people cope with 
the latest round of the pandemic. Moreover, I don’t anticipate a return to business lockdowns in 
the U.S., although some businesses may resort to temporary shutdowns as more employees test 
positive and customer foot traffic drops. 

A longer-term risk would be a slowdown in earnings growth. 
Firms turned in strong results for much of 2021 and earnings 
growth for the full calendar year is expected to smash records. 
FactSet estimates 2021 earnings growth should top 45% when 
Q4 earnings are announced early in 2022. That would be the 
highest calendar-year rate for earnings growth since FactSet 
began tracking this metric in 2008, although it is following 
the widespread business shutdowns from 2020. But it’s future 
earnings growth that’s getting more scrutiny by analysts. For 

instance, FactSet’s early estimate for 2022 calendar-year earnings growth is just 9.2%. Firms may 
find it difficult to top the strong quarterly earnings numbers they achieved in 2021, which could 
make future earnings reports seem more disappointing than they truly are. The stock market 
could sell off on any poor earnings results. Again, investing in companies that are positioned to 
deliver strong if not record-level earnings will likely be key to capturing equity gains. 

2021 Year-End Economic & Market Commentary | Page 4

 700 Louisiana, Suite 3950  | Houston, Texas 77002   281.580.2100 Ext. 1 | 877.359.2081 toll free

info@postoakprivatewealth.com  |  www.postoakprivatewealth.com

Firms may find it difficult to top the strong 
earnings they achieved in 2021, which  
could make future earnings reports seem 
more disappointing than they truly are.

Continued on the next page.

�����

�����

�����

�����

�����

�����

�����

�����

�����

�����

�����

�����

������

�����������

����������

����������

���
		������

���������

�����������

��������
�������������

��������������

�����������

���������������

���������

��������������
	���
������������	�������������

����������������������������� ������������



2021 Year-End Economic & Market Commentary | Page 5

 700 Louisiana, Suite 3950  | Houston, Texas 77002   281.580.2100 Ext. 1 | 877.359.2081 toll free

info@postoakprivatewealth.com  |  www.postoakprivatewealth.com

Past performance does not guarantee future results. There is no guarantee that any investment strategy or account will be profitable or will not incur 
loss. Investors should consider the investment objectives, risks, charges and expenses that make up this investment strategy carefully before investing. 
Investing involves risk, including the possible loss of principal. Share price, principal value, and return on investments will vary, and you may have a gain 
or a loss when you sell your investment.

Post Oak Private Wealth Advisors may have an interest in securities or sectors highlighted in this report. This presentation and the data herein is neither 
an offer to sell nor a solicitation of any offer to buy any securities, investment product or investment advisory services offered by Post Oak Private 
Wealth Advisors. (“Post Oak”) This presentation is subject to a more complete description and does not contain all of the information necessary to make 
an investment decision, including, but not limited to, the risks, fees and investment strategies of any Post Oak products or services. Any offering is made 
only pursuant to the relevant information memorandum and accompanying, subscription materials, including Post Oak’s Form ADV Part 2, all of which 
must be read in their entirety. This information is not an advertisement and is not intended for public use or distribution and is intended exclusively for 
the use of the person to whom it has been delivered. The contents of this report have been compiled from original and published sources believed to 
be reliable, but are not guaranteed as to accuracy or completeness.  Market opinions contained herein are intended as general observations and are not 
intended as specific investment advice. Market index performance is provided by a third-party source deemed to be reliable. Indexes are unmanaged 
and have been provided for comparison purposes only. No fees or expenses have been reflected. Individuals cannot invest directly in an index.

Opportunities in the year ahead

The uncertainty over inflation is likely to keep investors guessing in the coming year, but 
higher inflation doesn’t necessarily lead to poor stock market conditions. The Fed’s recent 
announcements on accelerating the pace of tapering and the timing of rate hikes was encouraging, 
in that it showed the central bank taking the inflation threat seriously. Plus, investors displayed 
enthusiasm for the planned moves. There will always be investment opportunities in the financial 
markets, but the prime opportunities are likely to shift along with the actual movement of interest 
rates. The current environment seems to be suitable for money managers who can be more 
choosy in their investment selections and asset allocation. While diversification remains valuable 
for managing risk, broad market exposure and index-tracking returns may not be sufficient for 
meeting investors’ goals. 

On behalf of all associates at Post Oak Private Wealth Advisors, I wish you a successful and 
prosperous new year and thank you for the trust you continue to place in our firm. We look 
forward to helping you navigate what should be an interesting year in 2022.


