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We believe in the old saying: a picture is worth a thousand words. 

Here, we aim to recap recent market action and provide some 

perspective to investors. 
                                                                                                                                                                     January 2022 

TAKING STOCK OF THE FEDERAL RESERVE’S HAWKISH PIVOT 

As we begin 2022, the macroeconomic balance is set to shift significantly. After two years of market-friendly policy (interest 

rates at zero, stimulus checks, etc.), the winds are changing, and the effects on the economy and performance could be vast. 

To begin, monetary policy will be tighter in 2022—the question is just “how much?” As recently as September, the highest 

probability action for the Federal Reserve (per the bond market) was for zero rate hikes in 2022. Today, it stands at four. In 

addition, the Fed’s tapering program is now expected to wrap up by March (a much-accelerated timeline) and chatter of 

quantitative tightening (i.e. balance sheet runoff) has begun. Taken together, this represents a seismic shift from easing to 

tightening, and in a short time. The Fed isn’t just removing the punch bowl, they’re taking it out back and burying it. 

Of course, this pivot makes sense given the broader 

employment/inflation dynamic. The Fed rightly aimed their 

focus on getting back to full employment after the 

pandemic caused one of the biggest labor crises in 

modern history. And now, following an incredible recovery 

for the labor market, the Fed is shifting its sights to 

inflation, where the (year-over-year) data is as high as it 

has been in four decades. Whether the Fed is behind the 

curve on inflation remains up for debate, but the urgency 

with which they now view the problem explains the 

increasingly hawkish tone to begin the new year. 

But what does it mean for stocks? To begin, heightened 

volatility is likely. The uncertainty around the timing and 

pace of the action will likely keep markets on edge for the 

first half of the year (at minimum). We’re already seeing 

some market turbulence, particularly in Growth stocks, 

which had their worst start to a year vs. Value since 1995.  

But past that, stocks have actually performed well in the early stages of past rate hike cycles, as these are usually 

periods of strong economic growth and healthy corporate profits. Further, even if the Fed raises interest rates 3-4 times (as 

the market expects), the Fed Funds rate would still be a historically low ~1.0%. Not exactly the 1980s. So while a tighter Fed 

is a headwind, we can expect it to be balanced by a strong economy for the time being. Trouble doesn’t usually arrive until 

much later on, when an even tighter Federal Reserve meets a slowing, late-cycle economy. Still a ways away for now. 

Regardless, the sands have begun to shift. And while tighter policy shouldn’t necessarily be feared yet, the bar is raised for 

equity performance. Talk to your Baird Advisor today—and be sure to check out these other market materials from Baird. 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should not consider the contents of this report as a single 

factor in making an investment decision.  Additional fundamental and other analyses would be required to make an 

investment decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   


