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Monthly Market Commentary 
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US Economy 

A strong finish to 2021 leaves the US economy’s fourth-quarter growth on track for its best showing 

since the explosive rebound in the spring of 2020.  Recent strength has been broad-based across 

consumer spending, housing, foreign trade, and business investment.  Support for household spending 

has come from solid job growth supporting income gains and by homeowners’ willingness to tap into 

recent increases in household wealth. 

Supply shortages appear to be easing, but are still restraining manufacturing and consumer-goods 

spending.  The shortfall helps explain the mixed start to the holiday shopping season.  Late November 

sales were undercut by unusually early purchases in October and by a lack of discounts encouraging 

post-Thanksgiving buying in stores and online.  Separately, inflation has broadened and intensified, 

creating a potential growth headwind beyond a possible fresh wave of the pandemic.  Large price 

increases have convinced the Federal Reserve (Fed) to shift its policy priorities from maximizing job 

growth to controlling inflation as we move into 2022 (see our discussion below). 

US Markets 

After a rocky start to the month, driven by concerns about the newly-emerged omicron variant, US 

equity markets shifted higher to end the year on a strong note.  Looking ahead, we anticipate the 

continuation of COVID-19 testing, treatments, and vaccines could boost economic growth in the coming 

quarters.  Additionally, the Fed’s accommodative stance is expected to last through most of 2022, which 

we believe could continue to support equities.  We believe that, while the pace of earnings growth may 

slow in 2022, we believe that US equity markets could continue trending higher into 2022. 

Fixed Income 

The Federal Open Market Committee (FOMC) met in December and, as anticipated, decided to leave the 

federal funds rate unchanged at 0.00% - 0.25%.  The Fed also announced that it will double the speed of 

tapering (i.e. reducing the amount of monthly bond purchases that were initiated at the beginning of 

the pandemic) by $20 billion in Treasury securities and $10 billion in mortgage-backed securities.  The 

increase in tapering speed implies that the expansion of the Fed balance sheet will end in March 2022.  

The FOMC did state that similar reductions in the pace of asset purchases will likely be appropriate each 

month, but it is prepared to adjust the pace of purchases if warranted by their outlook. 

With inflation having exceeded 2% for some time, the FOMC expects it will be appropriate to maintain 

the target range for the federal funds rate at 0.00% - 0.25% until labor market conditions have reached 
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levels consistent with the Committee’s assessments of maximum employment.  The Fed did note while 

supply and demand imbalances related to the pandemic and reopening of the economy have 

contributed to elevated levels of inflation, with progress on vaccinations and strong policy support, 

indicators of economic activity and employment have continued to strengthen. 

International Markets 

The European economy has held up remarkably well to inflation’s energy-led rise and to the latest 

increase in coronavirus caseload activity.  Business surveys have showed moderately strong, well-

balanced growth between leading edge manufacturing and services activity.  However, caseload 

increases and news of the Omicron variant have begun to weigh on growth, leaving the region’s 

economy vulnerable to a repeat of last year’s slowdown.  Unlike a year ago, however, growth may be 

resilient enough to avoid a recession.  Activity should be cushioned by inflation’s decline, benefitting 

from lower fuel costs even as shortages underpin other goods’ prices. 

As we look to Asia, China’s economic restraints and a cautious reopening of other Asian economies thus 

far have produced a modest growth recovery throughout the region.  The services-led rebound in China 

is being hamstrung by consolidation in the key property sector, and by manufacturing just beginning a 

slow recovery from earlier cuts in power supplies.  A stronger – but still moderate – recovery is taking 

hold elsewhere in Asia, restrained by a cautious reopening of local economies, along with limited fiscal 

and monetary policy support.  The good news is that the reopening, reduced supply shortages, and 

reasonably strong growth in export markets outside China lifted Asian manufacturing.  A self-sustaining 

recovery, given added depth by a revival of investment in parts of the region, hinges critically on the 

ability to contain another pandemic wave driven by the Omicron variant. 

Commodities 

Despite a substantial rally in commodity prices off the March 2020 bottom, supply growth remains 

muted.  We believe demand will continue to rebound throughout 2022 as the global growth recovery 

continues, travel restrictions ease and the pandemic fades.   

Supply restraint from Saudi Arabia, Russia, and the rest of OPEC+ and US producers have tightened 

energy markets considerably.  We anticipate OPEC+ to continue to take a disciplined approach in 

bringing spare capacity back online and to err on the side of tightness.  US oil production is likely to 

increase, but at a much slower rate than prior cycles as producers have pledged capital discipline.  

Demand should continue to improve as economic growth remains above trend and travel restrictions 

ease as the pandemic fades.   

After facing numerous headwinds in 2021, gold’s path higher looks clearer in 2022.  Moderating equity 

market returns as well as investor concerns about inflation and volatility risks may bring the market’s 

focus and flows back to the yellow metal next year.  Furthermore, we anticipate a stable to slightly 
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stronger US dollar could suggest that the greenback will not be a substantial headwind in 2022, as it was 

in 2021. 

What Does This Mean To Me? 

As we look ahead to 2022, the economy is performing well in many ways.  Jobs have been plentiful, 

companies have been strongly profitable, businesses have reopened or new ones have been launched, 

and consumer savings and income have expanded considerably.  However, we anticipate economic 

growth to slow next year, as the booming growth profile of the past 18 months transitions into a slower 

but more sustainable trajectory in 2022.  Inflation should remain above its long-term average but should 

slowly ease if supply shortages normalize as we expect.  Liquidity abounds, coupled with solid profit 

growth and an emerging capital spending cycle that should support higher equity and commodity prices 

and a gradual move higher in bond yields.  As early-cycle dynamics evolve into mid-cycle drivers, we 

believe volatility could decline, confidence could rise, monetary and fiscal policy to transition from an 

easier to tighter path, and sidelined cash to flow into risk assets.  All of this should bode well for the 

global economy and markets as we move into 2022.  As such, we believe any pullback in equity markets 

as a potential buying opportunity to add side-lined cash to work.   

If you have any questions or concerns, please do not hesitate to reach out to us at any time. 

 

Sincerely, 

 

Chad E. Mickelson, CRPC®, CFP®                               Clint A. Markin, CRPC®, CFP® 

Senior Vice President – Investments                   Senior Vice President – Investments 

Financial Advisor                         Financial Advisor 
       

This letter has been prepared for informational purposes only and is not a solicitation or an offer to buy any security or instrument or to 

participate in any trading strategy. Investing involves risk including the possible loss of principal.  The opinions expressed in this letter are those 

of the author(s), are subject to change without notice and are not necessarily those of Wells Fargo Advisors or its affiliates.  Statistical 

information has been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed.  Past performance 

is not a guarantee of future results and there is no guarantee that any forward looking statements made in this letter will be attained. 

 

Stocks are subject to market risk which means their value may fluctuate in response to general economic and market conditions, the prospects 

of individual companies, and industry sectors. Investments in equity securities are generally more volatile than other types of securities. 

 

Investing in commodities is not appropriate for all investors. Exposure to the commodities markets may subject an investment to greater share 

price volatility than an investment in traditional equity or debt securities. The prices of various commodities may fluctuate based on numerous 

factors including changes in supply and demand relationships, weather and acts of nature, agricultural conditions, international trade 

conditions, fiscal monetary and exchange control programs, domestic and foreign political and economic events and policies, and changes in 

interest rates or sectors affecting a particular industry or commodity. Products that invest in commodities may employ more complex strategies 

which may expose investors to additional risks, including futures roll yield risk. 

 

Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and 

economic instability, and different accounting standards. This may result in greater share price volatility.   Investing in emerging markets 

accentuates these risks. 
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Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices fluctuate inversely to changes in 

interest rates. Therefore, a general rise in interest rates can cause a bond’s price to fall.  Credit risk is the risk that an issuer will default on 

payments of interest and/or principal. This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income securities are subject 

to market risk. All fixed income investments may be worth less than their original cost upon redemption or maturity. 
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