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Each quarter, Redhawk’s Investment Committee provides a Quarterly Commentary. We look at
what is going on in the investment landscape and provide our perspective on a variety of topics.
These are not predictions, and it represents our perspective on important market and economic
information designed to help make decisions affecting your long-term financial strategy. Our
goal is to help you understand what is going on in the markets so you can more clearly define
investment goals, diagnose unintended risks, and utilize portfolios that can achieve a better
financial outcome.

Market Commentary

Dominant themes influencing the market throughout 2021 included: COVID-19 vaccination rates,
continued easy central bank policies, fiscal stimulus, record corporate earnings, an improved
labor market, and strong consumer spending. On the other hand, concerns remained elevated
regarding the ongoing pandemic and the
emergence of new variants, supply chain
disruptions, inflationary pressures, the Fed’s
more hawkish stance, and concerns around
stretched valuations.
Delta concerns gave way to Omicron late in
November.
While initial uncertainties
regarding its increased transmissibility and
then-unknown severity caused some market
volatility, subsequent studies indicated the
variant caused much more mild symptoms
relative to earlier mutations. Additionally,
concerns over Omicron lessened as the U.S.
population headed towards immunity by
either being vaccinated, vaccinated and
infected, or infected only (see the chart to the
right)1.
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Because of the mild symptoms associated with Omicron, there were renewed thoughts in
imposing renewed restrictions, with the White House stressing the U.S. is not going back to
March 2020 levels of mitigation measures. This hesitancy and the relatively mild symptoms,
combined with the fact businesses and consumers have now largely adapted to the COVID-19
environment, points to the economic impact of the omicron variant being much lower than prior
strains.
Inflation was a key economic theme for much of the year, and it became evident inflation would
stay elevated for longer than previously anticipated as supply chain issues still needed to be
resolved. Headline Consumer Price Index (CPI) posted the highest annual increase since 1982 in
November, as strong demand on the back of accommodative policies coupled with supply chain
constraints led to upward pricing pressures. Additionally, energy prices surged from very weak
levels in 2020. Many economists believe that inflation will slow in the second half of 2022 as
manufacturing bottlenecks eventually ease and virus improvements reduce production
disruptions.
The surge of inflation was the main surprise of 2021 and the Fed pivoted from its transitory view.
Some price pressures were to be
expected as uneven reopenings
from lockdowns disrupted
supply chains and as firms
hoarded supplies in a move to
go from just-in-time to just-incase inventory management.
The rise in energy prices and the
impact of the semiconductorchip shortage on motor vehicle
prices played a significant role in
pushing up inflation measures2.
The chart to the right shows the
domestic headline CPI and core
CPI.
Because of elevated inflation, the Fed moved into a more hawkish stance. At its December
Federal Open Markets Committee (FOMC) meeting, the Fed announced an acceleration to its
tapering program and its “dot plot” economic forecasts indicated three rate hikes are likely in
2022. When explaining the decision, Fed Chair Powell continued to acknowledge strength in the
economy and persistent price pressures, stating it was time to retire the term "transitory" to
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describe inflation. Many economists expect the Fed to conclude its tapering program by March
2022, with the first interest rate increase likely in June.
November saw the approximately $1 trillion bipartisan infrastructure plan signed into law, while
the larger “Build Back Better” (BBB) spending plan was derailed as negotiations broke down. The
federal debt ceiling was raised, keeping the government funded into early 2023 and helping to
alleviate government shutdown concerns.
Economic data continued to show strong consumer spending and continued improvement in the
labor market. Retail sales were very strong despite the emergence of the Omicron variant,
supporting the notion that consumers have already adjusted spending habits to account for
COVID-19. Consumer spending has been helped by robust consumer savings and the strength in
the labor market. Consensus expectations are for the U.S. economy to post 5.6% growth in 2021
and 3.9% growth in 2022, far above the long-run trend growth rate of 2%.
U.S. Market
U.S. equities rose in the fourth quarter. Overall gains were robust despite a weaker November,
during which fears over rising cases of the Omicron variant of COVID-19 and the speed of the
Fed’s asset tapering had weighed. By year-end, these worries had largely subsided, while data
continued to indicate that the economy overall remained stable and corporate earnings were
robust.
U.S. economic growth slowed sharply in the third quarter amid a flare-up in COVID-19 infections,
despite the highly infectious Omicron variant, the economy remained on track to record its best
performance since 1984. Gross Domestic Product (GDP) increased at a 2.3% annualized rate, up
from the 2.1% that economist estimated. This was still the slowest quarter of growth since the
second quarter of 2020, when the economy suffered the worst pandemic in recent memory and
the imposition of tough mandatory measures to contain the first wave. Unemployment fell to
4.2%, the lowest since February 2020 and down from 4.6% in October. The participation rate
rose slightly but remained about 1.5 percentage points lower than the pre-pandemic level3.
As seen in the chart below, the technology sector was one of the strongest performers over the
quarter increasing by 16.7%, mostly because the chipmakers were especially strong. Real estate
also performed well and were up 16.8%, as investors expected e-commerce to continue to grow
and further drive demand for industrial warehousing. Energy came in at 8% and financials at
4.6% and were the worst performing sectors over the quarter.
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As the stock market continued to hit all-time highs, consumer sentiment plunged in the latter
half of the year. An unusual disconnect but a reminder that companies can pass along price
increases while consumers are largely stuck with the burden of inflation. Strong wage growth of
4.2% in 2021 would normally be celebrated but instead brought concern as higher inflation more
than neutralized those gains. Homeowners celebrated an almost 30% increase in home values
over the past 2 years, but Millennials, who were just beginning to purchase homes pre-pandemic,
were suddenly priced out of the market. Inflation, this time around, is due to the biggest demand
for goods in 75 years, fueled by stimulus and cheap money.
Many economists believe the U.S. economic expansion is mid-cycle. The shift from early to midcycle brings slower, but still strong, economic and earnings growth. Unemployment is back to
multi-decade lows (despite a stubbornly low labor participation rate), jobs were plentiful, and
wages have been growing. The high level of IPOs, debt issuance, M&A activity, and weakening
breadth of the market also reflected exuberance beyond early cycle and are related to the excess
liquidity provided by the Fed.
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International Markets

International markets were once
again outpaced by their domestic
counterparts. The MSCI EAFE Index
of international developed stocks
was up 11.8% for the year compared
to 28.7% for the S&P 500 (see the
chart to the left). The hangover
from the Delta variant and the
negative impact of Omicron was
more substantial in Japan where the
markets were up only 2.0% for the
year and emerging markets were
down 2.2% for 2021.

Developed market stocks are
generally more cyclical and the
threat of further shutdowns and a
worsening supply chain had a larger
negative impact than it did on
domestic stocks. Japan, which is
heavily reliant on exports, fell 4% in
the
quarter
and
dampened
international
performance.
Returns were also negatively
impacted by currency weakness, with the Euro declining -1.7% and the Yen falling -3.2% in
the quarter 4 . We have summarized the markets for several key countries below 3 .
•

Eurozone - Shares made gains in Q4, as a focus on strong corporate profits and economic
resilience offset worries over the new Omicron variant. Several countries introduced
restrictions on travel and hospitality to try and reduce the spread of the new variant. The
composite purchasing managers’ index hit a nine-month low in December, as the service
sector was affected by rising COVID-19 cases. However, equity markets drew support
from early data indicating a lower risk of severe illness.
Utilities were among the top performers with technology stocks also registering strong
gains. Technology hardware and semiconductor stocks performed particularly well. The
luxury goods sector also performed very strongly, recovering from the summer sell-off
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which was sparked by a focus on “common prosperity” in China. Meanwhile, the
communication services and real estate sectors saw negative returns.
•

United Kingdom - Equities rose over the quarter. Encouraging news around Omicron
during December saw several economically sensitive areas of the market largely recoup
the sharp losses they had sustained in the initial sell-off in late November, such as the
banks. Some areas reliant on economies reopening were unable to make up November’s
losses and ended the quarter lower, such as the travel, leisure, oil, and the gas sectors.
A few defensive areas outperformed, including some of the large internationally
diversified consumer staples groups. However, expectations China would maintain a
zero-tolerance approach to Omicron continued to impact sentiment towards other
globally exposed large-cap companies. These consistently underperformed over the
quarter, despite some uncertainties around increased regulatory oversight in China
having abated.

•

Japan - After declines in October and November, the Japanese stock market regained
some ground in December to end the quarter with a total return of -1.7%. The yen was
generally weaker in the quarter.
Japan held a general election in October and once the focus on the election subsided, the
political focus shifted to a substantial fiscal stimulus package. The stimulus package
included direct cash handouts to households in an effort to kick-start a consumption
recovery in the first half of 2022.

•

China - Was the worst-performing market in the Asia in the quarter, with share prices
sharply lower, along with investor fears that new lockdown restrictions would be
instigated following the rapid spread of the new COVID-19 variant. Share prices in
Singapore also ended the fourth quarter in negative territory as investors continued to
track developments surrounding the new Omicron variant. There were also fears that the
city-state’s government might have to scale back some recently relaxed curbs on activity.

Fixed Income Markets
For the quarter, the Bloomberg U.S. Aggregate Index inched up .01%, and the broader
Bloomberg U.S. Universal Index ticked down -.03%.
The yield on the 10-year U.S. Treasury was flat, starting and ending the quarter at 1.52%.
The Fed’s minutes from the November meeting indicated an interest in raising the
overnight rate three times in 2022, catching those who expected zero rate hikes by
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surprise. As discussed earlier, more persistent inflation and a falling unemployment rate
gave the Fed the support it needed to initiate increasing rates. Shorter-term interest rates,
which are more impacted by Fed actions, responded by moving higher. During the quarter,
the two-year Treasury yield moved up .45% while the five-year Treasury yield increased
.28%. Rising interest rates put downward pressure on bond prices and resulted in poor
performance for fixed-income securities. The chart below shows how the fixed income
asset classes performed in 2021 and inflation protected bonds lead the way increasing by
6%.
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Economic Outlook

The U.S. economy is poised for a year of moderating but significantly above-trend economic
growth in 2022. Robust household income and accumulated pandemic savings leave the
consumer in a position of strength heading into the new year. Many economists expect robust
business investment in 2022, particularly as a record earnings recovery and backlogs align the
ability and need to invest for corporations.
All in all, the U.S. economy is expected to deliver 4% real GDP growth in 2022. Many economists
believe that moderating demand and a healing supply side of the economy should allow U.S.
inflation rates to decrease quite a bit in the second half of 2022. Elevated wages, inflation, and
exceptionally strong labor demand are key risks to the U.S. economy in 2022.
All eyes will be on the Fed - when and at what rate will they start tapering purchases of treasuries
and increasing rates.
We will continue to apply our time-tested investment process based on risk management, asset
allocation, and investment selection to manage your portfolios.
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It is not enough to own a portfolio personalized for your situation, based on your comfort with
risk and long-term financial goals. You must be patient and disciplined, too. With our risk
management process, our investment committee is reviewing the market conditions and
underlying investments on a weekly basis. Please contact your Redhawk financial advisor to learn
more.
The views expressed represent the opinion of Redhawk Wealth Advisors, Inc. The views are
subject to change and are not intended as a forecast or guarantee of future results. This material
is for informational purposes only. It does not constitute investment advice and is not intended as
an endorsement of any specific investment. Stated information is derived from proprietary and
nonproprietary sources that have not been independently verified for accuracy or completeness.
While Redhawk Wealth Advisors, Inc. believes the information to be accurate and reliable, we do
not claim or have responsibility for its completeness, accuracy, or reliability. Statements of future
expectations, estimates, projections, and other forward-looking statements are based on
available information and the Redhawk Wealth Advisors, Inc.’s view as of the time of these
statements. Accordingly, such statements are inherently speculative as they are based on
assumptions that may involve known and unknown risks and uncertainties. Actual results,
performance or events may differ materially from those expressed or implied in such statements.
Investing in equity securities involves risks, including the potential loss of principal. While equities
may offer the potential for greater long-term growth than most debt securities, they generally
have higher volatility. International investments may involve risk of capital loss from unfavorable
fluctuation in currency values, from differences in generally accepted accounting principles, or
from economic or political instability in other nations. Past performance is not indicative of future
results.

Redhawk Wealth Advisors, Inc. is an SEC registered investment advisor (“RIA”) that provides comprehensive
retirement plan and financial planning tools and critical back-office support for financial advisors nationwide.
Redhawk’s focus is to enable financial advisors to create, grow, and manage wealth through a broad range of
financial products and services that promotes the economic well-being of our select group of clients and
financial advisors.

For more information, please contact Redhawk at either research@redhawkwa.com or (952) 835-4295.
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