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February 11, 2022 

 

Dear Friend of Potomac Wealth Advisors, 

 

January was very rough for both bond and stock markets. Inflation is running hot, and that pushed 
interest rates rapidly higher. Stocks, which prefer a more stable interest rate environment, declined. 
The decline in stocks was significant with the NASDAQ dropping 18% from its high. Those losses 
have recently been cut in half, but investors should still expect volatility throughout 2022. I recently 
discussed these topics on CNBC’s WorldWide Exchange: CNBC Market Commentary February 
11 . 

While the short-term outlook may be rocky, for longer term investors, stocks look attractive 

especially when measured against other asset classes such as bonds and cash. If interest rates 

continue to rise, the value of existing bonds that pay lower rates of interest will decline. While rates 

were anticipated to rise, the swift and severe spike was a bit surprising. On Dec 3, 2021, the 10-year 

Treasury yielded 1.35%. And just a little more than two months later, it now yields 2.00%. That is an 

increase of 65 ‘basis points’ or in more plain language, an increase of 48% in a little over two 

months! 

Bond funds are off to their worst January ever by some accounts. But exiting bonds now may not be 
prudent since many forecasts have rates only rising modestly from here. And, if the economy slows 
in the second half as many project, rates could eventually dip lower. 

This recent and rapid rise in interest rates is one reason for the decline in stock prices. However, a 
silver lining may be that this recent rise is at an unsustainable pace. The possibility that we may see 
rates level off gives me optimism for stocks. 

One potential outcome from this rise in interest rates is reduced inflation and a slowing, but still 
growing economy. It will be a bit of a balancing act, but if the Federal Reserve Bank (“The Fed”), can 
cool inflation without stopping economic growth, stock investors may be rewarded. 

As far as cash, in the short run, we are willing to hold cash as long as interest rates are poised to 
rise, but this is only a short-term strategy. In the long run, especially with the current high inflation 
rate, cash will lose purchasing power. Sure, it feels good to have cash when markets decline, but in 
the long run, there are very few five or ten year periods when cash outperforms stocks. And with 
inflation expected to run anywhere from 3% to 7% this year, cash is losing purchasing power. 

One area of the market we have been fortunate to significantly underweight has been the 
speculative names that boomed during the pandemic. When The Fed had an easy money policy, 

https://youtu.be/kRR8HC7WUTY
https://youtu.be/kRR8HC7WUTY


speculation was rampant and lesser quality names boomed (think Peloton, Zoom, Teladoc, Penn 
National Gaming, etc.). However, now that monetary policy is tighter and speculation is not in vogue, 
names like these are getting crushed with some down 50% to 70% or more. The decline in these 
unprofitable, speculative names can be considered healthy for the overall market where speculative 
excesses are eventually corrected. 

The stock market, and especially growth and technology stocks, will continue to grapple with the 

cross currents of high valuations, rising interest rates, higher inflation, investor pessimism, and lower 

projected earnings. On this latter point, companies with lower guidance and pessimistic outlooks 

have been severely and quickly pummeled. When Meta Holdings (aka Facebook), PayPal, and 

Netflix had poor earnings calls, their stocks declined over 25% in just one day (which is one reason 

why we choose to diversify). While these companies disappointed, Apple, Microsoft and Google did 

not. These companies have held up well and have helped the NASDAQ cut its January losses by 

half. 

Will the rebound continue? Perhaps, but there are a lot of factors that could cause volatility 

throughout 2022. Oil prices may continue to firm through the summer, global instability is surfacing, 

and inflation is the highest in decades. Congressional spending and stimulus will decline in 2022, 

and the economy is forecasted to slow in the second half of this year. Another wild card are the 

November elections. Could they wind up being a boon to the markets? Perhaps, but nine months is 

an eternity in politics so we will wait and see on that one. 

As always, please call us if you have questions on your personal financial plan or investment 

portfolio. 

Please feel free to give us a call to discuss your unique situation.  

Mark Avallone and the Potomac Wealth Advisors Team 


