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The staff of Halberstadt Financial and I wish all of our clients a happy and healthy New 
Year. 

 

The markets had a complex year in 2021. The average stock in the S&P 500 was down 
18-20% while the S&P 500 index itself was up over 20%. A good part of this rise is 
attributable to the usual suspects: Apple, etc. As it turns out, 2021 was very similar to 1999 
when the four horsemen of the Nasdaq 100 (i.e. Cisco, Dell, Intel, and Microsoft) 
contributed a major portion of performance to the major indexes. Of course, our question 
for now is, will 2022 follow that previous pattern? The Nasdaq 100 index of 1999-2000 
held most of the “New Era” internet stocks of that time. It was subsequently down 85% 
between 2000 and 2002. 

 

Megacaps contributed an outsized performance over the indexes in 2021. “Stocks of the 
future” in Artificial Intelligence, Cloud Software, and Work from Home took huge hits 
starting in March and continued to decline to the beginning of December. “Huge” means 
that they were down 40-80% from peak to trough. Nothing really changed fundamentally 
with them; they had and continue to have tremendous growth on average. They merely 
experienced a reversion to the mean. Will Megacaps finally revert to the mean in upcoming 
months?  

 

If Jerome Powell and the Federal Reserve are serious about monetary tightening via 
reducing the Fed’s balance sheet and raising interest rates, then my bet is that 2022 will be 
a tumultuous year. My suspicion is they’ll finish their tapering of QE (quantitative easing) 
by June, but I have doubts about the raising of interest rates four times as Goldman Sachs 
just predicted. Why? If they raise rates on top of tapering, the equity markets will not be 
able to shrug it off. The economy is already slowing and, as has often happened with Fed 
policy, they usually go too far in one direction when a course of action is decided upon. Fed 
monetary liquidity and fiscal stimulus from the US government have mightily contributed 
to this bubble. 

 

 The Fed usually creates bubbles by creating excess monetary liquidity for too long. 
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Afterwards, they have to try to pop those bubbles before too much damage is done. It 
usually doesn’t work. The bubble in the current batch of “New Era” stocks is mostly over 
and they now represent reasonable value going forward. It doesn’t mean they can’t go 
down further in an overall bear market, just that over a 3-10 year period going forward, in 
my opinion they will greatly outperform. 

 

Besides Megacaps, commodities like oil, fertilizer, copper, steel, and basic materials 
along with Value stocks had a good 2021. They are still early in their trends. 

 

Is one of the greatest market bubbles in history in the midst of popping or does it have 
one last leg to go? Unknown, but we’re keeping our eyes on the performance of the Nasdaq 
100. It’s close to rolling over and when the Megacaps go, the major indexes will follow. 

 

So, what to do at this time? In previous letters, I’ve advised raising cash, so there’s 
nothing more to do there. I recommend dipping one’s toes slowly into “New Era Stocks”, 
commodities, and Value stocks. Finally, I suggest starting to reduce Megacaps if we see 
further erosion in their values. A number of them, like Adobe and Facebook, have already 
taken sizable hits. We should have our antennae out for further deterioration in those and 
others. 

 

The Federal Reserve seems intent on following through with reducing monetary 
liquidity. It may be trying to let air out of the balloon slowly before it can pop abruptly. If 
history is any guide, they will fail. Ten year interest rates have moved tremendously in the 
last month, from 1.25% to 1.85%. Even though 1.85% doesn’t sound high, it’s a very big 
move in percentage terms. I attribute the rise in rates solely to the Fed’s comments about 
tightening, not the actual process. 

 

Every time over the last ten years that the Fed has tried to reduce monetary liquidity 
via tapering or raising rates, the equity markets have thrown temper tantrums by going 
down very quickly: Think of the last quarter of 2018, early 2016, and 2013. The worrisome 
part is that each subsequent time they tried to tighten from 2013 forward, the markets 
threw their tantrums at a much earlier time than they had in the previous phase and the 
Fed had to cease their interventions. 
 

The real danger for markets will be if interest rates have a huge move up in a very short 
time period while during the same interval gold goes up more than $200 in a day. To me, 
that will mean the Federal Reserve has lost control over the bond market and it sends a 
signal to batten down the hatches. It’s unknown, but I’ll update if and when that immediate 
action needs to be taken to further protect your portfolios. 
 

 

 


