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What a difference a week makes in capital markets!  Last week, investors were obsessed with the omicron variant, 
a less accommodative Federal Reserve and inflation leading to losses of nearly 5% across the world.  This morning, 
the market is coming off three winning sessions and the S&P 500 is 3 points off its all-time high. Yes, it appears a 
Santa Claus Rally is in full effect! We are reminded by a quote by Charlie Chaplin ‘you’ll never find a rainbow if you 
are looking down’.  Despite the short-term noise, there continues to remain reasons to be positive as we enter 
2022. 

  

In November, there were three key topics that seemed to continuously come up in 
discussions: Omicron variant, what earning’s season showed us and the similarities 
between Q4 2018 and Q3 2021.   

 

Omicron, what it means for markets?  The headlines over the past couple of weeks have focused on the new 
Omicron variant that was first detected in South Africa.  Since the start of April 2020 when capital markets started 
to see past the pandemic, I anticipated that the world would be in a ‘2 step forward, 1 step back’ dynamic as global 
economies recovered. You simply can’t shut a global economy down overnight and turn it back on like a light 
switch. With the developments of the new variant making news headlines the end of November we found 
ourselves in the ‘1 step back’ camp. I am not an epidemiologist but from the research and discussions with those 
who are experts, it seems that while the Omicron variant is likely more contagious than the other variants, by 
nature that makes it less lethal.  Ultimately a virus survives by being transmitted, if it kills its host, it dies with the 
host.  

 



As investors, anytime there is a ‘new’ variant we always remain concerned with the impact of it on the global 
economy.  New variants have forced governments to implement stricter restrictions (quarantine requirements for 
air travelers until a negative test, etc.) but I believe there is little appetite for severe restrictions like those we 
experienced in 2020.  Look no further than Germany. Germany implemented some of the strictest restrictions last 
year but the government was faced with material public backlash when recently testing the appetite of their 
population for a similar policy.  I would suspect that any restrictions imposed in various areas, will have little 
impact on overall global growth, will likely be temporary, and we will soon be back to the ‘2 step forward’ 
dynamic.  

  

"I have come to the conclusion that people love to panic," science journalist Erin Biba remarked. She called it 
"completely and utterly exhausting that doomsday headlines and uninformed reporters create mass hysteria before 
we even have any details or information. Always wait! Before you panic, wait! Wait until you have more info..." 

  

Show me the money! Earnings Seasons:  The third quarter 2021 earnings season has finished and the results were 
even better than expected!  One of key themes for 2022 will be the importance of ‘quality earnings.’  At the 
beginning of the cycle (mid 2020), the markets rewarded companies and returns were driven by multiple 
expansion in anticipation of better earnings to come.  However, as we transition into the next phase that is 
characterized as the “normalization” phase, returns are driven more by earnings.  This quarter shows that we are 
in the early stages of this next cycle and the markets will now look to companies to prove their worth with ‘quality 
earnings’.  As the table below illustrates, the recent earnings season saw the market reward those companies with 
'quality earnings' vs. those that did not.  At this point in the cycle, this trend is likely to continue in 2022 

  

 

Source: Bloomberg, Capital Markets Strategy.  As of December 6, 2021 

  



A Bit Of Déjà Vu With The Environment Today And That Of Q4 2018: Back in 2018, the market was surprised by 
the new perceived ‘hawkishness’ from the US Federal Reserve and a jump in 10-year Treasury yields.  The Federal 
Reserve’s comments coupled with fear of a weaker Chinese economy led to the S&P 500 correcting nearly 20% 
during a three-month span.  The reaction was clearly overdone, as the Fed did one only more rate hike in 2018 but 
that was it for the cycle and they instead started cutting interest rates less than a year later.  

 Lessons from this experience: 

1) The Fed can change their mind quickly and can often say the wrong thing at the wrong time creating 
market volatility. What Federal Reserve Chairman Powell says today could easily change based on the 
pandemic and economic environment as we move into 2022. 

2) Corrections happen in bull markets; bear markets are where more prolonged drawdowns happen 
accompanied with recessions (which I do not see). In retrospect, the correction in 2018 was a buying 
opportunity and it set up good returns for 2019 overall.  I believe the same backdrop appears today.  The 
health of the global economy remains strong as highlighted by global Purchasing Manager’s Indices (PMIs) 
below.  The heatmap uses colour to simplify the global manufacturing story.  Green is good, yellow is 
neutral and red is bad. The table below gives a two-year snapshot of the global economy and despite the 
negative headlines (inflation, supply chain disruptions, covid variants), we continue to experience a strong 
manufacturing environment which will provide a wonderful backdrop for earnings in 2022.  Yes, the year-
to-date global market performance has been strong but economic data suggests there is still more upside 
to be had, supported by earnings among other things going in 2022. 

  

Global Purchasing Manager’s Index Heat Map(PMIs) 

 

                 Source: Markit, Capital Markets Strategy.  As of November 30, 2021 

  

  

 



Global Equity, Commodity, Currency and Yield Data 

 How did major indexes perform for the month of November from a return standpoint? 

 

  



Remaining focused on market fundamentals and economic data (which should always include ignoring the short-
term noise) and based on reasonable valuations and a positive outlook for earnings into 2022, I remain optimistic 
for investors as we move into the final stretch of 2021 and into the new year. In saying that, my model portfolio 
remains overweight equities at 65% (+5% to benchmark) and 35% to fixed income (-5% to benchmark).  The 
portfolio is well balanced across equity geographies.  Throughout the Pandemic, I’ve been advocating rebalancing 
portfolios to target asset allocations and dollar-cost averaging into this market. I continue to emphasize that 
prudent approach today. 

 

 

Before I sign off on my final investment note of 2021, we should be reminded to enjoy what has been a very strong 
year for investors. I really appreciate you taking time out of your day to read this month’s market updates and 
commentary to help put financial markets into context.  

Last but never the least – THANK YOU. Thanks for your continued confidence, trust, and support – I do not take the 
responsibility lightly. 

As we enter the Christmas season and reflect on all we have been through the past 20 odd months, I hope you 
take a moment to cherish the time spent with your family and friends over the holiday season.  

Wishing you all the best & safe travels. 

 

Sincerely, 

 

Aaron Pedlar 

  

  

 

  

  



  
 


