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STOCK MARKET REPORT, LAST WEEK OF JANUARY. A WILD WEEK. 

The narrative in the markets changed over the course of the week. The ebullient tone eulogizing a strong 

economy and a sound consumer gave way to concerns as to whether the FED will crater the market. An 

increasing number of analysists pointed out that FED tightening is normally associated with recessions. 

The alt-right actually blame recessions on this tightening. 

The end of the industrial (business) cycle, the phase of forced production, is accompanied by inflation as 

firms seek to compensate for falling profitability with price rises which are supported by ongoing demand. 

Central banks tend to raise interest rates to cool the economy at this point. However, the spike in short 

term interest rates is not caused by the actions of the central banks, but to what is happening in the 

markets as the phase of over-production progresses to its conclusion. This end of phase, where input price 

rises cancel output price rises, is marked by a fall in demand, followed by a rapid deceleration in turnovers 

which in turn requires additional credit to maintain liquidity. This sudden hunt for credit is noted by the 

banks who increase interest rates to cover growing risk. (However we are not at the end of an industrial 

cycle, but in a unique period dominated by a pandemic and intensifying tensions between the US & China.) 

All what central bank tightening does is add to the difficulty in obtaining credit and to higher interest rates 

for borrowers. Central banks have learnt their lesson. In late 2015 the FED and the PCB stepped in to 

prevent short term interest rates from escalating further, that is from doing their job of purging excess 

capital, and consequently a recession was averted.  

The most prescient point being discussed as the week progressed, was the fear the FED would have to 

overcompensate in 2022 for having let itself fall behind the curve on inflation. This was felt particularly 

acutely when FED chair Powell held his press conference following the close of the Rate Setting Meeting. 

From his body language, his facial expressions, and his hesitancies, it appeared that Powell was aware the 

effect his hawkish answers were having on the markets. (The earlier official statement from the 

committee was much tamer.) Before his press conference the markets had been up, but by the time 

Powell finished, the Nasdaq had fallen 4%.  Some analysists who had been predicting 4 rate hikes this year 

now upped the total, some penciling in as many as 7 before the tightening cycle ended.  

Powell had got the message across. But strong words do not make a rate hike. Once more, rate rises were 

delayed till March. Reminds me of a playground brawl. “Well come on hit me, hit me, stop bragging about 

hitting me, do it you coward.” And yes, Powell is a coward, he is intimidated by the markets, he is terrified 

of toppling the markets and his hope is that by March the economy will rescue him from having to raise 

interest rates. 

The markets this week. 

Two movements are worth analyzing. The first occurred over Wednesday and Thursday, and the second 

during Friday. The Wednesday Thursday combo was the first back to back days, when the markets moved 

from positive territory into negative territory expressing extreme volatility. This had not happened since 

the 1980s. It had not even happened prior to and post 2008. It almost appeared that panic had set in. A 

floor to the market, it seemed, could not be found. The VIX, the volatility index rose to 33 but still below 

its 38 level on Monday. 
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It appeared that the markets would experience a four week consecutive fall. Then came the Friday rally 

which was sufficient to raise the markets for the week. Analyzing Friday is key. Had the markets found a 

floor? This analysis of the movement in prices on Friday is in two parts, firstly quarterly profit releases, 

and secondly, data on the economy itself. 

There were three key financial reports, Microsoft, Apple, and Visa. Apple and Microsoft, two of the five 

market behemoths are key to the movement of the markets, and both surpassed, as expected, the top 

and bottom lines anticipated by analysts. In particular Apple’s expectations blew past estimates. (Trump 

may not like Silicon Valley entrepreneurs but by crushing Apple’s main rival Huawei he certainly gave 

Apple a leg up. No doubt the Chinese will return the compliment in the second half of the twenties.)  

I would like to dwell a bit on Apple’s results. Apple enjoyed an annual  9% lift in revenues for its iPhones. 

Tim Cook announced this was not because of price rises. In fact Apple reduced its prices which seems to 

fly in the face of the narrative around the dearth of computer chips. In 2021 according to Counterpoint 

Research, global smartphone sales increased for the first time in four years by 4% but to a level still 11% 

below 2017. This was due primarily to the growth in Samsung phones (+6%) and Apple (+18%). 

https://www.msn.com/en-us/money/companies/global-smartphone-shipment-grew-for-the-first-time-

since-2017-new-report-says/ar-AATe24u?ocid=uxbndlbing  

Thus while Apple’s revenue grew 9%, the volume of sales rose by 18%, indicating price cuts amounting to 

9%, particularly in China where Apple regained the crown as the largest vendor of smartphones. The 

question is posed, how did this affect its bottom line, operating income? Surely in such an inflationary 

climate this would have compressed its profit margin. Except the opposite has happened. Its operating 

margin grew from 35.1% to 38.4% on annual product sales, despite the price cuts for its phones. 

This has to do with Apple’s ongoing vertical integration, something it now shares with Tesla, another 

margin success story. More of Apple’s chip sets are being designed and prepared in-house and then 

contracted to TSMC for mass production at the expense of its traditional partner, Intel. The purpose of 

focusing on Apple is the issue of vertical integration, which is occurring at a time when the international 

division of labour is being restructured, moving away from a reliance on lean production and extensive 

just in time supply chains, towards a more resilient model by rebasing production closer to markets. The 

reason that international capital embraced global supply chains in the first place, with the large companies 

reducing in-house production, was the cost savings this brought. From a Marxist perspective the 

development of these international supply chains amounted to the further socialization of production. 

https://www.apple.com/newsroom/pdfs/FY22_Q1_Consolidated_Financial_Statements.pdf  

Moving away from these supply chains raises the specter of reduced profit margins because of cost price 

increases. And this in the context where the international rate of profit has fallen systemically since 

2013/2014. I raised this issue at a conference organised by the International Manifesto Group on the 

theme of China v the USA. It seems that the trend since the 1990s when the large multi-nationals reduced 

their in-house production by contracting out production, is being reversed. This may be a knee jerk reflex 

to current conditions, it could also be a reaction to the growing tensions between China and the USA, but 

whatever the case, it is a development which needs close attention in the future. However, it is unlikely 

that it will prove positive for profits in general. 

Of the three financial reports, Visa Corp was the most important. It seemed to show that the consumer 

was resilient during the final quarter of 2021 despite previous data which questioned this. We recall that 

https://www.msn.com/en-us/money/companies/global-smartphone-shipment-grew-for-the-first-time-since-2017-new-report-says/ar-AATe24u?ocid=uxbndlbing
https://www.msn.com/en-us/money/companies/global-smartphone-shipment-grew-for-the-first-time-since-2017-new-report-says/ar-AATe24u?ocid=uxbndlbing
https://www.apple.com/newsroom/pdfs/FY22_Q1_Consolidated_Financial_Statements.pdf
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adjusted retail sales, a big market for card use, was down 1.9% in December, though it must be noted, 

that unadjusted sales were up. However, the Visa data needs to be taken with a pinch of salt because 

cards are not only used to pay for goods but are also credited when goods are returned. 

And goods are being returned by the ship load, especially ecommerce sold products.  “Retail returns 

jumped to an average of 16.6% in 2021 versus 10.6% a year ago, according to a survey by the National 

Retail Federation and Appriss Retail.” This amounts to $671 billion in returns. If even half of this is 

imported, it amounts to 1,268 container ships worth of product amounting to a quarter of all container 

ships. No wonder so many ships are queued outside ports and why the pristine Atacama Dessert in Chile 

is being turned into a refuse tip.  

“Holiday returns are expected to rise higher, too. On average, retailers expect 17.8% or $158 billion of 

merchandise sold in November and December to be returned.” The Census Bureau which provides retail 

sales estimates, nets out returns. This being so, that $158 billion could very well depress January sales 

leading to a fall of 5% in sales. https://www.cnbc.com/2022/01/25/retailers-average-return-rate-jumps-

to-16point6percent-as-online-sales-grow-.html 

The key economic release. 

More important than the profit reports, was the widely anticipated Employment Cost Index Report on 

Friday. The capitalists may reject the labour theory of value, but they sure pay attention to its paid part, 

the employment cost. The index showed a moderation in employment costs falling to a 1% quarterly 

increase from a previous 1.3% quarterly increase, and below the consensus estimate of 1.2%. As this Index 

is closely tracked by the FED, this moderation led to analysist reworking their dot plots, arriving at the 

conclusion that the rate rises would be less severe. This set off a chain reaction which cheered the markets 

leading to a surge in share prices, such that the down week became an up week. 

The impending inventory shocks! 

It was not the GDP report that lifted the market. Although the GDP rose above expectations to 6.9%, two 

thirds of that figure was due to the build in inventory. Final sales grew by only 1.9% in the quarter, not 

significantly higher than the previous quarter, and if we factor in the returns described above, then it is 

well below the third quarter. Thus not a sparkling quarter after all which was further underscored by the 

disappointing December PCE expenditures and Personal Income prints. Personal consumption declined 

by 0.6% nominally or 1% when inflation is accounted for. At the same time, personal income rose by only 

0.3% or well below inflation. This compares to growths of 0.6% in October and 0.5% in November. 

I have spoken at length about the developing inventory shock and that it will be brutal. At least it will put 

an end to discussion about whether or not we are in a period of stagflation. There are two thousand large 

corporations that control the world economy and they have been gaming the system. They have ensured 

that prices have leapfrogged over producers and distributors to arrive at the final consumer in order to 

empty their pockets of Covid funds. 

What happens when they find those pockets are empty except for promissory notes (debt). That time has 

come. Total Business Inventories in the US increased in December to stand 10% higher in nominal terms 

compared to the end of 2020. Factor in a further rise in inventories over January and an expected fall in 

consumer spending on goods, and the ratio of inventory to sales will have, at the very minimum, returned 

back to their 2019 ratios. 

https://www.cnbc.com/2022/01/25/retailers-average-return-rate-jumps-to-16point6percent-as-online-sales-grow-.html
https://www.cnbc.com/2022/01/25/retailers-average-return-rate-jumps-to-16point6percent-as-online-sales-grow-.html
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The impact on global production, particularly China will be abrupt and severe. According to the CPB World-

trade-monitor global trade grew by 2% in November raising the annual momentum rate to 0.7%. The 

industrial momentum rate remained negative at -0.3% despite an improvement in November. Thus the 

importance of global trade on production is revealed by the momentum figures, meaning that any shocks 

to trade will resonate across production world-wide. https://www.cpb.nl/en/world-trade-monitor-

november-2021 Already there are ominous signs developing. This week saw sharp falls in the price of 

copper and iron ore, both key components for the industrial and construction sectors. 

Add in the fact that while the supply chains remain constipated, a significant quantity of goods remain 

backed up in the supply chain, and once they flow, the effect on production will be intensified. Liberty 

Economics in Association with the New York FED have compiled a supply chain bottleneck index which 

they call The Global Supply Side of Inflationary Pressures. It seeks to monitor the fluidity of supply chains. 

They also seek to apportion how much inflation is caused by the demand side and how much by the supply 

side. They recognise that while monetary policy can effect the demand side it cannot effect the supply 

side: “The persistence of recent inflationary pressures at the goods CPI and PPI levels are importantly 

related to the evolution of global supply factors such as production or shipping bottlenecks and input 

prices: their global nature and their source (that is, supply as opposed to demand) suggest that domestic 

monetary policy actions would have only a limited effect on these sources of inflationary pressures.” 

https://libertystreeteconomics.newyorkfed.org/2022/01/the-global-supply-side-of-inflationary-

pressures/ 

Except that it can and does. Supply and demand cannot be dissociated. If demand falls then surely so must 

supply issues. This is exactly what is happening now. The gaming period is over, full stop. The large 

corporations will have to dramatically adjust their pricing policies including the chip industry as demand 

falters. These greedy and opportunistic corporations will discover that by fleecing consumers during 2021, 

they have only ended up crushing future demand.  

We are entering the most stressful period for the markets. 

I had anticipated that January would be an unwelcome period for speculators. I also predicted that the 

most stressful period will be the first half of February. Why? Because it will be the height of the phony 

war. As January data comes out revealing the sharp slowdown in economic activity this will still be 

jaundiced by the view that the FED is locked into a cycle of tightening. This will hold true until the March 

16-17 FOMC (FED) meeting. Of course there may be soothing pronouncements by individual FED 

presidents before then, but doubts will continue until mid-March, and that will be unsettling for the 

markets.  

By then real damage to the economy could already been inflicted on the markets. This is particularly true 

for the housing market which was weakening prior to the announcements of tightening. The National 

Association of Realtors index of pending home sales in December fell 3.8% instead of an expected rise of 

0.6%. This was on top of a 2.3% fall in November. While new home sales did rise (in another report) the 

median price fell by 9.2% and the average price by 4.6% month on month in December. We may be at the 

beginning of a substantial fall in house prices. This was recognised by the markets this week which marked 

down house builders by 10% despite the general rise in share prices on Friday. 

In addition, mortgage applications which rose at the end of 2021 to lock in low rates, has now fallen 

sharply over the last two weeks as the graph from Tradingeconomics shows. 

https://www.cpb.nl/en/world-trade-monitor-november-2021
https://www.cpb.nl/en/world-trade-monitor-november-2021
https://libertystreeteconomics.newyorkfed.org/2022/01/the-global-supply-side-of-inflationary-pressures/
https://libertystreeteconomics.newyorkfed.org/2022/01/the-global-supply-side-of-inflationary-pressures/
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Mortgage Applications. 

 
https://tradingeconomics.com/united-states/mortgage-applications 
 

This is not the only black swan paddling down the financial sewers towards Wall Street. Bad debt is 

another fattened one. If the UK is anything to go by, bad debts will start soaring. Trade creditor induced 

insolvencies in the UK rose to their highest levels since records began in 1960. In the US for the first time 

stress is being found in the junk bond market. Issuance of junk bonds have halved so far in January. In 

addition, ETFs which zero in on junk bond portfolios have had their worst month since 2016. Bond ETFs 

are the canary because of the way they package junk bonds which makes them very sensitive to price 

movements. Whatever the FED does or does not do in March, downward momentum is gathering pace in 

this corner of the market, which means that in the space of a few weeks, insolvencies could soar. 

https://www.marketwatch.com/story/junk-bond-etfs-on-pace-for-worst-start-to-a-year-since-2016-

11643050817  

Conclusion. 

The bad economic news will be coming in thick and fast in February. The key question is whether it will 

sway thinking about the FED’s intentions. If it does not, the markets could crash. Even if markets hold their 

nerve, the underlying finances of corporations will erode support for share prices. FactSet has penciled in 

only a 5.6% growth in earnings per share this current quarter. Factor in inflation and share buy backs and 

that represents an annual contraction in profits per share. And this prediction has been made before the 

really bad economic news comes through, particularly when faster supply collides with slower demand 

accelerating the compression in  profit margins. 

The next two weeks will be critical. 

(I will concentrate more on 4th quarter earnings in the next post, by which time most S&P 500 corporations 

will have reported, including the most important.) 

 

Brian Green, 29th January 2022. 
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