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Price correction marks the start of the year

The stock market start into the new year was clearly spoiled in January. After a splen-
did 21, markets went into correction mode. Worried by fears of interest rate hikes and
war preparations on the border between Russia and Ukraine, there was some heavy
selling on the capital markets. Previously highly popular stocks with sometimes astro-
nomical valuations (Peloton Interactive, Zoom Communications, DocuSign, Moderna,
etc.) led the pack of losers. Meanwhile, the level of stock indices was somewhat main-
tained by the fairly stable performance of some highly weighted stocks.

In the meantime, a broad consen-
sus of market participants as-
sumes that in the United States
interest rates will turn around.
The U.S. central bank, the Fed,
has announced three interest rate
hikes of 0.25% for the current
year. An end to monthly bond
purchases is planned by yearend.
Overall, real interest rates
(nominal interest rates minus in-
flation rate) will therefore remain
negative, as no trend reversal is
expected on the inflation front. At
best, economists expect a slow-
down in the rate of monetary de-
preciation. Irrespective of this,
inflation is likely to remain uncom-
fortably high in 2022, meaning
that the population will have to
prepare for a real loss of purchas-

ing power. By no means, only en-
ergy prices will continue to rise
significantly in 2022. In the mean-
time, second-round effects have
meant that most categories in the
statistical basket of goods are af-
fected by price increases. Moreo-
ver, there is a risk of a wage-price
spiral, as employees will demand
compensation for high inflation
rates. In addition, the state con-
tributes to inflation by imposing
marked increases in taxes and
levies as well as in the minimum
wage and pensions.

Against this background, the slug-
gish attitude of the European
Central Bank is astonishing, inso-
far as it shows little commitment
to putting a stop to inflation. A

study of classic textbooks would
have led the reader to expect
something different.  Further-
more, the ECB's weak currency
policy contributes to inflation, es-
pecially in the case of imported
goods from abroad, such as oil.

Of course, experienced policy ob-
servers will know that new heads
can also result in changed poli-
cies. Consider, for example, the
new term “greenflation”, which
describes some of price rises as-
sociated with government action
to limit CO2 emissions. Even the
term of a “feminist foreign poli-
cy”, as it could recently be read in
the Frankfurter Allgemeine
Zeitung, still takes some getting
used to. In the past, one would



have wanted a primarily smart
foreign policy. Today, people
seem to want something differ-
ent. And the word “ecological
patriotism”, which the new Ger-
man Climate Minister Habeck an-
nounced on his recent trip to Ba-
varia, may also arouse some con-
cern, especially since hardly any
concept in human history has
been used in such a manipulative
way as that of patriotism. Things
get exciting when it comes to the
topic of prosperity. According to
reports, the new minister of eco-
nomics wants to say goodbye to
the gross national product and
redefine prosperity. This could

prove to be a good idea, because
the losses in prosperity that the
Germans are facing according to
traditional calculations perhaps
could then be redefined as gains
in prosperity.

Regardless of this, we at LOYS
want to cling to the tried and true.
The quadriga of quality, underval-
uation, diversification, and time is
likely to remain the smartest
thing to do in terms of investing
in the coming months and years.
The days when interest invest-
ments will be an attractive alter-
native to equity fund investments
are still very far in the future.

This text was originally published in German.
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Fund managers and co-investors
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