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Despite such solid economic fundamentals, we 
remain cautious as we head into the new year, 
with inflation and Fed policy serving as the ele-
phants in our room of concerns.  Inflation rose at 
an annualized 6.8% in November, the fastest 
rise in consumer prices in nearly four decades.  
With year-ago consensus expectations for annu-
alized inflation below 3%, the current surge has 
clearly caught the Federal Reserve and other 
market prognosticators off-guard.  The double-
whammy of supply chain constraints and stimu-
lus-induced demand has unexpectedly boosted 
inflation and leaves the Federal Reserve in a 
conundrum that heightens the propensity for 
policy error.   

There are rays of hope on the inflation story.  
COVID constraints will likely diminish over the 
coming months, leading to a more normalized 
supply chain.  In addition, here-to-now thwarted 
Build Back Better legislation eliminates the po-
tential for additional inflation-stoking fiscal stim-
ulus.  Finally, pandemic diverted consumer 
spending away from services towards goods is 
set to normalize as the Omicron wave subsides.  

The Federal Reserve’s unprecedented level of 
monetary policy accommodation during the pan-
demic is finally winding down.  From its lofty 
starting point of $120 billion in monthly bond 
purchases, the Fed has already tapered down to 
$60 billion per month. The Fed is now on track to 
end all bond purchases by the end of March and 
sees at least three rate hikes in 2022, with the 
first rate-hike expected to coincide with the end 
of quantitative easing.  With bond purchases 
tapering and rate hikes on the way, the Fed will 
still have to contend with shrinking its nearly $9 
trillion balance sheet.  The Fed now owns rough-
ly one-third of all Treasury and mortgage-backed 
securities, and it will be difficult to get a true 
sense of the interest rate outlook as long as the 
market is so distorted by the Fed.  In other 
words, rate hikes may be less effective in quell-
ing inflation which may in turn lead to more rate 
hikes than currently anticipated by the market.   

Ironically, while the ongoing Omicron surge and 
bottlenecked Congress serve to soften inflation-
ary impulses, they also dampen economic activi-
ty at a time when the Fed is removing the mone-
tary punch bowl, leaving some market partici-
pants wondering whether accommodation is 
being withdrawn at precisely the wrong time.  
Time will tell, but the ongoing economic recov-
ery from the pandemic seems well-entrenched 
and should allow the Fed to continue a gradual 

T 
he stock market catapulted higher last 
year, led by a highly concentrated group of 
mega-cap technology companies, with the 

S&P 500, Dow Jones Industrial Average and 
NASDAQ Composite up 26.89%, 18.73% and 
21.39% respectively for 2021.  With gains of 
28.88% in 2019 and 16.26% in 2020, the current 
three-year stretch for the S&P 500 harkens the 
historic run from 1995 through 1999 when the 
average annual return for the S&P 500 reached 
26.18% per year.   

With such a stellar three-year advance, the 
question is begged as to whether we are headed 
for more record highs and even more compari-
sons to the late 1990s or a Fed-induced pause 
that ultimately refreshes the market’s seemingly 
gravitational pull to higher levels.  In 2021, the 
top five contributors (Apple, Microsoft, Nvidia, 
Alphabet and Tesla) accounted for one-third of 
the gain in the S&P 500.  Today, the largest five 
companies in the S&P 500 (Apple, Microsoft, 
Alphabet, Amazon, and Tesla) account for 23% 
of the S&P 500 and Apple just became the first 
company to surpass a remarkable $3 trillion 
market cap.  While we do see higher market 
returns in the year ahead, we don’t expect the 
same companies that led the market higher in 
2021 to do so again.  As Fed policy shifts to-
wards a tightening phase, it seems reasonable 
to expect higher volatility, more muted returns 
and widening market breadth in the months 
ahead.   

To be sure, there are many things to like about 
the current environment.  Corporate balance 
sheets are in rock-solid condition and companies 
bought back an approximate $850 billion of 
stock in 2021, a new record.  Further evidence to 
this, with almost $6 trillion of deals clinched in 
2021, merger and acquisition activity has never 
been stronger.  U.S. GDP is expected to rise 
between 3% and 4% in 2022, fueled by buoyant 
consumer spending and strong demand for hous-
ing and labor. Indeed, mortgage lenders issued a 
new record $1.61 trillion in purchase loans in 
2021 and unemployment is at a new pandemic 
low of 3.9%.  And household balance sheets are 
in tip-top shape as asset prices have ballooned 
and debts have been refinanced at record low 
interest rates - private sector net worth surged 
to almost $145 trillion in 2021! While spiking 
Omicron will undoubtedly hurt GDP in the short-
term, it is increasingly plausible that the current 
surge may hasten the transition from pandemic 
to endemic.  

path to more normalized policy. That said, a 
slowing U.S. economy and our massive debt 
burden leave little wiggle room for the Fed.  At 
some point, perhaps sooner than we might 
wish in this current economic cycle, Fed tight-
ening will spark recession concerns, and this 
will ultimately become the main source of con-
sternation for equity investors. 

While all eyes are riveted on Chairman Powell 
and the Fed, there remain other concerns that 
have the potential to spark stock market volatil-
ity.  Perhaps most significant, geopolitical risks 
are heightened in the wake of rising tension 
with Russia and China over Ukraine and Taiwan 
respectively.  The midterm election cycle also 
looms large here in the U.S. as President 
Biden’s popularity reaches new lows one-year 
into his Presidency.   While the odds currently 
favor even more gridlock (i.e. Republican gains 
in the House and Senate), increasing Democrat 
control would surprise and likely roil the mar-
kets.  Finally, high equity valuations will be-
come further challenged as interest rates rise. 

Consensus earnings estimates for the S&P 500 
currently stand at $223 for 2022 and $245 for 
2023, leaving this important market barometer 
trading at 21x 2022 earnings and a more rea-
sonable 19x 2023 earnings.  The balance be-
tween economic growth, trajectory of interest 
rate hikes and subsequent impact on earnings 
expectations will determine whether today’s 
consensus proves overly optimistic.  With mul-
tiple expansion all but off the table in a rising 
interest rate environment, it will be difficult for 
the S&P to trade much higher than 5,150 or 21x 
estimates for 2023 that are anything but cer-
tain, implying a potential gain of approximately 
10% from current levels.  Especially consider-
ing our concerns, we would not be surprised to 
see heightened volatility and market trading in 
a wider range. 

While interest rates are rising, they remain very 
low by historic standards and still offer little 
competition for stocks.  After taxes, inflation 
and fees, most fixed income instruments guar-
antee annualized losses and a means for losing 
money safely.  Your portfolio is anchored by 
world-class businesses with consistent earn-
ings and predictable annual dividend increases.  
As global investors hunt for safety and income, 
the growth of income embedded in portfolios 
will continue to serve clients well.   
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The opinions expressed herein are the sole views of Osher Van de Voorde Investment Management.   
Supporting data and factual information used throughout is deemed to have been obtained from reliable sources.   
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International Core 10.4%

U.S. Core 89.6%

OVIM Equity Composition

Firmwide Asset Allocation

Sector Weightings Relative to S&P 500
Ranked by Largest Overweight

Alphabet Inc. Class A GOOGL

Qualcomm Inc. QCOM

Charles Schwab Corp. SCHW

BlackRock Inc. BLK

United Parcel Service Inc. UPS

Cisco Systems Inc. CSCO

Amazon.com Inc. AMZN

Apple Inc. AAPL

Berkshire Hathaway Inc. Cl B BRKB

JPMorgan Chase & Co. JPM

Starbucks Corp. SBUX

Visa Inc. V

ABB Ltd ADR ABB

UnitedHealth Group Inc. UNH

Walgreens Boots Alliance Inc. WBA

PepsiCo Inc. PEP

Texas Instruments Inc. TXN

Microsoft Corp. MSFT

Amgen Inc. AMGN

Walt Disney Co. DIS

Roche Holdings AG RHHBY

Johnson & Johnson JNJ

Bristol-Myers Squibb Co. BMY

Canadian National Railway Co. CNI
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This presentation is solely for informational purposes. Data is pulled from sources believed to be reliable, but not independently verified. Past performance is no guarantee of future returns. Investing involves risk

and possible loss of principal capital. No advice may be rendered by Osher Van de Voorde Investment Management unless a client service agreement is in place. Please contact us at your earliest convenience

with any questions regarding the content of this presentation and how it may be the right strategy for you. This data is representative of all equity securities held across Osher Van de Voorde’s client accounts,

however portfolios are tailored to meet specific client objectives and actual client holdings will vary.

The S&P 500 Index or the Standard & Poor's 500 Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies. The S&P 500 is a float-weighted index, meaning company

market capitalizations are adjusted by the number of shares available for public trading. Note: Investors cannot invest directly in an index. These unmanaged indices do not reflect management fees and

transaction costs that are associated with most investments.
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125 North Raymond Avenue 
Suite 309 

Pasadena, CA  91103 

  Delivering  

unbiased financial solutions 

that help clients realize their  

lifelong aspirations.  

Contact the Osher  

Van de Voorde Team at: 

 

Phone: 626-844-7184 
Toll Free: 866-844-7184 

Fax: 626-844-7185 

 

Or e-mail us... 

jv@oshervandevoorde.com 

an@oshervandevoorde.com 

at@oshervandevoorde.com 

dr@oshervandevoorde.com 

mv@oshervandevoorde.com 

 

 

Please visit us on the web: 

www.oshervandevoorde.com 

www.linkedin.com/in/jamesvandevoorde 

 

Charitable Planning Considerations  

For the philanthropically inclined, simply writing a check may be the most familiar 
way to give to charity. However, depending on your personal circumstances, 
there may be other strategies to consider that could lower your tax bill, maximize 
your gift and increase your charitable impact.  Below, we have included a general 
overview of a few basic strategies to consider.  The tax benefits of specific strate-
gies will depend on each donor’s personal financial circumstances. 

Gifting Cash: 
For those who claim itemized deductions on their tax return, gifting cash to quali-
fied charities can lower your tax bill.  For taxpayers in a high tax bracket, deduct-
ible cash contributions can be particularly valuable, subject to annual limits. The 
usual adjusted gross income (AGI) limitation of 60% for cash donations was re-
vised to 100% of AGI in 2021, but does not extend beyond 2021 unless the law 
is revised. 
 
Gifting Stock: 
The fair market value of publicly traded securities held more than one year, do-
nated to a qualified charity, can be claimed as an itemized deduction in the year 
the gift is made subject to 30% of AGI limitation. Capital gains taxes are not in-
curred for appreciated securities that are donated, resulting in a larger gift to 
charity than had the same securities been sold to a make a gift with cash pro-
ceeds. This can be a particularly effective strategy for clients with significant un-
realized gains in highly concentrated positions.  The tax deduction for the dona-
tion of publicly traded securities held less than one year is generally limited to the 
cost basis. Donations that exceed 30% of the donor’s AGI can be carried forward 
for five years.  If you wish to donate securities that are held at a loss, consider 
selling the security to realize the tax loss and offset any capital gains, then do-
nate cash and take an itemized deduction.  If you still wish to own the securities 
you sold at a loss, wait for at least 31 days to repurchase the security to avoid 
wash sale rules which may disallow the tax loss. Appreciated securities can be 
contributed to a donor-advised fund. 
 
Qualified Charitable Distribution: 
For those over age 70 ½ who have an IRA and wish to donate to charity, a quali-
fied charitable distribution (QCD) can accomplish this without tax consequences 
as the direct transfer from an IRA to a qualified charity is free from tax.  For 
those over age 72 and subject to an annual required minimum distribution 
(RMD), the QCD will count toward your RMD requirement up to $100,000 per 
individual.  The QCD can be particularly effective for those who do not itemize as 
the QCD is not reported as taxable income or an itemized deduction, allowing the 
taxpayer to utilize the standard deduction and still benefit from a gift to charity. 
In addition, some taxpayers may benefit further from the QCD by lowering taxa-
ble income that would have been recognized from their RMD and may have re-
sulted in tax consequences such as pushing the taxpayer into a higher tax brack-
et, being subjected to higher Medicare premiums, reducing AGI based deductions 
such as medical expenses or subjecting investment income to the 3.8% net in-
vestment income tax.  Amounts donated to a charity through a QCD that exceed 
the IRA owner’s RMD for the tax year will not satisfy a future year’s RMD. 
 
Donor Advised Fund: 
A donor-advised fund (DAF) is a fund sponsored by a public charity that allows a 
donor to make a charitable contribution, take an im mediate tax deduction and 
recommend grants from the fund to a variety of qualified charities. While the tax 
deduction for a donation to a DAF is immediate, the DAF allows a donor to decide 
which charity to support over time.   Once assets are contributed to the DAF, the 
funds can be invested for potential tax-free growth. Deductions for contributions 
to a DAF are subject to AGI limitations, 60% for cash gifts and 30% for non-cash 
assets held more than one year.  Charitable contributions exceeding the current 
year AGI limitation can be carried over for five years. While a QCD cannot be 
contributed to a DAF, publicly traded securities held more than one year from a 
taxable account can be contributed to a DAF subject to AGI limitations.  All con-
tributions to a DAF are irrevocable. 
 
Other, more complex strategies such as Family Foundation and Charitable Trust 
planning are also worthy of consideration and will be covered in future newslet-
ters. 


