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Profits Soar Again - Despite supply chain problems 

Inflation soars after years below 2% Fed Target 
America’s booming demand for goods shatters the supply chain 

S&P500 Profits, Revenue & Margins Soar 
With almost all S&P500 companies reporting Q3 
results, earnings growth was a notable 39.6%. This 
is the third-highest growth in earnings since Q2 2010 
(41.5%). Analysts also expect earnings growth of 
more than 20% for the fourth quarter and earnings 
growth of more than 40% for the full year. All eleven 
sectors reported earnings growth, led by the Energy, 
Materials, and Industrials sectors.  Source: FactSet 

The  reported 17.8% revenue growth rate is the 
second-highest revenue growth rate reported 
since FactSet began tracking this metric in 2008. 
Further, 82% of the S&P500 beat their mean 
earnings estimates. 

Overall retail sales reported in November also 
boomed. Luxury Saks and many other retailers 
report sales above their pre-pandemic levels. Sales 
would have been even better if most had larger 
inventories - reduced due to the supply chain issues.  

Saks CEO Marc Metrick reports explosive 
revenue growth, up 120% from 2019. With 
consumer savings soaring during the pandemic - 
other than those at lower incomes -  luxury goods 
sellers are having huge growth as are the airlines. 
(United reported 100% capacity as the travel bans 
from Europe etc. were lifted.)  

In general, the huge increase in cost of goods  -
with often ten times shipping rate increases for 
goods from Asia,  and long delays - is being 
passed on to consumers with profit margins 
increasing overall. FactSet reports Q3 profit 
margins averaging 12.9% - which is the 2nd 
highest reported by them.  

Higher prices were supposed to be an 
insurmountable obstacle for the companies in the 
S&P500. They proved anything but, underscoring 
just how strong demand for everything from cars 
to steel to microchips has been.- Marketwatch.com 

Lofty Valuations. Valuations for large cap stocks 
are elevated versus small and mid-cap indices. 
Based on projected earnings over the next 12 
months, large caps (S&P 500) have a P/E ratio of 
21.62, which is a 40% premium versus small caps 
(S&P 600) and a 29% premium over mid caps 
(S&P 400). Source: Cetera Investment Management   

Economic Data 
Economic data is getting stronger, and the value 
sector is showing strength again. The Atlanta Fed 
is predicting 8.2% GDP growth for Q4 2021. Many 
think this is too high but there is a lot of optimism 
among economists for above trend growth of 4-
5%, especially as supply chain issues slowly get 
resolved. This historically has meant that value 
outperforms growth and cyclicals lead the way - 
reported 11/22/2021 CNBC 

The NY Fed’s Empire State manufacturing activity 
index rebounded in November as orders growth 
and employment accelerated, while selling prices 
rose to the highest dating back to 2001. 

Inflation 
We have been spoiled for years by low inflation - 
well under the 2% Fed target rate in recent years.   

Longer term, for the past 40 years or so we've been 
living in an ideal low-and-slow level of inflation. The 
price of imported industrial supplies and materials 
coming into the US has increased +28% from just 
prior to the pandemic. Industrial supplies and 
materials include paper, building materials, and 
metals used in other durable goods. All these items 
are key components in the US supply chain, 
impacting the price of thousands of finished products 
in our economy (Source: Federal Reserve Bank of NY). 

Navel Activation Improving Supply Chain 
The NavyTimes in late November reports that the 
Navy has been activated at Port Hueneme - near 
Los Angeles - to provide direct support in 
decreasing port congestion in hopes of reducing 
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the national supply-chain shortage. To avoid 
creating a backlog of ships farther south, cargo 
vessels can now pull into the port and unload a 
portion of their containers before continuing to LA 
County, or chose to unload all their containers at 
the Port of Hueneme.  “Ports of America already 
off-loaded a large number of forty-foot containers 
in Port Hueneme,’ which is merchandise expected 
to have direct impact with helping to support 
holiday supply demands,” Daniel J. Herrera, 
assistant program director for port operations 
aboard Naval Base Ventura County said. 

The largest issue has been storage and not 
enough room for containers sitting on the ships at 
anchor. After the Biden administration’s plan to 
keep ports open 24/7, ports imposed "Container 
Dwell Fees". Carriers have six to nine days to 
move containers by truck or rail before fines start 
accumulating. However, as of late November, 
ports are delaying imposing these fines, citing 
significant improvements in the supply chain. The 
ports report a decline of 33% in delayed cargo on 
the docks and a decline in the number of ships at 
anchor waiting to dock. 

The Navy at Port Hueneme is relieving backlogs 
at the twin ports of Los Angeles and Long Beach. 
These two ports have become the most essential 
gateways for the American economy over the past 
century as the country expanded its economic 
reach beyond Europe and more toward Asia. But 
recently, the two West Coast hubs account for 
almost 40% of the country's imported goods. The 
e-commerce boom fueled by the pandemic has 
meant more cargo entering the U.S. than ever 
before. But once dockworkers unload containers 
full of Asian-made goods, the lack of yard and 
warehouse space to store them often leaves the 
metal boxes with nowhere to go. 

Blame the Pandemic 
"In the spring of 2020, as Covid-19 spread, it was 
like pulling the plug on the global economy. 
Factories around the world shut down; people 
stopped going out to restaurants; airlines 
grounded flights. Millions of people were laid off 
as business disappeared practically overnight. 
The unemployment rate in America shot up to 
nearly 15% from about 3.5% in February 2020. 

"It was the sharpest economic contraction on 
record. By early summer, however, demand for 
consumer goods started to pick back up. Rapidly. 
Congress and President Biden passed a historic 
$1.9 trillion stimulus bill in March that made 

Americans suddenly flush with cash and 
unemployment assistance. People started 
shopping again. Demand went from zero to 100, 
but supply couldn't bounce back so easily. 

"When you pull the plug on the global economy, 
you can't just plug it back in and expect it start 
humming at the same pace as before. 

"Economists and investors in the United States 
expect that the Fed will tighten monetary policy by 
raising interest rates and dialing back emergency 
stimulus (bond buying), thereby slowing the pace 
of inflation. When money becomes more 
expensive to borrow, that can take the heat off 
price increases and bring the economy back down 
to that nice, gentle simmer." CNN Business 

“It’s crystal clear that inflation isn’t standing in the 
way of consumers,” said Mike Loewengart, 
director of investment strategy at E*Trade 
Financial. “Despite some hiccups on the labor 
market and inflation fronts, this could serve as the 
vote of confidence investors need signaling that 
the economy is still chugging along nicely.” 

America’s booming demand for goods shattered 
the supply chain. US ports are very outdated 
compared to ultra modern Asian seaports. The 
new Infrastructure law provides significant funding 
to take the first step toward modernization of US 
ports. However, this will be a slow process since 
US ports are municipally owned and therefore 
subject to cumbersome local bureaucracies.  

Stronger spending is a good sign for the recovery. 
Yet Americans' massive spending has run into 
global supply shortages in recent months. That 
mismatch helped keep inflation at decade-highs. 

"The Great Resignation also feeds inflation by 
higher wage costs. For six months, workers have 
been participating in the hottest trend in the labor 
market: Quitting their jobs. It's a trend that's been 
reshaping the post-vaccine labor market, as wages 
get pushed higher and workers reshuffle into new 
positions — and employers are left scrambling to 
figure out how to readjust to what workers are 
searching for, rather than the other way around. 

"That's ultimately a good thing for the labor 
market. People leaving for better roles means 
they'll get paid more, and perhaps get to dodge 
burnout or other factors that mean their current 
role is not the right fit. Companies will get more 
productive." Source: BusinessInsider-  
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Covid 19 - Three Shots Soon to be Standard to 
get back to normal life. Clearly the only way out of 
the pandemic is the booster shot after six months 
from 2nd shot. Covid 19 is mostly an unvaccinated 
pandemic. However, even the vaccinated can have 
a small percentage of breakthrough infections.  
More a concern is that vaccinated folks may never 
get sick but can still spread it to the unvaccinated. 

Parts of Europe are either into or contemplating 
lockdowns again. Germany's Health Minister Jens 
Spahn said this month the country is experiencing a 
"massive" pandemic of the unvaccinated. "The truth 
is that there would be far fewer Covid-19 patients in 
[intensive care] if everyone who could do it got a 
vaccination," he said. 

"There is more and more recognition that those 
people who are unwilling to contribute to solving 
the challenges of the pandemic are placing other 
people at risk. They are undermining the recovery 
for other people, and there is an increasing 
impatience" towards them from politicians and the 
public, he added. 

Just about everyone in Germany will “probably be 
either vaccinated, recovered or dead” by the end of 
this winter, warned one German official as the latest 
surge of Covid-19 infections there is worse than 
anything the country has experienced. Austria, 
which went into its fourth national lockdown, is 
threatening fines of up to $4,000 for people who 
refuse a shot once mandatory inoculations kick in 
next year. 

The UK is not considering mandates since it has 
such a high number of its citizen having all 3 shots 

The latest U.S. wave is taking its toll on some states’ 
intensive-care units, with several parts of the country 
seeing outbreaks as bad as any in the previous five 
waves. In 15 states, patients with confirmed or 
suspected Covid are taking up more ICU beds than 
a year earlier. Now the unknowns about the Omicron 
Covid-19 variant. 

CNN reports: "The vaccination rollout has slowed to 
a crawl in parts of American states, with a strong 
correlation linking low vaccine levels to more heavily 
Republican and less college-educated states. Of the 
15 US states with the lowest vaccination rates, all 
but one voted for Donald Trump in the 2020 election. 

Action Plan Recommendations  
I can discuss with you individually 
specific recommendations based on 
your goals, objectives, and risk 
tolerance.  

Most clients and I have been overweighted in growth 
stocks. We have been richly rewarded with mostly 
good returns over many years. Until recently. 

Consequently, this may be the time to consider 
taking some gains of your growth investments and 
reposition more into the under- loved value sector.  

My recommendation would be to combine some 
conservative large-cap value equities with some 
small-cap value equity investments. 

Further, small caps have historically led in market 
recoveries. Looking at the past three recessions 
from the market low and forward 12 months,  the 
Russell 2000 Small-Cap index has risen about 38% 
while the S&P 500 index is only up 22%. 

US Small-Mid Caps often have the potential for 
faster growth, and with so many more smaller 
companies than large, good research can potentially 
find hidden gems. Smaller companies' stocks are 
often more volatile with less trading volume, but 
have rewarded investors over the long term. 

I always suggest investors have a diversified 
portfolio – typically combining growth and value 
sector allocations -  using managers with long-term 
track records of outperformance compared to the 
category they invest in and the risk taken (Alpha vs. 
Beta in investment terms) – not just raw returns. 

I avoid “dumb” index funds with no stock selection 
based on individual company outlooks, or ETF’s 
(only make sense for traders, not investors). For 
those seeking income or for the more conservative 
allocation in a diversified portfolio, I would suggest 
various bond alternatives, without the interest rate 
risk of many bonds at this point in the economic 
cycle. 
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