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Hello 2022 -  Goodbye COVID (We Hope) 
2021 was a year of rebound and recovery; 
2022 is likely to be a year of moderation for 
economic growth, inflation, and investment 
returns. While the S&P500 Index had a great 
return, if we look under the hood  many stocks 
did not do nearly as well. Some of the best 
2020 stocks fell the most in 2021.  

The S&P500 Index is capital weighted, so the 
largest companies influence the index the 
most. SeekingAlpha points out on 12/13/2021: 
The top five stocks in the index had a 67.2% 
average return. However, further enhancing 
the Index’s overall return, the top performing 
10 stocks had an average return of 158.3%. 
These were offset by large losers - especially 
companies hurt by the return of the COVID.  

The stock market hasn’t been this stomach-
churning in December since 2018, reports 
marketwatch.com.  While nothing is assured, the 
outlook for 2022 from many analysts seems 
positive. 

They believe that US stocks will post their fourth 
consecutive year of positive returns in 2022 — maybe 
low double digits that is more in line with the long-term 
average returns. With higher interest rates, the outlook 
for bonds is negative after about 30 years of modest 
positive returns fueled by declining interest rates. While 
many foreign markets are a lot less pricey, the US 
market seems to have the most favorable expectations. 
"Americans stashed away $2.7 trillion in excess savings 
over the pandemic. That's a lot of money," says Mark 
Zandi on NPR 12/28/2021. 

The current high inflation after being spoiled by about 
a decade of low inflation is expected to moderate. 
CPI was up 1.4% in 2020 before surging to about 

6.8% in 2021. During the 2010's inflation (CPI) only 
averaged 1.8%/year compared to the 1970s 
average of a whopping 7.4%/year (source: Dept of Labor). 

Developed economies have spare capacity, 
households are sitting on accumulated savings 
from the pandemic lockdown, and central banks are 
planning to remove accommodation only gradually. 
2021 Christmas holiday retail spending rose 8.5% 

compared with a year ago, according to Mastercard 
SpendingPulse. This was the biggest annual 
increase in 17 years. 

Some price pressures were to be expected as 
uneven re-openings from lockdowns disrupted 
supply chains. The rise in energy prices and the 
impact of the semiconductor-chip shortage on 
motor vehicle prices has played a significant role in 
pushing up inflation. 

While bottlenecks in the goods-producing sectors 
are showing signs of some easing, labor supply 
remains tight and can lead to inflation pressures. 
This can be good for corporate pricing power and 
increased profit margins (S&P500 companies 
reached all-time high profit margins of 13% in 2021 
vs. 9% in 2020),  but bad for fixed income and many 
lower income folks. 

There is also uncertainty around wages and labor 
supply. Workers have been slow to rejoin the labor 
force due to a combination of generous lockdown 
payments, inadequate childcare and school 
closures that have affected working parents, and 
early retirement among those over 50. Lower 
immigration has also created labor shortfalls. 

1/5/2022 News: ADP Private Payrolls Top 
Projections. Private sector jobs growth accelerated 
in December. Private payrolls expanded by 807K 
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per ADP Research, more than double consensus 
expectations (+400K). 

Going into 2022 many corporations are 
experiencing record earnings, as higher costs are 
being passed on to the consumer. Corporate 
executives are being correspondingly rewarded. 
Investmentweek reported in December 2021, the 
latest 2020 CEO data showed their pay soared to 
an average of $15.3m. According to Equilar, the top 
10 ranged from about $32m to $211m. 

The Economic Policy Institute estimates that CEO 
compensation has grown 1,322% since 1978, while 
typical worker compensation has risen just 18%.  

Overall, consumers are flush with savings and 
anxious to spend, especially for travel and 
entertainment when they feel safe to do so. 

As Jefferies reports, "Growth – Real and Nominal – 
is not likely to be a problem in 2022 as the US 
consumer, corporate, government, and possibly the 
banks unleash their spending." 

On the negative side the income gap continues to 
widen, with US individuals having some of the 
lowest marginal tax rates in the world on highest 
income brackets - as well as in US history. In 
addition, inheritances are largely tax free with 
forgiven capital gains, unlike in much of the rest of 
the world. 

As I have mentioned in the past, when I was with 
the large CPA firms’ tax departments it was great to 
have earned income of at least $52,000 (today with 
inflation that is more like $200k+) since it would 
qualify for the "max tax" rate of 50%. Unearned 
income was taxed up to 70%. We had a strong 
economy and good stock market growth in most of 
those years. That was also when I bought my first 
home - a 3BR rambler in a nice suburb of 
Minneapolis for $28,000. 

In general, the outlook for 2022 seems to be: 
Continued double-digit earnings growth. 

Slowly rising but still historically low interest rates. 

Lower inflation especially in the 2ND half of 2022. 

Best guess of market opportunities: Continued 
battle between the very pricey high-tech growth 
stocks vs. long underperforming, undervalued, 
"boring" value stocks. We had a big rotation from 
growth to value a few times in 2021. Within growth 
stocks, wide disparity was often based on the 
COVID recovery outlook. Russell Investments 
says, "Above-trend growth and higher long-term 
interest rates favor cyclical and value stocks over 
technology and growth stocks." 

Historically with an outlook of slower growth rates, 
higher inflation and interest rates, value stocks and 
more nimble smaller companies often lead. I 
continue to suggest a balance of both high-quality 
value and growth stocks with investment managers 
having superior long-term records of 
outperformance vs. risk taken. 

Cheaper Stocks Boost S&P 500’s Prospects in 
New Year 
The Wall Street Journal 1/2/2022 Summary: 
Investors banking on a roaring bull market in U.S. 
stocks in 2022 are enjoying the company of an 
unexpected ally: valuations.  

Stocks are cheaper than they were a year ago: The 
S&P is trading at 21 times analysts’ projected 
earnings over the next 12 months, down from 22.8 
times at the end of 2020. 

Lower valuations, together with an expanding 
economy and ultralow interest rates, help explain 
why most Wall Street forecasters predict the S&P 
500 will continue to rise in 2022, even as the 
Federal Reserve prepares to raise interest rates for 
the first time since the pandemic struck. Goldman 
Sachs, RBC, Wells Fargo, Credit Suisse, and 
others predict the S&P 500 will rise between 6% 
and 11%. 

“What else are you going to do? Putting money into 
bonds is dead money,” said Scott Ladner, chief 
investment officer at Horizon Investments. “Your 
best case is getting money into the stock market, 
where there is earning power.”  
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