
1

Outlook
COVID-19 continued to dominate market behavior in 2021, with vaccine 
rollouts and strong earnings growth contrasting with new variants 
and increased inflation.  Fortunately, vaccinations and booster shots 
have proven effective at preventing disease, and breakthrough cases 
for Omicron appear to be mild.  We expect the impact of the virus to 
lessen over time as businesses and workers adapt.  Our focus now shifts 
away from the pandemic and towards inflation, government policy, and 
profitability.

Consumer prices rose significantly in 2021, driven by a combination of 
high consumer spending and supply shortages.  A spike in volatile oil 
prices also boosted headline inflation.  We continue to believe inflation 
will be transitory as core inflationary pressures are concentrated on a few 
supply-constrained categories.  Per Goldman Sachs (chart below), these 
should subside through 2022 and possibly reverse in 2023.

Still, the Federal Reserve turned hawkish at the end of 2021, as inflation 
has proven more persistent than expected and the labor market 
rapidly improved.  Tapering was accelerated by $30B per month, likely 
ending quantitative easing around March 2022.  As of January 5th, the 
CME FedWatch Tool indicates there is roughly a 55% chance of 3 rate 
hikes by the end of 2022.  Some context is appropriate, as the pre-
pandemic Fed Funds rate was above 2% in 2019.  Even three hikes would 
remain far below that level.  Policy makers will need to be cautious of 
overtightening, as both inflation and growth are expected to moderate 
in the 2nd half of 2022.  This will likely be a source of volatility for capital 
markets.

While economic growth slowed in autumn of 2021, it re-accelerated at 
the end of the year, and we expect that momentum to continue into 

2022.  Real GDP looks set to exceed the pre-pandemic growth path and 
reduced fiscal and monetary support should bring economic growth 
back to a long-term trend of roughly 2%, still supportive of risk assets.  
While it is unlikely the S&P 500 will duplicate another 20%+ annual return, 
positive single digits seem reasonable.  Corporate earnings were stellar 
in 2021, and we expect continued earnings growth in 2022 at a more 
modest pace.  For fixed income, we will likely see rates on the short-end 
continue to rise with a subsequent flattening of the yield.  The 10-year 
Treasury ended 2021 at 1.52%, and UBS forecasts a rise to 2% by the end 
of 2022.

Risks to economic growth include sustained supply chain disruptions, 
elevated energy prices, and higher wages being passed through to 
consumer prices, leading to weaker demand.  Central banks could also 
overreact to elevated inflation and tighten too early, too quickly, or too 
aggressively.  In addition, Omicron has shown that COVID-19 can resurge 
from new variants.  

In total, we are supportive of equities.  Low rates, low yields, and tight 
spreads create a challenging environment for fixed income.  Tighter 
monetary policy generally favors Value over Growth.  However, given 
higher expected volatility and lessening policy support, it may be more 
prudent to select certain sectors within Growth and Value, rather than 
overweight a style.  Financials should benefit modestly from higher 
rates, while technology and communication services will likely continue 
to produce profits.  We remain optimistic for continued growth in the 
months ahead and we wish everyone a happy and healthy new year.
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Strategist Commentary
JPMorgan – Tactical Aggressive & 
Moderate Strategies
The global economic recovery continues to unfold 
with healthy household and corporate balance sheets, 
pent-up consumer demand, and a powerful rebound in 
earnings. While the pace of growth will likely slow in 2022, 
we continue to expect above trend global growth and 
therefore maintain a pro-risk tilt across our portfolios.

Within equity, we continue to prefer cyclical equity markets 
that tend to outperform as the economy strengthens. 
However, as more business cycle indicators begin to migrate 
from early to mid-cycle, we look to revisit the sizing of our 
active tilts within portfolios. We trimmed our exposure 
to U.S. small/mid cap and REITs to fund an increase in 
core bonds. This trade modestly reduces our stock-bond 
exposure while allowing us to take profits.

Within fixed income, we remain underweight duration 
and continue to prefer extended credit markets that offer 
attractive carry, such as securitized credit and high yield. 
However, with interest rates rising meaningfully over the last 
year, core bonds look more attractive at these levels.  
To that end, we took profits in our duration underweight 
by adding back to core bonds, which we funded from a 
reduction in equities.
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Fidelity – Equity Sector Strategy:
While the U.S. remains in a mid-cycle recovery phase, we 
have observed increased late-cycle indicators including 
signs of peaking economic growth, a tightening labor 
market, and inflation.   Despite showing signs of peaking, 
activity levels and fundamentals in the U.S. remain 
strong.  Consumers have solid balance sheets and good 
employment prospects, banks are well capitalized and have 
high lending capacity, and corporates have seen faster-than-
typical earnings recoveries and enjoy benign borrowing 
conditions at low rates.    

 The Fed continues to walk a tightrope as it’s trying to 
manage inflation without destabilizing the economic 
recovery.  With Omicron presenting risks to the economic 
recovery and the normalization of supply chains, it’s 
becoming increasingly difficult for the Fed to balance 
these two risks. However, very early indications are that the 
omicron strain might not be as deadly as its predecessors.

 While maintaining exposure to equity sectors that perform 
well in a sustained economic recovery environment, we 
adjusted the model portfolio to benefit from a period of 
potentially higher inflation, which has been typical of  
late-cycle environments.  Most notably, we have added 
exposure to the Energy and Utilities sectors and increased 
the existing Materials and Healthcare exposure, as these 
sectors have fared well in prior late-cycle environments.  The 
portfolio will now be overweight all 4 of these sectors vs the 
Russell 3000 benchmark.  
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 The portfolio remains overweight Industrials as Industrials 
have also performed well in prior mid-cycle environments. 
We reduced exposure to Information Technology and 
Consumer Discretionary sectors, which tend to lag other 
sectors as the economic recovery reaches a more mature 
and eventually decelerating state.

Has anything happened we should know about? If there are any changes in your financial situation, investment objectives or specific restrictions, 
please contact your Investment Advisor or The Pacific Financial Group, Inc. It is critical to the achievement of your investment goals and the 
success of our relationship to discuss any changes in your financial needs.

Our clients receive quarterly performance on their accounts. For performance on any of our strategies, please contact your Investment Advisor. 

The information provided herein is the opinion of The Pacific Financial Group (“TPFG”), a registered investment adviser, and may change without notice at the discretion of TPFG. Market Data is as of the time period noted and 
TPFG makes no warranties as to the accuracy of the information or any representations made or implied at any time given. The information should not be construed or interpreted as an offer or solicitation to purchase or sell a 
financial instrument or service. The information is for informational purposes only and should not be relied on or deemed the provision of tax, legal, accounting, or investment advice. Past performance is not a guarantee of 
future results. All investments contain risks to include the total loss of invested principal. Diversification does not protect against the risk of loss. Fidelity and JP Morgan are a registered trademark and not affiliated with TPFG.
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