
After vaccines offered an optimistic 
start to 2021, equity markets around the 
globe battled concerns surrounding the 
ongoing COVID-19 pandemic, supply 
chain problems, and inflation for most of 
the year. Despite these headwinds, US 
stock posted strong returns, outpacing 
foreign equities and continuing a streak 
of outperformance. Posting double digit 
gains, the S&P 500 closed 2021 slightly 
less expensive than it started the year on 
a valuation basis, with corporate earnings 
rising even more than stock prices.

Within the US, the dominance of growth 
stocks moderated, with growth and value 
stocks delivering similar gains. Worries 
about persistent inflation weighed more 
heavily on growth companies. Inflation in 
the US rose to a level not seen in almost 
40 years, with the Consumer Price Index 
up 6.7% in 2021. In spite of this, the US 
economy and companies appear healthy 
with unemployment falling, plentiful job 
openings and wages rising, along with 
higher corporate revenues and profit 

margins. This is due in large part to the 
sizable fiscal and monetary stimulus the 
US employed over the past 18 months, 
which is expected to be less generous in 
the year ahead.   

Outside of the US, gains were lower and 
less consistent, and developed equity 
markets significantly outperformed 
emerging markets. The MSCI Emerging 
Markets Index was down -2.5% for the 
year, with challenges in countries such 
as China and Brazil weighing heavily on 
performance. There were a multitude of 
underlying factors causing the disparity, 
however, at the close of the year, foreign 
equities were significantly undervalued 
relative to US stocks, and in many ways 
potentially poised for recovery.

The bond market ended 2021 in negative 
territory, and most bond yields remained 
below inflation. Bond investors have been 
weighing expectations for higher inflation 
and interest rates, against the economic 
risks posed by the ongoing pandemic. 

The 10-year US Treasury yield experienced 
a fairly volatile 2021, beginning at 0.9% 
and rising as high as 1.75% in March 
2021, before closing the year at 1.5%. The 
Federal Reserve, along with most global 
central banks, began to shift its policy 
toward less monetary support and is now 
expected to raise interest rates in 2022, 
putting more pressure on bonds in the 
upcoming year. 
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PANDEMIC CURVEBALL- Making 
predictions about the COVID-19 
pandemic seems foolish after the past 
couple of years. As this is being written, 
the Omicron variant is rapidly sweeping 
across the globe. While we don’t foresee 
a return to lockdowns such as in the 
spring of 2020, the pandemic will likely 
still impact the economy and markets on 
its way to becoming an endemic disease. 

LESS STIMULUS- The “Build Back 
Better” legislation got stuck in Congress 
in 2021, and the outlook is not 
promising, with gridlock likely to persist 

in a mid-term election year. Without 
the passage of further legislation, 
economic stimulus will be much lower in 
2022, which could dampen consumer 
spending and slow growth.

HAWKISH FEDERAL RESERVE- The Fed 
has already started pulling back on its 
monetary support, and indicated that it 
will raise interest rates in 2022. The Fed 
will attempt to strike a balance between 
slowing the economy enough to keep 
inflation in check but not so much that it 
will cause a recession.

CONTINUED ON REVERSE SIDE 

Here are a few things 
we are keeping an eye on 
that could impact financial 
markets in 2022.



FIXED INCOME — Bond returns could struggle in the year ahead, with yields today generally below inflation (a negative “real return”), 
coupled with the potential for rising interest rates to erode bond prices. On the other hand, when equity markets fall, bonds can offer 
stability in portfolios and are a critical component of a risk managed strategy. We continue to recommend slightly lower traditional fixed 
income exposure and a combination of bonds and alternative strategies to help manage both equity and interest rate risks.    

US EQUITIES — Returns on US stocks have been supported by high earnings growth, with earnings for S&P 500 companies 
up 34.5% in 2021. This momentum is anticipated to slow somewhat in 2022, with less economic stimulus fueling the fire, but still 
projected to remain above historical averages as supply chains normalize and pent-up demand is satisfied. While some stocks look 
expensive, reasonably valued stocks exist and there continues to be opportunities in US equities. We favor more selectivity and active 
management in this environment and a fairly equal balance of growth & value stocks. Growth companies can’t be ignored in a world 
focused on innovation. However, value stocks are cheaper, tend to be more cyclical, and should have more resilience against inflation. 

INTERNATIONAL EQUITIES — Foreign stocks look attractive for multiple reasons. The price/earnings valuation for the MSCI All 
Country World ex-US index is currently -33% lower than the S&P 500, plus the dividend yield on the foreign index is 1.6% higher. 
(JP Morgan, Dec 31, 2021) Earnings growth outside of the US is projected to be strong, and a weakening US Dollar has the potential to 
provide an added tailwind. Over the long run, valuations matter, and we see recovery opportunity in foreign stocks and favor a slightly 
higher allocation. Due to the uneven nature of foreign economies, particularly in a pandemic, we generally prefer active management in 
both developed and emerging markets.  
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and not necessarily those of Raymond James. The information has been obtained from sources considered to be reliable, but Raymond James does not guarantee that the foregoing material is 
accurate or complete. Investing involves risk and investors may incur a profit or a loss regardless of strategy selected. Prior to making an investment decision, please consult with your financial 
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guarantee against a loss. Individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which will affect actual investment performance. 
There is no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered 
representative of the U.S. stock market. The Dow Jones Industrial Average (DJIA), commonly known as “The Dow” is an index representing 30 stock of companies maintained and reviewed by the 
editors of the Wall Street Journal. MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance, 
excluding the United States & Canada. The EAFE consists of the country indices of 22 developed nations. The Barclays Capital Aggregate Bond Composite Index (BC Ttl Bond) measures investment 
grade, fixed-rate, taxable bond markets of roughly 6,000 SEC registered securities with intermediate maturities averaging approx. 10 years. The MSCI Emerging Markets is designed to measure equity 
market performance in 25 emerging market indices. The index’s three largest industries are materials, energy, and banks. This information is not intended as a solicitation or an offer to buy or sell any 
security referred to herein. International investing involves special risks, including currency fluctuations, differing financial accounting standards, and possible political and economic volatility. There 
are special risks associated with investing with bonds such as interest rate risk, market risk, call risk, prepayment risk, credit risk, reinvestment risk, and unique tax consequences. To learn more 
about these risks, please contact our office. Investing in emerging markets can be riskier than investing in well-established foreign markets. Investing involves risk and investors may incur a profit or a 
loss. Dividends are subject to change and are not guaranteed. Dividends must be authorized by a company’s board of directors. The NASDAQ composite is an unmanaged index of securities traded 
on the NASDAQ system. Bond prices and yields are subject to change based upon market conditions and availability. If bonds are sold prior to maturity, you may receive more or less than your initial 
investment. Holding bonds to term allows redemption at par value. There is an inverse relationship between interest rate movements and bond prices. Generally, when interest rates rise, bond prices 
fall and when interest rates fall, bond prices generally rise.
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OUR VIEW

SUPPLY CHAIN NORMALIZATION- We 
expect a game of catch-up in the supply 
chain, to clear the backlog of goods 
stuck in shipping limbo, replenish stock 
at retailers, and refill inventories in 
warehouses. Businesses should benefit 
all along the supply chain as the system 
returns to normal, however, there could 
be delays if the pandemic continues to 
impact trading partners, particularly in 
emerging markets such as China. 

STRONG LABOR MARKET- At the end of 
2021 there were 11 million job openings in 
the US and far less unemployed workers. 
Unemployment at 4.2% was well below 
its 50-year average of 6.3%, and wage 
growth at almost 6% well above its 50-year 
average of 4%. The US is experiencing a 
labor crunch, with the working population 
declining. Expect to see more dislocation 
in the job market as workers look to take 
advantage of their bargaining power, 
and a continuation of wage increases as 
employers compete for talent.   


