
 

2021 Market Review & 2022 Outlook 

2021 Economic & Market Review/Comments 

The previous year was marred by political turmoil, the continuing COVID pandemic, 
broad Chinese government crackdowns, and the highest inflation rates in more than 35 
years. Despite these challenges, the resilience of America and our robust economy shined 
brightly as corporate earnings, unemployment, consumer spending, and the financial 
markets experienced historic recoveries from the 2020 recession.  

Corporate earnings (S&P500) surged by more than 60% to a record high, unemployment 
dropped from 6.7% in December 2020 to 3.9% as of December 2021, and consumer 
spending increased by about 15% to an all time high of $16.4 trillion. The global stock 
and real estate markets responded to these metrics with a 18.8% stock return (measured 
by the ACWI) while real estate was a top-performing asset, up anywhere from 20% to 
30% depending on geography and property type.  

Select 2021 Asset Class Returns 
Pipeline Companies (TPYP)  + 33.7% 
Alternative Lending (LENDX) + 30.1% 
US Large Cap Stocks (IVV)  + 28.8% 
Private Equity (PIIVX) + 24.1% 
Private Real Estate (TIPWX)   + 21.9% 
US Small Cap Stocks (IJR)  + 14.5% 
Diversified Private Credit (NICHX) + 12.3% 
Foreign Developed Stocks (IEFA)  + 11.1% 
Middle Market Lending (CCLFX)   + 10.3% 
Diversified Real Assets (VCRRX)  + 9.1% 
High Yield Bonds (HYG)  + 4.1% 
Municipal Bonds (MUB)  + 1.3% 
Insurance Securities (XILSX/SHRMX) + 0.0% 
Emerging Market Stocks (IEMG)  - 0.6% 
Investment Grade Bonds (LQD)     - 1.7% 
Intermediate Treasury Bonds (IEF)  - 3.2% 

       *GPB, Mosaic, KKR, & Blackstone performance discussed in detail on page 6/7 



Despite the great performance of US stocks, real estate, and alternatives there were a few 
significant laggards during 2021. Not surprisingly with interest rates rising from record 
lows, almost all bonds were near breakeven or had negative returns on the year. 
Traphagen did take proactive action with our bond allocation and has not held any 
material high quality bond exposure for some time.  

Another notable occurrence was the performance difference between US and foreign 
stocks (especially emerging markets). While US Large Cap stocks returned 28.8% for the 
year, foreign developed stocks significantly lagged with a 11.1% return. The real story 
was emerging markets/China, which actually suffered a small loss for the year. This 
historic return differential of around 30% was caused by much more draconian economic 
and societal regulations related to COVID, an abrupt and severe pivot by the Chinese 
government back towards a closed and authoritarian regime, and less government 
stimulus. Over the past 4 years we have been reducing foreign stock exposure and by 
mid-2021 we held no emerging market stocks and only around 5% in foreign developed.  

The only alternative investment we hold with less than a + 9% return for the year were 
insurance linked securities. These ended the year with a near breakeven return due to 
Hurricane Ida, European floods, the Texas freeze/winter storm, and US tornado 
outbreaks.  

Below: 2021 Comparison of US stock (red), Foreign Developed stock (Green), and 
Emerging Market stock (Purple) returns.  

One of the largest tactical investment decisions we made over the past several years was 
to reduce (and then more recently essentially eliminate) high quality bonds exposure and 
replace this allocation with our alternative/private investment suite. This was done to 
create a block of investments, which in aggregate, are no more volatile than bonds, have 
low or limited correlation to stocks, and have the ability to return 2 times or more than 



bonds over the long term. 2021 was a banner year for the strategy as this thesis played out 
in real time.   

Symbol 2021 Return Cash Yield
LENDX  + 30.1% 6.0%
BREIT  + 26.4% 4.7%
TIPWX  + 29.1% 5.2%
NICHX  + 12.3% 7.8%
CCLFX  + 10.4% 6.8%
VCRRX  + 9.1% 3.5%
SHRMX  + 1.7% 5.5%
XILSX - 1.4% 1.0%
AGG - 1.7% 1.9%

Insurance Securities
Insurance Securities

US Bond Aggregate Index

Asset Class
Consumer Lending

Private Real Estate Equity
Private Real Estate Equity
Private Diversified Credit
Middle Market Lending

Infratructure/Farmland/Timber

 

Above: Summary of core Traphagen private/alternative suite investment returns vs. bond aggregate 
(2021).  

In aggregate the above suite of alternative/private investments returned between + 11% 
and + 12.5% in 2021 (depending on the exact allocation of each client) vs. the -1.7% 
return for the bond aggregate. This replacement of bonds with alternatives added 
roughly 5% of additional return for a ‘balanced’ client portfolio in 2021. This 
differential will lessen for more aggressive clients (with a normally lower bond 
allocation) and increase for more conservative portfolios. Our long-term target 
performance differential (between bonds and alternatives) would be 1% to 2% per year, 
and even at those levels the impact on a retirement plan is extremely important.  

Major Issues That impacted the markets & client portfolios in 2021:  

Strong Economic Recovery from 2020 Recession: Starting in mid/late 2020 and 
continuing through all of 2021 the recovery from the COVID sparked recession was both 
impressive in terms of magnitude and speed. Unemployment dropped from over 14% in 
mid-2020 to just 3.9% in December 2021, oil responded to increasing demand by rising 
from an average price of $35 or so in 2020 to near $84/barrel currently. Consumers 
returned to traveling and spending on good/services with a vengeance, which along with 
efficiency improvements due to technology, brought SP500 earnings to all-time record 
levels. Although still marred by several COVID waves, 2021 experienced one of the most 
impressive recoveries in the past 50 years and the US stock and real estate markets 
certainly responded with over 20% returns.  



Above: Chart of US Pre-Tax Corporate Earnings 2011-2021 

Continued Historic FED Support & Stimulus:  After providing an enormous amount 
of fiscal and monetary stimulus in 2020, the FED continued to expand the balance sheet 
(adding liquidity and a form of stimulus to the markets), kept rates near 0% for the year, 
and additional stimulative legislation was passed in the form of the bipartisan 
infrastructure bill. Additional monies also continued to flow to individuals and businesses 
through most of the year from prior stimulus packages that totaled in the trillions of 
dollars.  

 

Above: Chart of US Money Supply (amount of USD circulation); the money supply 
increased around $1.9 Trillion within 2021. 

One of the biggest questions going forward into 2022 is what actions the FED will take to 
‘normalize’ rate policy in order to tamp down inflation. As of now the market is 
expecting 3- 4 rate hikes within the year along with an actual reduction of balance sheet 
assets. The combination of these actions (if actually enacted) would be quite impactful 



for interest rate sensitive assets like technology/growth stocks, speculative investments, 
and most bonds. Actual FED actions and their communication to the markets will be the 
most important determinates of financial market returns through this year in our opinion. 
Traphagen will be very sensitive to FED policy changes/likely market impacts and will 
make portfolio changes if we feel it warranted through the year.  

Increased Inflation and Future Expectations: Inflation was and continues to be a 
cornerstone issue for FED policy makers, financial markets, investors, and consumers 
alike. Inflation (measured by CPI) is likely to record its highest year over year increase 
(roughly 7%) at this cycle’s peak since the early 1980s. After more than a year of the 
FED suggesting this is a ‘transitory’ spike, in late 2021 they made a hard pivot in their 
communication and began to suggest 2022 will be a year of inflation fighting. This would 
include 3 – 4 rate hikes along with not only a stoppage of asset purchases, but the 
beginning of their balance sheet reduction. If these actions do take place over a relatively 
short amount of time, it will certainly increase market volatility and make sector specific 
investing and defense very important. In addition to the base ‘CPI’ inflation measure 
consumers have felt even higher inflation when it comes to energy/oil (up 58% year over 
year), used cars (up 40% year over year) and housing/rent costs (up 21% year over year). 
Traphagen has and will continue to invest with this inflation reality in mind, however it is 
our opinion over the next several years it will come down materially along with slowing 
growth.  

Below: 20-year chart of year over year CPI increase rate (7% latest reading; highest in 
period) 

 

Passage of the Infrastructure Bill and lack of other significant legislation: It is 
noteworthy that a bipartisan infrastructure did pass late in 2021 and this will help certain 
industries over the next decade. This bill provides around $1T - $1.5T in funds to 



improve the electric grid, clean energy initiatives, communications, and some 
physical/construction plays. We have made some specific investments directly in these 
sectors; ECOIX (an electrical grid, utility, and clean energy play) and SRVR, a 
5G/communication infrastructure investment. In addition to the legislation that did pass, 
just as important was the legislation that did not.  

As somewhat of a surprise to most investors it appears there will be no broad sweeping 
corporate tax or individual/capital gains hikes. This is important in terms of projecting 
SP500 earnings in future as higher taxes would of course depress net earnings. On the 
individual side, the lack of capital gains and income tax hikes will also limit the amount 
of forced or strategic selling of stocks and other assets.  

Traphagen 2021 Portfolio Comments  

Overall, 2021 was a great year for the majority of risk assets and almost all 
alternative/private investments. Below you will find securities introduced within 2021, a 
brief description, and their current cash yields. For the most part, these were included into 
the portfolio to diversify away from speculative technology, replace bonds with higher 
returning/low volatility assets, and guard against inflation.  

Below: List of new investments made within 2021 

Security/Description Cash Yield 

PIIVX: Well Diversified Pre-IPO Private Equity Fund 0.5% 

NICHX: Diversified Private Credit (Litigation Finance, Royalties) 8.0% 

SHRMX: Majority Cat Bond Insurance Fund 6.0% 

AVUS: Broad US Large Cap Accounting Adjustment/Value Fund 1.2% 

ECOIX: Clean Energy/Electricity Generation/Utility Fund 2.8% 

GDLC: Bitcoin, Ethereum, & Digital Asset ‘Index’ Like Fund 0.0% 

 
Both SHRMX and NICHX were added as bond substitutes early last year. With bonds 
returning between -1.5% and -3.0% in 2021, these two securities (especially NICHX) 
provided good absolute returns and very favorable relative returns vs. traditional bonds. 
Client returns generally are in the 1% to 6% range since purchase.  



We added AVUS and PIIVX as compliments to our overall equity allocation in early and 
mid-2021 respectively. AVUS is a unique security where it digs into the financial 
statements of all companies it invests and adjusts certain metrics to better reflect true 
balance sheet and income statement quality. In addition, it balances profitability, growth, 
and value in a much different way than the broad index. PIIVX is an investment in the 
private equity markets and the eventual liquidity events for these companies (IPOs, etc.). 
PIIVX did quite well with a 24% return during the year, taking advantage of several IPOs 
of their portfolio companies. Both of these securities outperformed the ACWI (global 
stock market index) materially in 2021. The majority of client returns are in the 7% to 
13% range within PIIVX since our July purchase.  

ECOIX was our more conservative investment into the clean energy, utility, and 
infrastructure space. Although absolute returns were somewhat disappointing at + 3.6%, 
in a very tough year for the industry (clean energy index returned - 24% in 2021), the 
defensive nature of the fund was apparent. We plan to add some additional allocation to 
the fund in 2022 as we still think the combination of a continued trend to higher 
electricity usage, EV vehicles, clean energy, and government support will be a great 
tailwind to support high single digit earnings growth and a near 3% dividend.  

Lastly, for our more aggressive clients, we did allocate a small amount of funds to 
Bitcoin, Ethereum, and other digital assets for the first time between late 2020 and late 
2021. GDLC is a security that holds an ‘index’ of several digital assets. Depending on the 
timing of purchase actual client returns will vary from large gains to losses. This is an 
extremely volatile asset class, but digital assets are growing rapidly and becoming more 
important in the fields of finance, store of value/medium of payment, art, marketing, 
gaming, asset securitization, and social media.  

In addition to the securities we added, just as important is an example of one we 
eliminated last year. In response to significant overvaluation, high concentration risk, and 
increasing inflation we decided to sell our ‘ARKK/ARKG’ (disruptive technology ETFs). 
This was just one example of a trade we made within portfolios to hedge against higher 
inflation and valuation risk. This avoided a 30% - 40% loss and locked in material gains. 



 

Above: ‘ARKK’ Chart 1/1/2020 – Current; Traphagen buys (1st box) and sales (2nd box) 

Private Investment Update (for $1M+ Traphagen/Accredited clients only) 

Private Equity (GPB Fund II): GPB Fund II ended 2021 on an extremely positive note. 
GPB released an updated fund value as of 9/30/2021 and compared to the current fund 
mark reflected on statements, this new value reflects a 36.6% increase (this will be 
reflected in performance within 2022). The increase was both due to an increase in 
valuations of the remaining operating divisions (Energy and Healthcare/IT) and the 
successful sales of the auto and physical therapy divisions. The auto division was sold at 
a roughly 80% gain with the physical therapy sale garnering a 100% profit. As of 9/30/21 
our clients are now up between 19% and 22% on the fund since purchase. A large 
cash dividend/distribution will be received by investors from this fund in early or mid-
2022. GPB continues work to maximize value for investors through the management and 
eventual hopeful sale of the Energy and healthcare/IT divisions.  

Private Real Estate Credit (Mosaic): Since purchase, Mosaic has not returned a 
negative quarter and has averaged roughly an 8.8% yearly net return.  We estimate 2021 
returns to be between 7% and 8.5% (we await final Q4 numbers) and as previously 
announced, 2021 will be the last year Mosaic will be an independent company. Mosaic 
agreed to be acquired by Ready Corp (NYSE:RC) for a small premium in the form of two 
RC securities. One year after official deal close, the vast majority of the position will be 
held in the form of ‘RC’ common shares and able to be sold on the public stock market. 
The other component will be held up to 3 years. On both components ‘RC’ investors will 
earn the dividend (currently ~10.5%/yr.). In the near future we will make the decision to 
retain ownership in the new merged company or sell our position when our shares 
unlock. As we near the actual merger event (likely sometime in March) we will send out 
a special update to Mosaic investors.  

Private Equity (I-Capital KKR Private Equity Fund): This well diversified private 
equity fund was one of our best performers in 2021. We are still awaiting December 



returns, but through November 2021 the fund returned just over 30% net of fees. The 
combination of generally very favorable private markets and several successful IPOs 
helped lead KKR to its best year since inception.  

Private Real Estate Equity (Blackstone BREIT): After being one of only a few bright 
spots in 2020 for real estate, 2021 was another standout year for the fund. Over the long 
term Traphagen looks for 4.5% or so in rental income plus 2% to 4% in appreciation per 
year from this well diversified residential and industrial/warehouse fund. Through 
November of last year, BREIT vastly surpassed those targets returning + 26.4% net of 
fees as real estate across the country benefited from lack of supply, high demand, and low 
rates.  

2022 Portfolio & Economic Commentary 

Although there are always many factors that impact the financial markets and assets, we 
believe 2022 will be dominated by what the FED says and what actions they take in 
response to high inflation. As we have seen over the past 1-2 months, mere words impact 
the markets immensely and Traphagen thinks the amount of rate hikes, long term rate 
levels, FED communication changes, and balance sheet shifts will be the largest factors 
for 2022 asset class returns. We have made changes and positioned portfolios for this 
reality.    

2022 Portfolio Changes  
Increase in allocation to cell towers/data centers 

Decrease in allocation to oil/gas pipelines 
Shift to a more defensive technology allocation 

Increase in allocation to clean energy/utility stocks 
Slight Increase in allocation to insurance liked securities 

Initiate biotech overweight/increase healthcare allocation 
Initiate allocation to small cap value companies  

 

The above changes take many factors into account with an added emphasis on the likely 
FED policy tightening/rising rates, elevated inflation, slowing economic growth, 
somewhat elevated stock valuations, low bond yields, and opportunities in prior lagging 
sectors with bright long- term futures.  

The economic and market outlook for 2022 is more complicated than 2021. There are 
several cross currents which on the positive side include very low unemployment, likely 
lessening impacts caused by the COVID pandemic, robust consumer spending, healthy 



corporate earnings, and still very low interest rates. On the flip side many stock 
valuations remain elevated, growth looks to slow materially, inflation is high, and most 
importantly the FED is communicating a desire to tighten monetary policy. In addition, 
we do not have the historic fiscal spending/stimulus we enjoyed in 2020 and 2021.  

When we sift through all these themes, we see a more volatile year for stocks and risk 
assets along with more muted returns. This said, given that cash still yields near 0% and 
high-quality bonds only yield 1% - 2.5% (well below inflation), investors need to stay 
invested in a diversified portfolio to generate meaningful income and at least keep pace 
with inflation. We view a portfolio comprised of reasonably priced dividend stocks, 
sensible growth investments, real estate, and our broad suite of alternative/private 
investments as a great solution for our investors. This combination of securities (varying 
in percentage allocation by risk tolerance) should generate cash flows of 2% to 3% along 
with reasonable long-term capital growth.  

Below we have highlighted what we feel are the major risks for the markets in 2022 

2022 Stock Market/Economic Risks 
Aggressive FED tightening / FED policy error 

Elevated stock valuations  
Sustained oil prices above $100 & higher overall inflation 

Higher long term interest rates (2.5% or more) 
 
We are positioning the portfolios for a continued overall favorable market/economic 
backdrop with the acknowledgement that due to FED policy changes there will be 
increased volatility and likely lower overall returns.  This is being accomplished by way 
of limited/no exposure to high quality bonds which have little return potential and higher 
rate risk, a large allocation to alternative/private investments which can return 5% to 6% 
regardless of rates or stock market returns, inflation hedges including infrastructure and 
energy investments, and more selective/defensive stock investments.  

Our Traphagen Recession Index (TRI) is currently in an uptrend from very low levels but 
still quite muted with the most recent metric at 28.3%. This metric is interpreted as the 
chance of a recession within the next 12 months. If and when this reaches 40%+ we 
would look to take some more defensive action, but we are still far from those levels as 
we compose this update. If interested, clients can always access the TRI here: 

https://tfgllc.com/wealth-management/traphagen-recession-index 

https://tfgllc.com/wealth-management/traphagen-recession-index


As we enter 2022 we look forward to new opportunities and prepare for some new 
challenges. We certainly hope this is the year we can put the COVID pandemic largely 
behind us and continue our journey to get closer and closer to what we knew as ‘normal 
life’. We hope all our clients the best in terms of health and happiness as we navigate 
through the most recent Omicron surge and look forward to a better and warmer spring 
season. As always, we appreciate the trust you have placed with us and we never forget 
the responsibility that comes with it.  

Best regards, 

Your Traphagen Investment Team 


