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The economy has been battered by short-term factors since early 2020, but this year long-
term fundamentals should re-assert themselves as the most important drivers of economic 
and fi nancial performance. Below are some of these factors and their likely impact on the year 
ahead:

COVID should have signifi cantly less infl uence on our lives a year from now than it does 
today.  Cases are at record highs, but the good news is that hospitalizations and deaths are 
not.

President Biden’s Build Back Better plan, which would increase entitlements and taxes, 
seems to have stalled. It’s still possible that a plan totaling $1.5 trillion or more will become 
law, but even that outcome is unlikely. More likely is no bill at all, or a much smaller version of 
the original. From a moderate politician’s perspective, voting in favor of tax hikes in an elec-
tion year is diffi  cult, and resistance will grow each week as the 2022 mid-terms approach.

The outcome of the mid-term elections could dramatically limit the Biden Adminis-
tration’s ability to accomplish much of its agenda in 2023-24. Given the history of mid-
term elections as well the election results in 2021 (New Jersey and Virginia), the most likely 
outcomes seem to be either a GOP Wave or a GOP Tsunami. Either would ensure no more 
tax increases and that all legislation would have to be bipartisan to pass, with gridlock being 
inevitable.

Excess demand from massive government spending will decline in 2022, while supply 
chains and employment should continue to recover. Business inventories are fi nally rising 
again (they need to do so after falling dramatically in 2020 and earlier in 2021) and it’s hard to 
imagine chipmakers not ramping up production to meet enormous demand.
The Federal Reserve should be busy this year. Three rate hikes have been suggested (25 basis 
points each) and the futures market for federal funds agrees. The question remains however 
whether Fed policymakers have the courage to follow through on such an ambitious plan. 
Given that the Biden Administration prefers a less aggressive approach, it is trying to pack the 
Fed with as many doves as it can. The most likely outcome is that the Fed will raise rates only 
twice this year.

Profi ts are at all-time highs. Remember however, that temporary and artifi cial government 
spending blowouts are a major contributor. Meanwhile, more jobs, lower unemployment, and 
lower participation could mean higher wages take a slice out of corporate earnings. Profi t 
growth of 10% or more in 2022 is expected, but this is well below what was seen in the previ-
ous year.
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Lastly, several geopolitical wildcards exist. Will China invade Taiwan? Will Russia invade 
Ukraine? The former is very unlikely, but the latter is harder to call. Either scenario could cause 
a temporary sell-off  in markets, but neither would change the underlying fundamentals.
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