
Fig. 1: Equity Market Performance in 2021 Was Strong but Not Felt Equally Globally

TBG Outlook 2022

Welcome to TBG’s Outlook 2022. We’ll begin with an overview of 2021 economic and 
market performance followed by commentary on 2022 outlook and top themes.

2021 Recap:
Overall, 2021 was a strong reopening and recovery year 
with US GDP estimated to grow 5.6% in 2021 after a 
-3.4% contraction in 2020 per Bloomberg estimates. Over 
5% growth was quite strong and close to double the pace 
of about 2-3% growth over the prior 5 years. On a relative 
basis, US GDP growth outpaced Developing Economies 
(Europe, Japan, South Korea) which grew ~5% after a 
-4.5% contraction in 2020 while Emerging Economies 
grew 6% but only slightly above their historical pace of 
4-5% growth. 

This strong economic growth largely converted to profit 
growth in 2021 for large US-based companies. The S&P 
500 Index is forecasted to deliver about $200 in earnings 
per share (EPS) in 2021, about +40% growth off of 2020 

and about 30% higher than 2019’s pre-pandemic EPS of 
~$155 per share. This profit growth drove strong market 
performance, especially among US large companies, as 
represented by the S&P 500 which was up 28% in 2021 
(see Figure 1 – pricing history per Bloomberg). However, 
the recovery was not felt equally across all markets with 
the Russell 2000, US-based small and mid-cap 
companies, returning about 14% in 2021 after correcting 
~10% at the end of the year and the MSCI World ex US 
Index returning about 4% on a dollar basis (the US Dollar 
gained against most currencies in 2021 – the Euro lost 
about 7% of it’s value to the dollar in 2021 going from $1.22 
at the start of the year to $1.14 to finish). Volatility did not 
spare the crypto markets either where Bitcoin fell over 
30% at the end of the year, retracing meaningful gains.
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Amidst all these story lines, what worked well for us in 2021 was staying focused on company 
fundamentals. Specifically identifying companies that could surpass Wall Street estimates 
for 2021 as well as raise expectations for what the company can achieve in 2022. 

The volatility we spoke of above that particularly impacted 
higher growth areas like small cap stocks and crypto was 
caused by a number of issues we experienced in 2021. In 
late February and early March, we first felt the potential 
signs of inflation as the US Treasury Yields began spiking 
with the 10 Year Yield going from around 1% in January 
2021 to 1.75% by late March (it’s at about 1.9% now) 
before falling back to 1.2%. This March spike in US 
treasury rates coupled with a saga between “stay at 
home” stocks (companies that benefited from people 
being at home, example social media) and “re-opening” 
stocks, caused high-growth and technology valuations 
to begin to depress. Later in August and September, we 
saw the impacts of the Delta variant which proved more 
severe than many experts expected (see Figure 2 on 
Covid Cases). In late summer, supply shortages began to 
impact everything from semiconductor companies, to the 
car manufacturers they supply, to Nike sneakers. This 
supply shortage sparked more inflation concerns in 
November which ultimately led to a reversal in Federal 
Reserve policy as they fight to control inflation. And if that 
wasn’t enough, finally we ended the year with another 
variant in the form of Omicron which caused high 
infection rates but thankfully thus far less severe cases. 

What trends worked in 2021
As an example, Lowe’s Co., the home improvement 
store, entered 2021 with ~$160 share price and 
estimates to deliver about $9.00 in profit per share in 
2021, implying a Price to Earnings (P/E) valuation of 
approximately 16x. By the end of the year, the Company 
is on track to deliver $12.00 in profit per share and has a 
~$260 share price good for a 60+% return in 2021 (see 
Figure 3). While Lowe’s was especially cheap on 
valuation, we made successful investments in more 
expensive names in the semiconductor and software 
space that had valuations well above the broader 
market. The key was they beat revenue and profit 
expectations consistently through the year. 

New cases are clearly highly dependent  
on new variants

Equity valuations likely dependent on severity  
of cases which have been stabilizing

Fig. 2: US Daily Covid Cases vs. Covid Deaths — Market Likely to  
React to Severity of New Variants

Fig. 3: Lowe’s Home Improvement Profit per  
Share Estimates vs. Share Price Over Time
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2022 Outlook:
Inflation and the actions of the Federal Reserve have 
grabbed a significant share of media attention and will 
have an impact on 2022. When we began 2021, the 
Federal Reserve was purchasing in the open market 
$120Bn of US Treasury and Mortgage-Backed Securities a 
month, expanding their balance sheet from ~$4 Trillion 
before the pandemic to nearly $9 Trillion at the end of 2021 
(known as “quantitative easing” or “QE”). These purchases 
had the effect of lowering long term interest rates for 
things like mortgages and corporate bonds. However, 
as people and companies spent money, demand and 
prices rise causing inflation. 

The Federal Reserve has now signaled as of December 
2021, that they will not only stop purchasing securities 
(i.e. stop QE) but will also likely raise interest rates 
multiple times in 2022. Raising interest rates increases 
the “risk-free” rate or the money we all receive from 
cash balances sitting in the bank. 

Since January 2021, the interest rate of 
the 2-Year US Treasury has increased 
nearly tenfold from 0.1% to 1.0%. 

Raising the cash and government interest rates, has a 
mathematical effect of lowering equity valuations. To put 
it in practical terms, if mortgage rates rise, less people 
can afford the home (monthly payments are more 
expensive), so the price of the home can fall a bit. 
Similar dynamics can be felt in the global public markets 
where investors can now give more consideration to 
recent higher yields in fixed income over continuing to 
purchase stocks/equities. On the plus side, there are 
some offsets. For one, US interest rate changes tend not 
to correlate to next 12 month S&P 500 returns and in 
some cases returns can be positive (see Figure 4). 

While valuations have already compressed 10% for the 
S&P 500 from recent highs with small cap valuations 
down more than 30% from recent highs suggesting 
equity markets have started to price this in. In addition, 
cash interest rates being higher allows for consumers to 
earn more off their savings, a good thing for us.

Average Returns for Large-Capitalization Stocks1 
Six Months Before and the Year After 

Initial Increases in the Fed Funds Rate2 
1952 Through 2021

Fig. 4: Changes in UST Interest Rates Don’t Determine Equity  
Moves and Can Often be Positive

Source: Federal Reserve Board, Empirical Research Partners Analysis.
1 Capitalization-weighted data.
2 Includes 20 episodes.
3 Includes months of initial increase.
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As we look toward 2022, we are optimistic equities can 
stabilize and generate positive returns. While the Federal 
Reserve putting the breaks on the fast pace recovery has 
and will cause volatility, we believe there are several 
trends which can support equities. 

 The US consumer remains healthy with over $2 
Trillion in savings accumulated (see Figure 5). As 
Jamie Dimon, CEO of JP Morgan, was quoted on 
his company’s Q4 earnings release “The economy 
continues to do quite well despite headwinds 
related to the Omicron variant, inflation and supply 
chain bottlenecks. Credit continues to be healthy 
with exceptionally low net charge-offs, and we 
remain optimistic on U.S. economic growth as 
business sentiment is upbeat and consumers are 
benefiting from job and wage growth.”

 The US and global economy can continue to 
recover from the battle with Covid as there is 
meaningful demand for events, travel (both 
leisure and corporate), amongst others. The 
CEO of Delta Airlines, Ed Bastian, remarked on 
their Q4 earnings call in early January that “We 
remain confident in a strong spring and summer 
travel season, with significant pent-up demand 
for consumer and business travel, both 
domestically and internationally.”

 Infrastructure spend can continue to 
bolster economic growth with much needed 
spend in clean energy (including electric vehicle 
infrastructure) and telecommunication/technology 
(such as 5G and machine learning). (See Figure 6).

 Inflation headwinds can potentially ease as 
we pass through 2022. While inflation is an 
uncertain headline now, spikes began over the 
summer and picked up into the fall. It’s worth 
noting that these spikes were against softer 
demand trends in calendar 2020 due to Covid 
lockdowns. We anticipate that some, perhaps not 
all, of these areas can see easing increases as the 
law of large numbers suggest meaningful price 
increases on top of price increases harder to push.

Figure 6: Infrastructure Spend could be a Boon for the Whole Economy including Industrials & Energy

Infrastructure and Jobs Act spending

Fig. 5: Consumer Savings Balances Are Healthy and  
Well Above Pre Covid Levels
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TBG Investment Opportunities
With the recent market sell off in December and to start 
2022, we see several exciting investment opportunities. 
We will continue to retain exposure across sectors and 
investment factors. We believe that what is popular in 
the market now could shift as we get further into 2022. 
Inevitably there will be new stories (mid-term elections) 
and the economic recovery could be further along. 

We believe companies and sectors 
that can drive their own growth, rather 
than be fueled from macroeconomic 
tailwinds, need to be explored. 

Many of these companies and sectors have been 
punished by valuation trends as they are not yet large 
companies. Nevertheless, their underlying industry 
growth and demand drivers remain strong and we view 
recent entry points as much more attractive (see Figure 7). 
One area we’ve invested successfully in the past that we 
believe remains compelling is eCommerce. Valuations in 
this industry have compressed from about 7x Next 12 
Month’s Revenue at the start of 2021 to about 4x on 2023 
Revenue estimates, just above the S&P 500’s valuation of 

3x Revenue, despite growth estimates for the industry that 
remain north of 20%, over 3x the S&P 500’s revenue 
growth expectation of ~7%. Trends in eCommerce are 
underlined by continued shift of consumer trends as well 
as social media and the creator economy which pushes 
more buying decisions to our phones. In another example, 
we have identified a list of “tech-enabled” companies we 
believe could benefit from increasing costs. Many of these 
companies help consumers and enterprises save on costs 
from healthcare to hiring new employees to developing 
mobile apps. The adoption of their products is in some 
cases strengthening and yet their share prices have fallen 
sharply with the rest of technology. We are happy to 
discuss these potential opportunities in greater detail. 

As we enter 2022, we look forward to working with  
our clients to both invest for today while positioning  
for tomorrow. The duration of inflation and Federal 
Reserve actions remain highly debated points among 
experts with many different potential outcomes. Therefore, 
we will continue to retain exposure across sectors and 
investment factors and importantly, we will focus on 
company fundamentals as we have always done.

Source:  Bloomberg Consensus estimates
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Figure 7: Several Emerging Industries Have Robust Trends with Attractive Catalysts into 2022 & ‘23

Expected Industry Growth (‘21-23)

5               TBG Outlook 2022


