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2021 was a testament to economic resilience, and a year with 
no comparisons. Healthy economic and corporate earnings 
growth acted as a foundation under a market which was driven 
by chronic fears. Despite worries about the Covid-19 variants, 
inflation, higher interest rates, China, valuations, etc., every 
quarter corporate earnings surprised on the upside which 
brought investors back to the market after meaningful 
pullbacks. Prospects for higher interest rates leading to slower 
economic growth sparked a quick exodus from risky assets. 
Unprofitable technology firms and newly public companies 
without an earnings track record bore the brunt of selling, 
however, large, and established companies with strong balance 
sheets remained within 4% of their all-time highs. The S&P-
500 rallied 27%, roughly matching the increase in estimated 
earnings. In other words, the market has been driven by 
improving fundamentals. In particular, companies with pricing 
power maintained stable high margins, and outperformed. All 
11 sectors of the S&P-500 advanced with double digits, with 
energy, real estate, and info technology leading, and utilities, 
consumer staples, and industrials trailing. Microsoft, Apple, and 
Alphabet were the three biggest contributors to the S&P-500 
Index’s return. 
 
It is noteworthy that the surge in inflation had only a muted 
impact on markets. Yields on government bonds have been 
relatively subdued, with 10-year U.S. Treasury notes still at 
1.50% (1.80% pre-pandemic). Meanwhile equity markets 
reached new highs. 
 
Despite a cacophony of macroeconomic stress factors, the 
robust corporate earnings picture remains intact. S&P-500 
companies are expected to report a 19% increase in 4 Q profits 
(Bloomberg). 
 
In our opinion, being bearish is not warranted at this time. The 
key remains to be invested in top quality companies with strong 
balance sheets, and pricing power. 
 

 
 
Fixed income markets have generally performed poorly as 
interest rates were rising, partially offsetting interest income 
earned. According to Bloomberg bond indices, inflation 
protected treasury bonds (5.16%), high-yield corporate bonds 
(4.5%) and investment grade bonds (-1.1%) outperformed 

treasury bonds (-2.1%).  
 
Interest rates have increased the most among bonds with 
intermediate maturities. We, therefore, expect that this maturity 
segment will have less price sensitivity from further increases in 
interest rates compared to longer maturities, and thus provide 
more attractive yields. Furthermore, expected above average 
economic growth will bolster corporate balance sheets, and 
should lead to more credit rating upgrades. Default rates are likely 
to remain low. High-yield corporate bonds with shorter durations 
are, therefore, likely to benefit mostly from the economic 
rebound, and continue to outperform investment-grade bonds. 
We expect the yield of the 10-year treasury to reach 1.95% before 
year’s end. 
 

 
 
Supply and demand imbalances related to the pandemic, and the 
reopening of the economy, have continued to contribute to higher 
levels of inflation. Inflation is expected to remain elevated in 2022. 
It is unlikely to affect economic growth in the short term, if the 
Federal Reserve Bank stays on its slow-moving policy path of 
increasing policy rates gradually. Headline CPI inflation will have 
likely peaked at close to 7% in December due to a combination of 
base effects, as well as elevated energy and shelter prices.  
 
The Fed started to tighten monetary policy by reducing bond 
purchases and rising interest rates by 75 basis points in three 
steps starting in March. The Fed funds rate is projected to rise to 
0.875% by the end of 2022, to 1.625% by the end of 2023, and 
reach an average of 2.5% longer term.  
 
The most critical to the inflation outlook is the price of energy. 
The Energy Information Administration projects Brent crude oil 
prices to fall 14% in 2022, while electricity, and natural gas prices 
rise modestly. If so, headline CPI should fall to 2.1% in Q4 2022. 
 
Elevated CPI inflation continues to mainly reflect the inherent 
dislocations from the pandemic, and, in our opinion, is likely to 
normalize by 2H22. We expect a considerable drop in Q2 2022 as 
adverse base effects reverse, with an ultimate level of 2.8% by 
the end of the year. Despite the expected increase in interest 
rates, overall financial conditions remain accommodative, in part 
reflecting the Fed’s timely policy measures to support the 
economy, and the continuous flow of credit to U.S. households 
and businesses. 
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GDP is likely to have expanded by 7.2% in 2021 and grow at a 
brisk pace of 5.2% in 1H22, as households and businesses 
remain resilient in the the face of higher inflation. Growth is likely 
to slow to 2.7% in 2H, as the Fed will have begun to tighten 
interest rates. 
 
With progress on vaccinations, and strong policy support, the 
economy, and employment have been strengthening. The 
question remains, how can consumers, and businesses absorb the 
price increases? We believe they can in the short run. Households 
have $2.6 trillion in excess savings. Home values, and equity 
markets are near record highs providing a tremendous increase 
in wealth in the upper quintile households where services make 
up a larger share of the consumption basket. As the services 
account for 70% of consumption, this will provide a powerful 
support to growth, a process that has barely begun.  
 
With higher inflation, and labor shortages, businesses face rising 
wage costs which they have been so far absorbed by improving 
productivity. Productivity growth has trended up over the past 
four quarters, consistent with a typical post-recession pattern.  
 
 

 
 
The answer to the question as to how equity markets can 
continue to go up in the face of a newly hawkish Federal 
Reserve, and a fast-spreading omicron variant, lies in the 
uncanny resilience of corporate profits. In a year rife with 
antagonists, from waves of coronavirus outbreaks to supply 
chain bottlenecks, record earnings drove the markets. Profit 
estimates remain stable, convincing, and unlikely to change.  
 
The following are a few of many interesting scenarios for 
investors. 
 
$110 trillion in global spending will be needed to address climate 
challenges by 2050 which provides opportunities for investors. 
 
Electric vehicles make up less than 3% of new car sales, and are 
expected to rise by almost 30% p.a. By 2030, as battery costs 
plummet, and production accelerates, it is expected that EV 
models will have a range of 500 miles on one charge.  
 
 
 
Cleantech powers of energy transition describes the application 
of technology that reduces negative environmental impacts. It 

is central in conserving energy through storage, building 
efficiency, and smart grid applications. All this technology is what 
keeps green technology moving forward. 
 
Renewable energy, transitioning away from fossil fuels, will 
require a significant boost in wind, solar, and hydroelectric power 
generation, particularly given that renewable currently represent 
only 11% of the global energy mix. To meet the Paris agreement 
a share of 28% would be needed by 2030. Companies are, 
therefore, likely to make considerable investments in new 
production capacity over the coming years. 
 
We will stay our course and are confident that 2022 will provide 
ample investment opportunities for investors with a longer-term 
time horizon. 
 
We wish our readers a Happy New Year! 
 
Your Terra Nova Team! 
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Terra Nova Asset Management, its principals, 
employees, or customer accounts may or may not be 
holding a position in the company that is being 
analyzed. 

Investors should be cautious about any and all stock 
recommendations and should consider the source of 
any advice on stock selection. Various factors, 
including per‐ sonal or corporate ownership, may 
influence or factor into an expert's stock analysis or 
opinion. 

All investors are advised to conduct their own 
independent research into individual stocks before 
making a purchase decision. In addition, investors are 
advised that past stock performance is no guarantee 
of future price appreciation. 

Certain of the information contained in this 
newsletter is based upon forward‐looking statements, 
information and opinions, including descriptions of 
anticipated mar‐ ket changes and expectations of 
future activity. TNAM believes that such statements, 
information, and opin‐ ions are based upon 
reasonable estimates and assumptions. However, 
forward looking statements, information and opinions 
are inherently uncertain and actual events, or results 
may differ materially from those ind ica ted  in the 
forward‐looking statements. Therefore, undue 
reliance should not be placed on such forward‐
looking statements, information and opinions. 
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