
Stocks r al l ied higher  in 2021 as the economy took major  str ides in 
r eopening from COVID-19.  For  the thir d year  in a row , the S&P 500  stock 
index (US large blend) rose by double digi ts, f inishing up 28.71%.  US 
small cap stocks and international stocks tr ai led the S&P 500 by about 
half , but sti l l  posted double digi t r eturns.  An improving economy meant 
r ising interest r ates, leading the Bloomberg US Aggregate Bond index to 
post i ts f i r st calendar  year  decl ine since 2013.  Cannot invest directly in an 
index.  Past performance 
is not a guarantee of 
future results.

2021 Year  i n  Review : 
Sur ge economy, sur ge 
i n f l at i on.  Between the 
vaccine rol lout, stimulus, 
and pent up demand, 
the economy was set to 
surge in 2021.  And i t 
did.  The US economy 
l ikely grew  at a pace that 
was 2-3 times faster  than 
the average over  the last decade.  I t was a str essed grow th however , as 
demand far  exceeded supply in many areas, leading to higher  pr ices.  The 
Consumer  Pr ice Index r eached a 40-year  high of 7% in December  2021.  
Inf lation is a cause for  concern, but for  many businesses, higher  pr ices 
led to higher  margins and earnings in 2021.  Four th quar ter  earnings are 
estimated to have grow n 21% for  S&P 500 companies (FactSet, 1/13/22).  I t 
would be the four th str aight quar ter  of earnings grow th over  20%.

2022 Out look .   According to the Wall Street Journal sur vey of economists 
(as of 1/17/22), both grow th and inf lation are expected to stay above 
average in 2022, but at lower  levels from 2021.  The expectation is for  
inf lation to r emain elevated through the f i r st half  of the year , par ticular ly 
w ith the Omicron var iant causing fur ther  supply chain disruption.  S&P 
500 earnings grow th is expected to be 9.4% for  the calendar  year  2022, 
w ith industr ials, consumer  discretionar y, and energy leading the way.  
There are three key di f ferences for  2022 vs 2021:  1) Inventor ies have 
been dr awn down, 2) the wor k for ce has im pr oved, 3) the Feder al  
Reser ve w i l l  be r em oving accom m odat ion to f i ght  i n f l at i on . 

According to Mark Zandi, Chief Economist of Moody's Analytics, "2020 
was the year  of the pandemic, 2021 was the year  of r ecover y, and 2022 
w i l l  be the year  of getting back to normal."

Inventor ies.  Inventor ies present both a challenge and an oppor tuni ty.  
Ear ly on, lack of inventor y w i l l  be a problem as there is a r isk that 
companies may miss sales oppor tuni ties due to lack of product or  
consumers becoming more sensi tive to pr ice increases.  On the other  
hand, once production is able to come back on l ine, there is oppor tuni ty 
not only to meet demand, but also to exceed i t in order  to r eplenish 
normal inventor y levels.  The oi l  industr y was one of the hardest hi t in 
2020 and producers have been reluctant to r ebui ld inventor y as COVID 
var iants threatened demand grow th.  The char t to the r ight shows that oi l  
inventor ies have been draw n dow n to seven year  lows.  Dur ing that 

drawdow n, US crude oi l  surged more than 50% to $70 per  bar rel.  Low  
inventor y does present a r isk of shor t-term supply shocks, but w ith higher  
pr ices and low  inventor y, producers may be more w i l l ing to increase 
production. The US Energy Information Administr ation is predicting an oi l  
surplus by year  end, which should help l imit the pr ice of oi l  and gas.

Wor k for ce.  There are sti l l  over  10 mi l l ion job openings in the United 
States, more than the number  of people who are unemployed and looking 
for  work.  Whi le labor  w i l l  continue to be a challenge in 2022, both in 
terms of avai labi l i ty and cost, the si tuation has improved compared to 
over  a year  ago.  The economy added more jobs in 2021 than any year  
since 1984.  Unemployment fel l  from 6.7% to 3.9%, fal l ing below  4% a ful l  
year  faster  than most had predicted.  The economy regained 82% of the 
22.4 mi l l ion jobs lost in the spr ing of 2020.

Feder al  Reser ve.  "Goodbye, punch bowl.  We're going to miss you." - 
Lauren Rublin, Forbes (1/17/22).  The Federal Reser ve is expected to end 
quanti tative easing by March and begin r aising interest r ates w ith 
estimates cal l ing for  shor t-term interest r ates to r ise 0.50% to 1.00% in 
2022.  This change should be tolerable for  the economy because there is 
sti l l  pent up demand to work through.  I t can, however , lead to a more 
volati le stock market as investor s may wor r y that the Fed w i l l  over react 
and raise r ates too quickly.  

The change in tone at the Federal Reser ve (some call  the "Powell pivot") 
moved from patient to impatient over  just a few  months, leading to 
grow ing discomfor t for  investor s in ear ly Januar y 2022.  However , 
according to Bradford Neuman, Dir ector  of Market Str ategy at Alger , the 
economy has histor ical ly grow n through Fed tightening cycles and the S&P 
500 averaged a 7% return for  the 12 month per iod fol low ing the f i r st hike. 

Stay the cour se.  The char t on the fol low ing page is a r eminder  to not let 
your  emotions dr ive your  investment decisions.  Whi le there was volati l i ty 
ear ly, over  time markets did continue higher , even in a r ising interest r ate 
environment.  As long as interest r ates don't r ise too much, such as when 
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Fed Chairman Paul Volcker  
r aised the Fed's benchmark 
interest r ate from 11% to a 
r ecord 20% in late 1980 to 
shr ink inf lation at 14%. 

Stocks w ith higher  valuations 
(grow th) may be more sensi tive 
to r ising r ates ear ly.  Value 
stocks are cur rently at the 
cheapest levels r elative to 
grow th since 2000.  Financials, 
industr ials, and energy (value) 
tend to do well  in a grow ing 
economy.  As always, we suggest 
staying diver si f ied w ith a blend 
of both grow th and value. 

Valuat ions.  Despite posi tive 
gains in 2021, stock valuations 
actually decl ined in 2022 as 
earnings grew  faster  than the 
increase of stock pr ices.  The year -end for ward P/E ratio of the S&P 500 
was 21.2x earnings. This is sti l l  above the long-term average of 16.8, but 
dow n from 22.3 as of the end of 2020.  For  compar ison, this is sti l l  below  
the tech bubble valuation of 25.2x on March 24, 2000.

COVID-19. In our  f i r st quar ter  2020 newsletter  we talked about there 
being two types of coronavir uses:  those that are lethal but fade quickly 
and those that are mi ld but per sistent.  COVID-19 has been a challenging 
middle ground between the two, even var iant by var iant, in how  fast i t 
spreads and the threat posed to public health.  The latest var iant, 
Omicron, is highly contagious, but top health exper ts say i t appears to 
cause mi lder  symptoms than the dangerous Delta var iant and there are 
signs i t may fade quickly.  Unti l  then, according to the president of the 
Federal Reser ve Bank of Minneapolis, Neel Kashkar i , fami l ies w i l l  
continue to spend less on ser vices and more on goods, which causes 
more supply chain issues.

Yield Cur ve.  Histor ical ly, the best indicator  of an economic hard 
landing is the r elationship between the US Treasur y 2-year  note and the 
10-year  note.  When the 2-year  yield r ises above the 10-year  yield, 
which is cal led a negative yield cur ve, a r ecession usually begins w ithin 
a year.  Cur rently, the yield on the 2-year  note is approximately three 
quar ter s of a per centage point below  the 10-year  note, which gives the 
Fed some room to r aise shor t-term interest r ates, hopeful ly w ithout 
tipping our  economy into a r ecession. Dr. David Kelly, Chief Global 
Str ategist at JPMorgan, pointed out that 8 of the 10 leading economic 
indicator s (LEI) are strongly posi tive.  You can see the ful l  char t on the 
bottom of page three of this newsletter.

Upcom ing Webinar :  Januar y 25, 2022, 9am  (CST) Dr . Br ian Jacobsen, 
Sr . Investm ent  St r ategi st  at  Al l spr ing Global  Investm ents.  Dr. 
Jacobsen w i l l  be joining us at our  Januar y investment webinar  for  the 
second year  in a row.  He was recently seen on Bloomberg Television as 
well  as CNBC.  A year  ago, Dr. Jacobsen cal led for  year -end 
unemployment to be near  4%.  Unemployment was 3.9% as of 
December  31, 2021.  

To r egister  for  the webinar  cl ick the fol low ing l ink: Global  Mar kets 
Out look  w i th  Dr . Br ian Jacobsen .  Al l  r egistr ants w i l l  r eceive a 
r ecording of the webinar  and i t can also be viewed on our  website at 
w w w.spectruminvestor.com under  the Resources tab after  i ts 
completion.   
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Sp ectr u m  I n vestor ®  Up date

Morningst ar  Cat egory Averages 4t h Qt r 1 Year 3 Year

 Intermediate-Core Bond -0.24% -1.48% 4.81%

 Allocation 50%-70% Equity 4.79% 13.89% 14.85%

 Large Cap Value 8.42% 26.22% 17.82%

 Large Cap Blend 9.47% 26.07% 23.83%

 Large Cap Growth 6.91% 20.45% 29.54%

 Mid Cap Value 8.09% 29.32% 18.85%

 Mid Cap Blend 7.39% 23.40% 20.74%

 Mid Cap Growth 2.76% 13.05% 27.47%

 Small Cap Value 5.86% 31.57% 18.37%

 Small Cap Blend 5.47% 24.19% 19.73%

 Small Cap Growth 1.74% 11.89% 25.87%

 Foreign Large Cap Blend 2.55% 9.72% 13.56%

 Real Estate 14.24% 38.73% 18.90%

 Natural Resources 8.76% 29.56% 19.73%
Source: Morningst ar , 3 yr  ret urn is annualized. Morningst ar  classif ies cat egor ies 
by under lying holdings and t hen calculat es t he average per form ance of  t he 
cat egory. Past  per form ance is not  an indicat ion of  fut ure result s. Ret urns in 
Blue = Best , Ret urns in Red = Worst . Please see Benchm ark  Disclosures on pg. 4.

DOW:  36,338 10 Yr  T-Not e: 1.51%

NASDAQ: 15,645 Inf lat ion Rat e: 7.0% (12/21)

S&P 500: 4,766 Unem ploym ent  Rat e: 3.9% 

Data as of 12/31/21 unless otherwise noted. The Dow Jones Industrial Average is comprised of 
30 stocks that are major factors in their industries and widely held by individuals and 
institutional investors. The S&P 500 Index is a capitalization weighted index of 500 stocks 
designed to measure performance of the broad domestic economy through changes in the 
aggregate market value of 500 stocks representing all major industries.  The NASDAQ Composite 
Index measures all NASDAQ domestic and non-U.S. based common stocks listed on The NASDAQ 
Stock Market.  Barrel of Oil: West Texas Intermediate. Inflation Rate: CPI. The market value, the 
last sale price multiplied by total shares outstanding, is calculated throughout the trading day, 
and is related to the total value of the Index. Indices cannot be invested into directly.  

To determine which investment(s) may be appropriate for you, consult your financial advisor prior to 
investing. All performance referenced is historical and is no guarantee of future results. All indices are 

unmanaged and cannot be invested into directly.
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S&P 500 Index  at  In f l ect i on Points:  The char t below  i l lustr ates the per formance histor y of the S&P 500 from 12/31/96 to 12/31/21.  As of 
3/23/20, the S&P had dropped 30%, but r ecovered, dow n 8% as of 6/30/20.  The S&P f inished up 18.4% as of 12/31/20 and is up 28% year -to-date 

as of 12/31/21. As of 12/31/21 the 10-year  tr easur y r ate is now  1.5%, which compares to the dividend yield of the S&P 500 at 1.4%. When the 
cur rent yield on bonds is close to even w ith the yield on stocks, we continue to suggest sl ightly over -weighting stocks.

Year  Over  Year  Change in  the LEI :  Despite the r ecent volati l i ty of the stock market 8 of the 10 Leading Economic Indicator s (LEI) are in the 
green and are up.  Consumer  expectations and sentiment are sti l l  show ing negative.
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Unem ploym ent  and Wages:  US unemployment spiked to 14.8% in Apr i l  2020, but has settled back to 3.9% as of 12/31/2021.  Due to the shor tage 
of employees, the US has exper ienced signi f icant wage grow th, up to 5.8% as of 12/31/21. Wage grow th can be an issue regarding potential 

inf lation that the Fed w i l l  need to monitor.  For  a number  of years in our  past newsletter s we have mentioned that when wage grow th exceeds 
unemployment, i t 's going to for ce the Federal Reser ve to begin r aising interest r ates and that time has ar r ived, w ith the f i r st r ate hike l ikely 

before the end of the f i r st quar ter , 2022. 

Mor ningstar  Categor y Aver ages: Morningstar classifies mutual funds into peer groups based on their holdings. The Category Average calculates the average 
return of mutual funds that fall within the category during the given time period. The following indexes and their definitions provide an approximate description 
of the type of investments held by mutual funds in each respective Morningstar Category. One cannot invest directly in an index or category average. 
Inter mediate-Ter m Bonds: Bloomber g US Agg Bond Index?Measures the performance of investment grade, US dollar-denominated, fixed-rate taxable bond 
market, including Treasuries, government-related and corporate securities, MBS, ABS and CMBS. Allocation 50%-70% Equity?These funds invest in both stocks 
and bonds and maintain a relatively higher position in stocks. These funds typically have 50%-70% of assets in equities and the remainder in fixed income and 
cash. Lar ge Cap Value: S&P 500 Value Index?Measures the performance of value stocks of the S&P 500 index by dividing into growth and value segments by 
using three factors: sales growth, the ratio of earnings change to price and momentum. Lar ge Cap Blend: S&P 500 Index?A market capitalization-weighted 
index composed of the 500 most widely held stocks whose assets and/or revenue are based in the US. Lar ge Cap Gr owth: S&P 500 Gr owth Index?Measures the 
performance of growth stocks drawn from the S&P 500 index by dividing it into growth and value segments by using three factors: sales growth, the ratio of 
earnings change to price and momentum. Mid Cap Value/Mid Cap Gr owth: S&P MidCap 400 Index?A market cap weighted index that covers the complete 
market cap for the S&P 400 Index. All S&P 400 index stocks are represented in both and/or each Growth and Value index. Mid Cap Blend: S&P MidCap 400 
Index?Measures the performance of mid-sized US companies, reflecting the distinctive risk and return characteristics of this market segment. Small Cap Value: 
Russell 2000 Value Index?Measures the performance of small-cap value segment of Russell 2000 companies with lower price-to-book ratios and lower 
forecasted growth values. Small Cap Blend: Russell 2000 Index?Measures the performance of the small-cap segment of the US equity universe. It includes 
approximately 2000 of the smallest securities based on a combination of their market cap and current index membership. For eign Lar ge Cap Blend: MSCI  
EAFE NR Index?This Europe, Australasia, and Far East index is a market-capitalization-weighted index of 21 non-US, developed country indexes. Small Cap 
Gr owth: Russell 2000 Gr owth Index?Measures the performance of small-cap growth segment of Russell 2000 companies with higher price-to-value ratios and 
higher forecasted growth values. Real Estate: DJ US Select REIT Index?Measures the performance of publicly traded real estate trusts (REITs) and REIT-like 
securities to serve as proxy for direct real estate investment. Natur al Resour ces: S&P Nor th Amer ican Natur al Resour ces Index? Measures the 
performance of US traded securities classified by the Global Industry Classification Standard (GICS) as energy and materials excluding the chemicals industry 
and steel but including energy companies, forestry services, producers of pulp and paper and plantations. Past performance is no guarantee of future results. 
This report is for informational purposes only and should not be construed as a recommendation or solicitation to buy or sell any security, policy or investment. 
PE Ratio is the measure of the share price relative to the annual net income earned by the firm per share. 

Ben ch m ar k  D i sclosu r es
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