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2 02 1 WAS “ TH E Y E A R OF T HE ROTAT ION”
In 2021 investors transitioned between growth and value, as risk on and risk off sentiments shifted with periods of
re-opening, “peak growth” headlines, COVID fears, robust demand and Fed policy uncertainty. The markets rewarded
discipline and conviction in attractive valuation, quality balance sheets and secular growth opportunities. In 2022, we
anticipate elevated inflation, less stimulus and a tighter Fed policy. Through the first half of 2022, we believe growth will
be above-trend, but at a slower rate compared to 2021.

Market Volatility
The year has started with a significant amount of
economic uncertainty which has fueled market volatility.
Investors are concerned about higher interest rates, the
velocity of the move higher, significant headline inflation
and the Fed’s path toward normalizing monetary policy.
To put the recent market moves in perspective, on
average, a stock market pullback greater than (5%)
occurs about three times per year and a stock market
correction greater than (10%) occurs once per year.

OUR VIE W

We believe that the Fed is behind the curve, as its
thesis that inflation was transitory was proven largely
inaccurate especially in rents and wages but also
by the persistent strength in commodities across
the spectrum. Timing of supply chain fixes are an
unknown, and we believe they will take longer than
expected until the second half 2022, and more likely,
2023. This will mean elevated inflation that is higher
for longer, and that the Fed might have to act more
swiftly on raising rates.
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ISM Services
ISM Services shows business activity, new orders and
backlogs (leading indicators) continuing to expand.
New orders are a leading indicator of earnings, and
future capex intentions are at record highs which we
see as good news for growth, as services represent
nearly 70% of GDP. In addition, manufacturing is
having a renaissance with strong demand, lean
inventories and pricing power. Higher rates of
personal consumption indicate that consumers
maintain liquidity and they’re spending on goods and
services are driven by pent up demand.

OU R V I E W

We believe that supply-chain constraints are still
elevated but are starting to ease. A surge in COVID
infections due to the omicron variant has likely
slowed spending as more people stayed home. In
our view any slowdown in spending is likely to be
short-lived because of the strong labor market and
continued wage increases.

Retail Sales
Retail sales are +16% above pre-pandemic levels,
with strong consumer demand fueled by higher
personal income and elevated savings. Retail sales
in 2021 have been driven by investments into homes
(due to higher property values) and do-it-yourself
trends. Investments toward omnichannel services
also contribute to higher sales.

OU R V I E W

We believe that falling price-adjusted wages,
dwindling savings and the end of the government’s
pandemic-related financial programs suggest a
more moderate pace of retail sales. We expect
retail sales to get worse before they get better
because inflation and omicron case have yet to
peak. If economic activity follows the COVID case
count trajectory we believe a fast and furious
rebound in retail sales will occur as healthy wage
gains support solid gains.

Inflation
Inflation has accelerated to rates not seen in decades
CPI started the year +1.4% y/y and November hit +6.8%
y/y. Core CPI (excluding food and energy) started

the year +1.6% y/y and in November hit +4.9% y/y.
Soaring producer prices reflect higher business costs.
Higher costs are broad-based and include energy,
transportation and warehousing, construction and food.
Housing prices have risen more than +19% y/y. Limited
supply of homes and high prices have led to more
significant rental demand. Rental costs, which tend to
follow housing costs and are typically a significant and
sticky component to inflation, are also soaring. Rents
have already grown +20% y/y in parts of the country.

OUR VIE W

We believe the stickier components (e.g., rents and
wages) will keep upward pressure on inflation albeit
probably lower than current levels. We see inflation as
above trend; not runaway but enough to expect the
Fed to move with its taper and higher Fed Fund rates
throughout 2022.

Labor Market
In the face of robust consumer demand, companies
have had to compete for additional labor capacity.
Unemployment continues to move lower (4.2% in
November) because jobs are plentiful (there are over
11 million job openings as of October), and wages are
rising. Abundance of job openings has contributed to
declining initial claims for unemployment throughout
2021. Quit rates have also risen as employees use
leverage to gain more attractive jobs. The labor
force – measured by labor participation rate – has
not returned to its pre-pandemic level, contributing
to tight labor markets. Lower participation can be
attributed to continued labor impacts from COVID-19
and elevated savings/stimulus. A smaller pool of
applicants has driven companies to offer higher
wages, leading to a stronger consumer, but also
higher inflation.

OUR VIE W

With job openings at record levels and improving
COVID-variant trends, we think that hiring will pick
up in the coming months, but the path towards
returning to full employment will not be a straight line.
We believe that the near-term path of employment
growth depends firmly on the availability of labor, as
job openings and hiring plans indicate demand for
workers remains robust.
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Productivity
Productivity, measured as the output per hour of work,
slowed in Q3. Higher labor costs, tight labor markets
and supply chain challenges all contributed to the
lower productivity, but we expect to recover somewhat
in 2022. Q3 unit labor costs reached its highest y/y
increase since 1982, reflecting the limited capacity
and inflationary cost pressures that businesses are
experiencing in their effort to meet demand. Progress
towards full employment and investments into new
capacity will support better productivity, which should
help to slow the rate of inflation.

OU R V I E W

We believe that Federal Reserve officials will
watch the productivity data closely for its impact
on inflation. Low productivity levels tend to boost
inflation as companies are forced to raise prices as
unit labor costs increase and profit margins come
under pressure.

F INAL T HOUGHTS
All of us at TC Wealth Partners/Trust
Company of Illinois are so appreciative
to continue to serve you through this
unprecedented time. We will continue to
keep you updated with our views as new
events unfold. We urge you to keep a longterm perspective, review your financial plan
and have conversations with your advisor
about plotting your course. Please take
care and be safe!

TC Wealth Partners is a group comprised of investment professionals registered with Hightower Advisors, LLC, an SEC registered investment
adviser. Some investment professionals may also be registered with Hightower Securities, LLC, member FINRA and SIPC. Advisory services are
offered through Hightower Advisors, LLC. Securities are offered through Hightower Securities, LLC. This is not an offer to buy or sell securities. No
investment process is free of risk, and there is no guarantee that the investment process or the investment opportunities referenced herein will be
profitable. Past performance is neither indicative nor a guarantee of future results. The investment opportunities referenced herein may not be suitable for all investors. All data or other information referenced herein is from sources believed to be reliable. Any opinions, news, research, analyses,
prices, or other data or information contained in this presentation is provided as general market commentary and does not constitute investment
advice. TC Wealth Partners and Hightower Advisors, LLC or any of its affiliates make no representations or warranties express or implied as to the
accuracy or completeness of the information or for statements or errors or omissions, or results obtained from the use of this information. TC Wealth
Partners and Hightower Advisors, LLC assume no liability for any action made or taken in reliance on or relating in any way to this information.
The information is provided as of the date referenced in the document. Such data and other information are subject to change without notice. This
document was created for informational purposes only; the opinions expressed herein are solely those of the author(s) and do not represent those
of Hightower Advisors, LLC, or any of its affiliates.
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