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Investment returns were positive in the fourth quarter, led by double-digit gains 
for U.S. stocks. Strength in corporate profits and a rebound in economic growth 
sparked the solid results. Inflation surged higher but is expected to moderate in 
2022. Reduced government and Federal Reserve stimulus could become a 
headwind for financial assets going forward. 
 
1. HOW DID THE U.S. ECONOMY DO IN THE FOURTH QUARTER? 
Despite the emergence of the omicron variant, failed government stimulus 
package, and continued supply chain constraints, recent economic news has 
generally been good. Here are some examples: 
 

• After a weak third quarter, GDP growth appears to have rebounded to 
around 4.5 percent in the fourth quarter 

• The unemployment rate fell below 4 percent in December, only slightly 
above the pre-pandemic low of 3.5 percent 

• Retail sales were strong through November and are now 16 percent 
above pre-pandemic levels1 

• The ISM manufacturing index reported at 58.7 and the ISM Services 
index at 62.0 in December, both solidly in expansion territory2 

 
While most economic data was positive, the rise in inflation to a 40-year high is 
concerning. While price increases should slow in 2022, wage growth and 
housing costs could cause inflation to stay above the Federal Reserve’s 2 
percent target for a while. Acknowledging this, the Fed hastened its withdrawal 
from bond purchases and indicated plans to raise short-term rates sooner than 
expected. 
 
Although the rapid spread of omicron and reduced federal stimulus could 
impact the economy in the first quarter, above-average growth is expected for 
the full year of 2022. Consumers may not like higher prices, but their spending 
remains relatively strong. The combination of solid demand and supply chain 

 
1 Source: Credit Suisse 
2 Source: Institute for Supply Management 

constraints has caused a depletion in inventory. A key reason for above-average 
growth expectations in the new year is the restocking of those inventories.  
 
2. WHAT DROVE THE RALLY IN STOCKS THIS QUARTER? 
U.S. stocks performed extremely well, delivering a year’s worth of return in the 
quarter. Markets climbed the proverbial “wall of worry,” rising in the face of a 
new virus threat, increasing inflation, and the prospect for higher interest rates. 
While problems and crises dominate the headlines, there are some good things 
happening beneath the surface.  

 
The most significant good news for the market was extremely strong corporate 
earnings growth throughout 2021. In the third quarter, operating earnings per 
share for S&P 500 companies were up nearly 40 percent from the prior year and 
are expected to grow approximately 20 percent in the fourth quarter.3 While 
U.S. stock prices have risen more than 25 percent this year, earnings have risen 
even faster. The strength in corporate profits provides fundamental support for 
the market by improving valuation.  
 
Although overshadowed by U.S. market returns, international stocks also had 
an above-average year with gains of more than 11 percent. While certain parts 

 
3 Source: S&P Global 

MARKET SCOREBOARD  4Q 2021 2021 YTD 

S&P 500  
(Large U.S. stocks) 

11.03% 28.70% 

MSCI EAFE 
(Developed international stocks) 

2.69% 11.26% 

Bloomberg Aggregate Bond 
(U.S. taxable bonds) 

0.01% (1.54%) 

Bloomberg Municipal Bond 
(U.S. tax-free bonds) 

.72% 1.52% 

Wilshire Liquid Alternative 
(Alternative investments)  

.60% 4.70% 
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of the world have had a harder time dealing with the pandemic, the potential 
rebound in these economies may be greater once the virus threat fades. 
International shares trade at a significant discount to U.S. market valuations, 
allowing for the potential to make a greater impact on diversified portfolio 
returns going forward. 

3. WILL THE RAPID RISE IN INFLATION CONTINUE? 
Inflation continues to be stubbornly high. In November, the Consumer Price 
Index (CPI) rose to 6.8 percent, the highest in 40 years. While inflation should 
moderate in 2022, strong consumer demand coupled with ongoing supply chain 
issues could extend the period of higher prices through the year. Rising wages 
and increased housing costs also may make inflation “stickier” than it has been 
in the past. 
 
While longer-term forecasts for inflation are generally 2.5 to 3.0 percent, it may 
be 2023 before we settle into that range. The biggest near-term risk is further 
disruption from COVID-19. Omicron could keep inflation high in the first 
quarter. If another virus wave arises in 2022, that could further prolong the 
period of higher prices. Zero-COVID-19 policies in some countries, including 
China, are inhibiting the return to normal economic activity. Absent changes to 
government policy, further outbreaks may continue to restrict activity, lower 
supply, and keep transportation costs from moderating.  

 
4. HOW HAS THE OUTLOOK FOR FEDERAL RESERVE POLICY CHANGED? 
One of the most abrupt changes in Fed policy in decades occurred over the last 
three months. In September neither the Fed nor the markets expected much 
adjustment to monetary policy in 2022. The focus then centered on when the 
Fed would end its asset purchase program. But by December, the Fed had 
completely changed course, accelerating the tapering of bond purchases to 
finish by March. The Fed also indicated three 0.25 percent rate hikes are likely 
in 2022. This rapid change in policy left investors wondering if more than three 
hikes will be needed. Some forecasters are now expecting even more. Attention 
also turned to the Fed’s balance sheet, which may start to shrink as soon as 
June by no longer reinvesting the proceeds of government bonds that mature.  
Why the sudden change in Fed policy? The initial belief that inflation would 
prove temporary has not played out. As a result, the Fed dropped “transitory” 

from the description of inflation in its last statement. The recognition that 
higher inflation would be around longer prompted a rethink in policy.  
 
Employment data has been another key factor prompting Fed action. At the 
Fed’s September meeting, the unemployment rate was 5.2 percent, well above 
the Fed’s “natural” target of 4 percent. During the Fed’s most recent meeting, 
unemployment had fallen to 4.2 percent and currently stands at 3.9 percent as 
of December data. The Fed can tolerate higher inflation when there is slack in 
the labor market, but it becomes much harder to ignore when at or near full 
employment. 
 
5. WHAT CHANGES ARE IN STORE FOR THE MARKETS IN 2022? 
2022 should prove to be a time of transition away from the extraordinary 
environment of the last two years toward some degree of normalcy. Many of 
the factors that have influenced investment returns over the past two years are 
set to fade or reverse in the new year. Let’s review some of the positive and 
negative forces expected to impact markets in 2022: 
 
Market Tailwinds 

• Projected above-average economic growth, with consumer demand and 
the rebuild of inventories as the primary drivers 

• Strong corporate profits; earnings are anticipated to rise 8 to 10 percent 
• Reduced likelihood of higher tax rates for individuals and companies 
• Potential for the COVID-19 threat to diminish 

 
Market Headwinds 

• Reversal of Fed accommodation, through reduced bond purchases and 
interest rate increases 

• Less government stimulus spending 
• Higher prices for many goods and services 
• Higher interest rates 
• Tougher year-over-year growth comparisons after a strong 2021 

 
As you can see, positive and negative influences are set to become more 
balanced in the new year. While the headwinds noted above are likely to put 
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pressure on investment returns, the return environment is still expected to be 
positive in 2022 given the strength in the economy and corporate profits.  
 
Important to note is that balanced portfolio returns have been well above 
average for the last three years. The strong results have been driven by 
exceptional performance from U.S. stocks. During this time, U.S. stocks gained 
more than 20 percent per year, roughly twice the long-run average. Following 
such a prosperous period, more modest U.S. stock performance is reasonable to 
expect going forward. But other portfolio components, including international 
stocks and alternative investments, have posted average to below average 
returns during this period and should make a greater return contribution going 
forward.  

 
There will certainly be new challenges that develop in 2022. In this year of 
transition, market volatility may increase at times. But history shows that 
maintaining diversification and sticking with a proven strategy offer the best 
chance of investment success over time.  
 
Thank you for the confidence you have placed in the BKD Wealth Advisors team, 
and we look forward to making more progress together in 2022!  
 
Jeffrey A. Layman, CFA® – Chief Investment Officer 
Andrew L. Douglas, CFA® – Senior Portfolio Manager 
 
BKD Wealth Advisors, LLC is an SEC registered investment adviser offering wealth 
management services for affluent families and investment consulting services for 
institutional clients and is a wholly owned subsidiary of BKD, LLP. The views are as of the 
date of this publication and are subject to change. Different types of investments involve 
varying risks and should not be assumed that future performance of any investment or 
investment strategy or any non-investment related content, will equal historical 
performance level(s), be suitable for your individual situation, or prove successful. A copy 
of BKD Wealth Advisors' current written disclosure statement is available upon request. 


