
The short answer is largely patience. Most of the reasons for the spike in inflation are short-
term and will moderate over the next year or so. However, the shortage of labor and housing 
will push inflation higher longer-term. 

Consumers and investors are both concerned about the rise of inflation that increased 6.8% on 
an annual basis according to the November Consumer Price Index (CPI) report. Inflation soared 
in the 1970’s leading to sky high interest rates. The memories 
of the financial impact have scared many and this era of time 
has been discussed among those who experienced it as well 
as via academic instruction. However, today the causes of 
inflation are nothing like during the 1970’s.
 
Today, the primary factors leading to inflation are related 
to the pandemic and will reverse over the next year when 
the demand for products decreases. Thanks to the Federal 
Reserve’s quick response after the Covid-19 shutdown in 
2020, the financial markets were supported. Since then, 
incomes and wealth have increased at a surprisingly strong 
pace, leading to a significant rise in the purchase of products. 
The chart on the next page, courtesy of Bloomberg, shows 
retail sales have spiked higher while the ability to produce 
products has gotten harder. Economics 101; if demand 
increases and supply decreases, price goes up. 

At a time during much uncertainty, client portfolios rose sharply again in 2021 following 
the excellent performance in 2020. The stock market produced most of the gains as the 
bond market declined slightly. Interest rates rose from the pandemic induced low levels 
during 2021. Generally, stock portfolios outperformed the SP500 as growth-oriented 
holdings benefited from investor interest in innovation. Notable gainers included Nvidia, 
Moderna, Trex, Microsoft, Carrier, and Nucor Steel. Not all holdings worked out as we 
took small losses on a few positions that were sold. Amazon and Johnson & Johnson 
were disappointments in 2021 as their stocks were close to being flat for the year. As 2021 
progressed, we sold positions in several long-term winners including, Ark Innovation, 
Teladoc, and Visa. While we are aware of the tax ramifications for capital gains, we are  
glad to have realized gains before the stocks declined sharply.  
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n What to do About the Spike in Inflation?  

  Year to Date (as of December 15, 2021) Performance 
   S&P500 	 25% 

   Dow Jones Industrials	 18% 

   Russell 2000 Small cap	 10% 

   Bloomberg Aggregate Bond Inde	 -1.6%
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While demand has accelerated, the ability to produce products has lagged recovery, thus pushing prices higher. For 
some markets, such as oil or semiconductors, time is needed for new production to catch up with demand. Oil is the best 
example since the data is available. The chart below shows the inventory change highlighted in yellow. In 2020, there 
was so much oil that future prices were negative for a short period of time. In 2021, driving resumed, inventories of oil 
dropped, and prices rose as new production lagged. Next year, with the doubling of oil rigs in the US, the oil market 
could be brought back into equilibrium.

The shortage of labor is a long-term 
problem. While the labor shortage 
has helped many workers receive long 
overdue increases in wages, in some 
industries the lack of personnel is 
limiting economic activity. 

Economists and data analysts state that the contributing factors 
for a loss in our job force include the following: 

1.	 Covid-19 deaths and long-term impacts of Covid-19 
(continued illness preventing someone from returning 
to work), 

2.	 Retirement, 
3.	 Entrepreneurship (perhaps the best reason); and, 
4.	 Caring for children, parents, or others. 

Longer-term demographic trends are not providing much hope. 
The working population’s expected growth has the slowest rate 
ever. Low births, increasing deaths, and limited immigration are 
the key factors. Restrictive immigration laws should be changed. 
Current laws would have most likely prevented Elon Musk, who 
is currently the most successful entrepreneur in the world, from 
immigrating to the US from Canada. Further, in Immokalee, 
Florida, one will see an excellent example of the negative 
implications of restrictive immigration laws, where a large illegal 
immigrant population lives and works. 

So: JP Morgan Asset Management, Guide to the Markets 12/15/2021

Where Have the Workers Gone?   
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Continued on page 4

The surge in inflation is likely near 
its peak. Consumer purchases may 
ease up as the supply increases to 
meet falling demand. Longer-term 
inflation factors in the housing industry 
may persist longer, since the time 
to construct an apartment building 
is significantly longer than the time 
required to manufacture a routine 
product, such as a shower curtain. 

The Federal Reserve appears to be 
focused on raising interest rates next 
year, but this will do little to slow 
consumer spending and it would 
be a bad strategy. It is a mistake 
in fundamental economic policy to 
combat the supply shortages that were 
due to the pandemic. More effective treatment of Covid-19 globally will do much more to tame the rate of inflation versus 
a significant increase in short-term interest rates by the Federal Reserve. In conclusion, paraphrasing Federal Reserve Chair, 
Jerome Powell at the December 15th video conference following the FOMC meeting, “to control inflation will require time 
and the control of Covid-19, which is not happening yet.” 

So: JP Morgan Asset Management, Guide to the Markets 12/15/2021 

Over the past three years, the virus has dramatically 
changed society and it appears that 2022 will begin 
a new phase of living with a deadly virus. Managing 
private wealth for over 100 families, a responsibility 
we do not take lightly, our firm needs to anticipate the 
changes in the financial markets that are influenced by 
societal trends. With medical tools to manage the virus, 
2022 could be the year that the economy begins to 
take on a new shape. Looking forward in the financial 
markets, the recent Federal Reserve meeting marked 
the beginnings of a new economic phase of living 
with the virus. Monetary help that has contributed 
to the economic growth and assisted families during 
the economic shutdown is cutting back. In a way, the 
economy will soon need to leave the “crutches” and 
stand on its own two feet. 

Big Picture Outlook and Strategy for 2022 
Since the Friday after Thanksgiving, the equity market 
has been showing signs of weakness while the bond 
market has rallied. Covid-19 version 3.0 (Omicron) and 
the shifting Federal Reserve policies are the primary 
culprits causing the increase in risk aversion. While the 
SP500 is close to an all-time high, many small-cap stocks 
are recently down 15% to 20%. The most speculative 
stocks have performed the worst. So much for the 
historical year-end Santa rally. More recently, the mega 
tech stocks which have held up the SP500, have begun 
to lose their leadership. The change in Federal Reserve 
policy may have been just enough to trigger a shift in 
investor sentiment from growth to value stocks. Long-
term charts of technology stocks are being evaluated 
for a potential top in performance. Given these trends in 
the equity market, expect more material changes in our 
top equity holdings as circumstances warrant. 
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With the Federal Reserve reducing liquidity to the bond market, it would be reasonable to expect that yields would 
rise. Yes, short-term rates have moved higher including the 2-year Treasury yield that has moved from 0.25% to 0.64% 
in just three months. However, longer-term interest rates have declined with the 10-year Treasury yield falling from 
almost 1.7% to 1.4% in the past month. See charts from StocksCharts.com below. As a result of the action in the bond 
market, investors are expecting higher short-term interest rates that will stifle inflation and economic growth over the 
longer-term. Investors can infer that over time, inflation and growth will moderate from current strong levels. 

Stocks long term trend positive, but the Fed and Omicron weighting on short-term trend 

2 Year-Treasury Bond yield rises while the 10 Year-Treasury Bond falls 

Economic outlook – slowing growth but still stronger than it used to be 

The US economy is estimated to grow at a 3% pace or better in 2022, slower than the +5% rate in 2021, but better 
than in the pre-pandemic years which were about 2% on average. Also, the pace of inflation should moderate to an 
annual rate of about 3% by the 4th quarter of 2022. See our analysis of inflation later in the update. Growth in the 
economy should support corporate earnings. While the government has taken on significant debt to assume the 
economic damage caused by the virus, consumers and corporations are in excellent financial health in general. 

T H E  C L I E N T  L E T T E R   |   Q 1  2 0 2 2

P A G E  4



Continued on page 6

Economic Projections 
So: Bloomberg consensus estimates of economists 

Corporate earnings should continue to grow above 
10%, with 15% as the base according to Bloomberg 
Intelligence’s analysis. Government investment in 
clean energy and the impact on the virus are the 
key uncertainties. The big challenge will be investor 
sentiment which can be observed by the price to 
earnings (P/E) ratio of future earnings. With SP500 
composite earnings for 2022 projected at $223, the 
market prices are 20.6 times earnings. With the Federal 
Reserve reducing the support of the economy, the 
biggest change might be in the P/E ratio that investors 
are willing to pay. To further offset bond yields, investor 
sentiment is apparent with the decline in long-term 
bonds. Lower bond yields make stocks more appealing. 

Since the Federal Reserve has implemented its changes 
in policy, investors are reducing the risk in their 
portfolios. Many highly speculative securities have been 
falling for months. For example, cyber currencies and 
their related business supporters, such as Square have 
fallen from 30% to 50% over the past three months. 
Conversely, stocks that have been overlooked in recent 
years may soon be considered as leaders, such as 
Newmont Mining, Johnson & Johnson, and National 
Fuel Gas. 

Asset allocation – focus first on client need’s 

Asset allocation, or the mix of fixed income, stocks, 
and cash, is influenced by projecting one’s living needs 
from the portfolio. Generally, cash withdrawals that are 
needed over the next five years are allocated to low 
risk, fixed income securities in a laddered structure. This 
portion of the portfolio is considered as the  
“safety factor.”   

Fixed Income – a core of laddered bonds 
complemented with higher yielding funds 

High quality, fixed income securities offer the 
predictability of cash flow upon maturity, but little 
investment return. To enhance the yields in fixed 
income, the Fidelity Floating Rate Bond Fund offers 
a yield of about +3% and invests in lower grade 
bonds that fluctuate to the changes in the short-term 

interest rates. The Fidelity Floating Rate Bond Fund 
offers a yield of about 3% which invests in floating 
rate securities aligned with short-term interest rates. 
Preferred stocks that are issued by banks offer yields of 
4% which is a good opportunity, but the risk is that their 
value can fall should interest rates rise. 

Equity holdings – Favor proved growth companies with 
less variable businesses 

One year ago, investors flocked to high growth, 
speculative companies. For example, we held a 
significant holding in the ARK Innovation Fund to profit 
from this trend. In early 2021, we harvested the profits 
in this position as the trend of speculative growth was 
peaking. With the economy shifting to a post-pandemic 
phase, it is expected that stable growth companies will 
fare better. Also, investors will be much more discerning 
of their holdings in growth stocks and will be less 
inclined to pay high multiples of earnings in the future. 

Digging deeper into the equity process, the criteria 
used to evaluate stocks includes a growing industry, 
strong leadership, a focus on innovation, exemplary 
ESG criteria and solid stock trends relative to the overall 
equity market. Following these standards, the top 
two holdings include Microsoft, a cloud technology 
company and NextEra Energy, the world’s leader in 
renewable energy. Both companies have high valuations 
but also have significant recurrent revenues to reduce 
unpredictable earnings. Financial holdings which 
include JP Morgan, Goldman Sachs, and Royal Bank 
of Canada are not as dominant in their respective 
markets as Microsoft, but all are significant competitors 
in the mega financial services industry. Financial stocks 
will benefit from increased lending and higher interest 
rates if that ever happens. 

In the renewable energy industry, there are several 
top holdings that are taking part in this secular growth 
opportunity. ABB supplies the electrical connections for 
robotics, EV charging, and wiring. Natural gas is the fuel 
that will transition us away from using coal. Effectively 
managed, natural gas can be captured before being 
released into the atmosphere and transported via 
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pipeline to a utility. Oneok, a pipeline and National 
Fuel Gas, a producer and distributor, are both well 
positioned to benefit from this trend. The ultimate 
crusader in the transition to renewable energy is Tesla. 
After reducing the position in Tesla earlier in the 
year following the huge run up in 2020, Tesla showed 
significant maturity in 2021. With manufacturing 
capacity of about one million vehicles per year, superior 
technology, and overcoming many logistical hurdles, 
Tesla is miles ahead of its numerous competitors. 
Further, investors often overlook Tesla’s solar and 
energy storage businesses which represents only 10% of 
sales today but could grow rapidly and provide a truly 
integrated energy and transportation solution with little 
carbon or pollution emissions. 

Health care continues to be an overweighted sector 
relative to the SP500. We recently increased our 
position in AbbVie, as its pipeline of new drugs will 
replace lost revenue when Humira, a Rheumatoid 
arthritis drug, loses patent protection in 2023. AbbVie 
is a value opportunity with an attractive dividend yield 
over 4%, and growth potential. Johnson & Johnson 
was also recently increased in most portfolios as a 
safety strategy. The company is one of the strongest 
healthcare companies. Next year, they plan to spin 
off their consumer products division to shareholders. 
Thermo Fisher Scientific is a leading beneficiary of the 
Covid-19 pandemic that refuses to go away. Thermo 
supplies the tools for scientists to analyze microbes. 
Testing has been a short-term boost to profits. Longer-
term, it is difficult to project how much of this business 
will be recurring. Intuitive Surgical, the leading 
robotics firm in the operating room, is benefiting from 
increased cancer screening visits. Moderna has been 
a disappointment and the position was reduced. Third 
quarter sales missed expectations by large margin. Last 
week, Moderna released the results of a clinical trial 
of their flu vaccine that produced results only as good 
as a competitive product which led to a large drop in 
the stock. Moderna’s technology outside of Covid-19 
vaccines has potential, but that is years away from 
producing profits. 

In addition to Microsoft, most portfolios are 
underweighted in technology holdings although most 
positions have technology as a core to their business 
culture. Recently we shifted funds from Nvidia to 
Apple as a strategy to reduce risk. Nvidia is growing 
rapidly as their semiconductor designs are used in 
the most demanding circumstances from gaming to 
supercomputers. Nvidia’s P/E is about 60 where Apple 
is selling at P/E of 30. For the technology sector, the big 
question is if a long-term top is approaching after years 
of outperformance. 

Finally, a few comments about the holdings in the 
materials sector. Recently the position in Newmont 
Mining has been increased from a nominal level. 
Newmont is one the world’s largest and most 
responsible miner of gold. In 2021, gold lost its luster, 
declining 7%, as some investors viewed Bitcoin and 
other cyber currencies as a better store of value. With 
cyber currency dropping like a rock, that theory has 
failed its first exam. Newmont could have a better 
2022 with increased production as Covid-19 limited 
mine production thus there is a possibility of higher 
gold prices in the future. With the economy growing in 
2022, cyclical steel manufacturer Nucor is the industry 
leader. Fourth quarter earnings will be not as strong as 
expected but are still growing nicely. Nucor is investing 
in new regional plant capacity around the U.S. Some 
investors are worried that new investment will occur as 
the economy slows. 

In summary, 2022 will have many challenges to 
navigate. The challenges that are known have already 
been addressed, but there will be many new issues 
that will impact investment policy decision making. It 
is possible that 2022 will have wider swings than has 
been the case in the past few years. Our firm’s strategic 
investment philosophy and process will hopefully guide 
us to find new opportunities while managing risks. Over 
the long-term, the entrepreneurship of the U.S. has 
provided a competitive advantage leading to attractive 
returns of financial assets which is expected to continue 
in 2022 and beyond. 
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There is no better gift to give than the gift of 
education. It is an investment that pays lifetime 
dividends. However, starting a college savings plan 
early is key. 

For example, when my son was born in 2004, I 
purchased a $32,000 Florida Pre-Paid Tuition account, 
which includes 4 years of tuition and local fees and 2 
years of dormitory expenses. Next year (2022), my son 
graduates from high school and plans to attend Full Sail 
University where the tuition for a full degree program in 
music production is currently $86,000. 

A Pre-Paid Tuition Plan is ideal for parents who want 
to “lock in” the cost of tuition as a protection against 
inflation. Families pre-pay either in a lump sum or on a 
monthly basis. There are restrictions on how the monies 
can be used in a pre-paid plan. As of 2021, there are 
only nine states that continue to offer pre-paid plans. 
If you live in one of the nine states, your student must 
attend a college or university in that state and the funds 
cannot be used for other expenses. 

A more popular option is the 529 College Savings Plan 
which is offered in all states and is more flexible than 
the pre-paid plans. It is like an IRA but for education 
expenses. A 529 Plan is a tax-advantaged savings 
account that is set up for education expenses, which 
include not only college expenses, but also K-12 tuition, 
some job training costs and student loan repayments. 
As long as the money remains in the plan, no income 
taxes are due on the growth and earnings. Unlike the 
pre-paid tuition plan described above, 529 Plans allow 
greater access and control over how distributions 
are made. However, any distributions that are not 
educational related are subject to a 10% penalty in 
addition to ordinary income tax. Each state has a 
maximum funding limit per beneficiary which ranges 
from $250,000 to $550,000. However, there are no 
annual contribution limits. Contributions to 529 plans 
are considered qualified gifts of up to $15,000 per 
donor, per year for the annual gift tax exclusion. In 
2022, this amount increases to $16,000. 

Fidelity offers various state-sponsored plans, however, 
the most used plan is its “national plan” which is 
sponsored by the state of New Hampshire and is open 
to both residents and non-residents. Fidelity makes it 
easy for family and friends to make a gift in that you can 
invite people to view your College Gifting page, which 
can be shared via email, Facebook, or Twitter.  

If you would like more information on setting up a 
529 Plan, or have questions in general related to 
college savings, please call Jennifer at 239-777-3129. 

Disclosures: Andrew Hill Investment Advisors, Inc. is registered as an investment adviser with the Securities and Exchange Commission (SEC), and 
only transacts business in states where it is properly notice filed, or is excluded or exempted from such requirements. SEC registration does not 
constitute an endorsement of the firm by the Commission nor does it indicate that the adviser has attained a particular level of skill or ability. 

2019   Dante at Full Sail 
University’s orientation for Music 
Production Degree Program

2004   Dante playing the piano 
at 10 months.

n The Gift of Education that Lasts a Lifetime, by Jennifer R. Figurelli, CTFA
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