
        

                      
 
 
 
 
 
 
 

 

 

Fourth Quarter 2021 – Wealth Management Insights 

Economic Overview 
Steve Scranton, CFA, SVP, Chief Investment Officer and Economist 

All indications are that the annualized growth rate for Real GDP reversed the slowing that happened in the 3rd quarter and picked 
up again in the 4th quarter. Although we will not get final economic data for December or the first estimate of 4th quarter GDP until 
late January, many of the “close to real-time” indicators are showing renewed strength after slowing in the 3rd quarter. Current 
forecasts from the Atlanta Federal Reserve’s GDP forecasting model are for 7.6% annualized growth. That is the high end of forecast 
range. The median forecast from economists surveyed by Bloomberg is for 5.2% annualized growth while forecasts of economists 
surveyed by the survey firm Blue Chip call for 6.0% growth. The dispersion in the forecasts is most likely due to the uncertainty 
over the economic impact of the coronavirus in December. The impact is not due to government mandated closures or restrictions. 
Instead, more people are becoming infected due to how virulent this variant is and, as a result, more businesses are being impacted 
from employees needing to stay home to quarantine due to exposure or infection. 

The nature of economic growth is different compared to the first half of the year. Although consumer spending continues to 
support the economy, business spending is playing a larger role this quarter. 

Consumer Spending 
Based on the available data, consumers clearly wanted to enjoy 
the holiday season after a muted holiday season last year and 
were willing to spend to do that. Holiday spending was early this 
year most likely due to the media coverage telling consumers 
that they had better buy early due to the supply shortages. This 
resulted in strong retail sales in October followed by a slowing 
pace in November. Preliminary December results show solid 
spending. The two strongest areas for spending have been in 
grocery spending and retail spending. The weaker areas for 
spending continue to be in the entertainment and recreation 
areas. The question that is frequently asked is how are the 
consumers funding their spending? Real average hourly earnings 
and real average weekly earnings showed an eighth straight 
month of declines. Real average hourly and weekly earnings are 
earnings after inflation is subtracted. So, the answer is not from 
higher wages. The answer is primarily through drawing down 
the high savings balances that accumulated during the fiscal 
support programs. To give some perspective, at the beginning 
of 2021 the personal savings rate stood at 20.5%. By the end of 
November it was at 6.9%. 

Business Spending 
Businesses are struggling to keep up with the demand from the 
consumers. As a result, businesses have been actively spending 
to rebuild their inventories and meet consumer demand. From 
a GDP measurement perspective, an increase in inventories 
adds to GDP growth. Businesses have also been spending 
on intellectual property products. This is most likely an effort 
to increase productivity given the ongoing labor shortages. 
Finally, spending on residential construction remained a source 
of strength for business spending as demand for residential 
housing continues to outpace supply. 

Not to throw a wet blanket on the strong economic growth, but 
for many people the success has come with a negative side effect 
— higher prices. Demand for goods continues to outstrip the 
available supply and higher prices resulted. For many, especially 
the lower income wage earners, higher prices are straining their 
finances. Even though many people rang out the year in good 
cheer, others were not so lucky. Perspective is always important 
when assessing the state of the economy. 
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International 
Matt Clarke, CIMA®, VP, Senior Client Portfolio Manager 

Even though 2021 was fairly drama free, it was characterized by 
a number of headwinds, including the labor shortage, supply 
chain bottlenecks, higher prices and a new variant. Still, and 
like last year, the global markets finished higher, but on uneven 
footing. Returns were fueled by massive emergency spending 
and a continuation of extremely accommodative monetary 
policy. The MSCI All Country World Index (ACWI) ex US, finished 
the year up 7.68% and up only 2.00% in the 4th quarter, paling in 
comparison to the domestic markets. Developed international 
outpaced emerging markets as the MSCI EAFE returned 11.86% 
for the year and 2.74% for the quarter.  

The MSCI Emerging markets index was weighed down by 
weakness in China and closed out both the quarter and the 
year in negative territory; down -1.36% and -2.47% respectively. 
However, when you pull China out of the equation, emerging 
markets fared well.  The MSCI Emerging Markets index ex China 
closed out the quarter up 1.24% and the year up 10.53%.  

Notably, the 4th quarter of 2021 brought about the Omicron 
variant, and with it, significant uncertainty and unrest to the 
global markets. Most of this materialized as market volatility 
throughout the month of December. Many international 
governments continued to implement restrictive measures to 
contain the spread. China was hit particularly hard with its worst 
outbreak since the original in Wuhan. Their industrial and tech 
hub city of Xi’an was locked down for roughly the last two weeks 
of the year as China continued to combat the virus through zero-
tolerance policy.  The lockdown of Xi’an came on top of troubles 
in China’s real estate sector as well as efforts to deflate bubbles 
in their economy elsewhere through regulatory clampdowns. 
All of this weighed heavily on Chinese assets. To put this into 
perspective, the MSCI China index ended the quarter down 
-5.93% and down -21.22% for the year.  

As we look ahead into the first quarter of 2022, we remain 
cautiously optimistic and do not expect to see the type of 
returns we have realized over the last two years. We will pay 
close attention to how governments and central banks respond 
to inflationary pressures (the Bank of England was the first 
major developed market to hike rates in December), how China 
responds to slowing growth and how the Omicron variant plays 
out after holiday gatherings and travel. 
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Domestic Equities 
Gayle Sprute, VP, Senior Portfolio Manager 

2021 closed on an upbeat note for the domestic stock 
market, with each of the major indices logging solidly positive 
gains during the 4th quarter. This was an impressive year of 
performance despite several setbacks and uncertainties. For 
the year, the best performing index was the S&P 500, up 
28.7%, and the laggard index was the Russell 2000, up 14.8%. 

Corporate America has worked to recover from the pandemic-
induced lows in 2020 amidst several challenges. Among 
other things, supply chain disruptions, rising energy costs, 
transportation issues (and rising costs), port congestion, and 
labor shortages (and wage increases to entice employees) have 
contributed to inflationary pressures and hindered companies’ 
abilities to meet demand. The Delta and Omicron variants 
also posed setbacks during the year. Despite these hurdles, 
companies were able to achieve net profit margins of 11.9%, 
above the 11.0% 5-year average. Finally, the prospect of the 
Federal Reserve’s (Fed) pullback in monetary policy support 
posed psychological challenges. 

The best performing sectors during 2021 were energy, up 
54.4%, and real estate, up 46.1%. Energy stocks benefited from 
the rebound in West Texas Intermediate (WTI) crude prices, 
which rose from $52/barrel at the beginning of the year to $79/ 
barrel by year end. For the real estate sector, the worst-case 
pandemic scenarios for malls and commercial properties did 
not materialize, allowing for a psychological recovery for many 
real estate company stocks. The two biggest sector laggards 
were consumer staples, up 18.6%, and utilities, up 17.7%. The 
supportive fiscal and monetary policies in 2021 provided a 
“risk on” backdrop, thus these defensive sectors were not the 
most desired. 

As we start 2022, there is much to ponder. Slowing economic 
activity, moderating corporate earnings growth, and continued 
supply chain challenges are worries. But, the Fed’s monetary 
policy decisions are top of mind. Recently, the Fed telegraphed 
that interest rate increases could come sooner than expected 
and that it could reduce its balance sheet soon after the 
initiation of rate increases. The risk of a policy error has been an 
ongoing concern for the equities market; this news heightens 
that concern, along with the worry about pressure that rising 
rates could have on corporate balance sheets. 

Fixed Income 
Brian Brill, CFA, VP, Senior Portfolio Manager 

The Federal Reserve’s (Fed) policy change and inflation concerns 
were the main themes that dominated the Fixed Income markets 
in the 4th quarter. 

Ever since the COVID-19 pandemic started in March 2020, the 
Fed has been following a policy of an ultra-easy, aggressive 
monetary policy to provide support to the economy. It did 
this by cutting the fed funds rate to a target range of 0% -
0.25%, implementing emergency support to the corporate 
and municipal markets, and by purchasing $120 billion of US 
Treasury and mortgage-backed securities per month. These 
policies, along with vaccinations, the re-opening of the 
economy and lingering worldwide supply chain problems, have 
led to the vast improvement in employment but with the cost 
of higher inflation. Originally, inflation was seen as transitory, 
but the longer it goes on, the more likely it is that inflation 
may be a problem. This was the grudging conclusion that Fed 
officials realized this quarter. 

Investors anticipating a change began pushing short-term 
yields higher in October. They believed that the Fed would 
begin the policy change at its November meeting. They were 
correct. At the November meeting, the Fed announced that 
it would begin decreasing the asset purchases by $15 billion 
per month. This would put it on pace to begin raising rates 
in the second half of 2022. But inflation remained sticky and 
Fed officials decided to accelerate this pace at their December 
meeting to $30 billion per month. Now they are on pace to 
end purchases in March 2022. Additionally, Fed policymakers 
moved decidedly hawkish indicating three rate hikes in 2022 
with another three in 2023 and two in 2024. Currently, they 
see the fed funds rate at 2.00% - 2.25% by the end of 2024. 
Actually, Fed officials are now more hawkish than the market 
at this time as the market thinks the moves are too aggressive 
and could eventually stifle the economy. 

As a result, short-term interest rates increased over 45 basis 
points since September, but the market remains concerned 
about the aggressive pace which has led long-term interest 
rates lower by 11 basis points. 
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Strategy Review 
Derrick Wilson, CIMA® , AVP, Portfolio Manager 

Global equities climbed in the 4th quarter to cap off another 
very strong year. By the numbers, US equities trounced foreign 
equities, with the S&P 500 posting an 11% return in the last 
three months compared to the 1.8% return from MSCI All-
Country World Index (ACWI) excluding the US. That gap was 
even larger for the entirety of 2021 with returns of 28.7% and 
7.8%, respectively. 

Within equities, the year started with strong rallies in small caps 
and value stocks but changed over time. By year end, markets 
came back around to large caps outperforming small and 
mid-cap, and growth continuing its run over value. Emerging 
market equities struggled to make gains with China being the 
main detractor amongst concerns over regulatory crackdowns 
and liquidity troubles within its real estate sector. The MSCI 
Emerging Markets Index finished the quarter 1.3% lower and 
down 2.5% for the year. 

Fixed income assets have been a bit of a mixed bag as 
markets nearly adjusted with each key economic data release, 
Federal Reserve policy updates and COVID related impacts. 
The 4th quarter saw rates rise along most points on the yield 
curve, pressuring bond prices lower and seeing slightly negative 
total returns in government and investment grade corporate 
credits. Ginnie Mae mortgage-backed securities experienced 
losses to a slightly lesser degree. High yield bonds continued 
to be a positive performer for those seeking yield and willing 
to take on the added risk. Again, emerging markets were the 
largest detractor with benchmark US dollar denominated 
emerging market debt falling 2.5% in the quarter, bringing the 
yearly loss to 8.7%. 

Inflation remains tangible as the latest reading of consumer 
prices on the basket of goods tracked by the index increased 
6.8% from a year earlier. Allocations to real assets intended 
to hedge inflation have responded accordingly. The largest 
contributor was real estate up just over 16% in the quarter and 
41.3% for the year. Following that was strong performance from 
diversified commodities, closing out the year up 27.1%. Treasury 
Inflation-Protected Securities (TIPS) picked up as well, gaining 
another 1.2% in the quarter and 5.5% over the past year. 

With brief periods of increased market volatility, our risk 
management strategies helped to cushion some of these moves. 
On the year, hedged equity and global macro strategies aided 
with positive returns while managed futures declined around 
1%. Ultrashort bonds helped to reduce portfolio volatility and 
provided a total return of 0.24% year-to-date. 

watrust.com/wealth-management 

Additional and expanded information to this newsletter discussion may be 
obtained by contacting your Relationship Manager. We will be happy to 
expand our discussion with you to meet your individual requirements as a 
client of Wealth Management & Advisory Services. 

Contact Our Advisors 
Western Washington 

Seattle 
601 Union St., Suite 4747 
Seattle, WA 98101 
206.667.8954 
888.254.0622 

Bellevue 
10500 NE 8th St., Suite 1100 
Bellevue, WA 98004 
425.467.1781 
888.445.7166 

Spokane 
717 W Sprague Ave., Suite 900 
Spokane, WA 99201 
509.353.3898 
800.725.4449 

Portland 
760 SW Ninth Ave., Suite 1900 
Portland, OR 97205 
503.778.7060 

Southern Idaho / Boise 
945 W Bannock St. 
Boise, ID 83702 
208.345.3343 

North Idaho 
218 Lakeside Ave. 
Coeur d’Alene, ID 83814 
208.667.7993 

INVESTMENTS ARE: 
NOT A DEPOSIT • NOT FDIC/NCUSIF INSURED 
NOT INSURED BY FEDERAL GOVERNMENT AGENCY 
NOT GUARANTEED BY THE BANK • MAY LOSE VALUE 

https://watrust.com/wealth-management



