
2021 Review
2021 was an exceptional year for US stocks. S&P 500 companies are projected to see sales and
earnings growth of 16% and 45% respectively in 2021 (year-over-year). These growth figures
were well above expectations and propelled US equity indices up 20-30% for the year. It was a
different story for bonds. The Federal Reserve’s announcement that it would reduce its bond
buying program and raise interest rates led to high quality bonds posting flat to negative returns
for the year. 2021 also saw consumers flush with cash (total US household wealth increased by
50% since March 2020). This abundance of cash, combined with labor shortages and continued
supply chain issues, resulted in a steady increase in inflation to 7% year-over-year in December
2021 – the highest level seen in 40 years.
These concerns have bubbled
over in January 2022, leading to
both higher real interest rates
and investors selling stocks –
particularly those with higher
valuations. The broad equity
market is down approximately
10% year-to-date, and more
speculative investments
(including cryptocurrencies)
are down +20%. While these
market drawdowns can be
unsettling, it’s important to
note that the S&P 500 is now
trading at levels similar to mid-October 2021.
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2022 Looking Ahead
Our outlook assumes that, as populations build immunity to COVID, these supply and demand
imbalances should moderate and inflation levels will be closer to 3% by the end of 2022. While
inflation concerns may linger for months, we do not envision a 1970’s like period of stagflation
(higher inflation with lower GDP growth). That being said, we do expect equity market volatility
to remain high as the market reprices assets in a higher interest rate environment and central
banks reduce liquidity from the financial system. While we may not be at the bottom of this
market correction, we are finding many companies with strong growth projections now trading
down 40% or more from their recent highs. As most know, we are not market timers, but we
do use these periods of volatility to add new positions and accelerate the pace of investing new
accounts.
What’s in the Inflation Number?
The most common inflation statistic is the Consumer Price Index (CPI) which measures “the
average change over time in the prices paid by urban consumers for a market basket of
consumer goods and services.”1 Below are the major components to the CPI calculation and
where the largest growth has occurred. The most jarring inflation has come in the auto sector
with new car prices up 12% and used car prices up 31% year-over-year. Prior to COVID, the auto
industry had been experiencing zero growth for 5+ years with light vehicle production hovering
1

U.S. Bureau of Labor Statistics, https://www.bls.gov/cpi/







around 90 million units. In 2020, vehicles sales dropped to 76 million. With continued pent up
demand, it’s projected that 84 million vehicles were delivered in 2021, but this was well below
the estimated demand of 92 million vehicles.
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One of the major reasons
Price Index for All Urban Consumers
auto companies have been
unable to meet the demand
for new vehicles has been
the lack of semiconductor
chips. As auto companies
add complex technology
(safety and entertainment)
to vehicles and migrate
to electric propulsion, the
number of semiconductor
chips have increased from
100 chips in a conventional
vehicle to over 3,000 chips
in a fully electric vehicle.
We’ve seen this increased
use of semiconductor chips
Source: U.S. Bureau of Labor Statistics
across industries as more devices in our lives become
“smart” and warehouses and factories increase their use of automation to deal with labor
shortages.
How Does This Affect Our Thinking?
We have been investing in semiconductor stocks for over 30 years. Massive investments are
being made to R&D budgets and increasing production facilities in order to meet demand. This
explosion of investment should drive innovation for years to come, but also opens up the chance
of overshooting and leading to the boom/bust cycle we’ve seen in the past. We are closely
watching this segment of the market, as the speed of innovation can quickly turn today’s leader
into tomorrow’s laggard.
Wealth Management: Advice to Grow on
The start of the new year is a good time to review your personal and financial goals. Please
contact your HTC advisor to discuss your long-term investment goals, portfolio changes or trends
in the market.
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Gain Insights
Read an overview of tax
planning strategies for 2022
(prepared by Hemenway
& Barnes LLP)

Learn More
About our approach
to investing

Copyright © 2022 Hemenway Trust Company LLC | www.hemtrust.com
Information regarding investments is for information purposes only. The views expressed are subject to change based on market
or other conditions without notice. The information should not be construed as investment advice or a recommendation to buy or
sell any security or investment product. It does not take into account an investor’s particular objectives, risk tolerance, tax status,
investment horizon, or other potential limitations. All material has been obtained from sources believed to be reliable, but the
accuracy cannot be guaranteed. Past performance is not a guide to or guarantee of future performance. An HTC portfolio could suffer
losses as well as achieve gains. Where reference is made to returns of specific indexes, returns of the indexes also do not typically
reflect the deduction of investment management fees, trading costs or other expenses. It is not possible to invest directly in an index.

