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Nothing is so permanent as a temporary government program.

-Milton
Friedman

Things got very interesting during the 4th quarter. Developments on the inﬂation front, a shift in monetary policy, the
introduction of a new Covid variant, and growing geopolitical tensions led to increased volatility in both the equity and
ﬁxed income markets. While there was no shortage of negative headlines during the third quarter, what was different
in the 4th quarter was an actual market reaction. In this edition of Viewpointe, we discuss our projections for economic
growth in 2022. We also discuss what we expect for both the ﬁxed income and equity markets. In the asset allocation
section, we provide an update on our investment portfolio strategy. We conclude with a brief discussion regarding the
importance of setting ﬁnancial goals.

Economic Review -

State of Transition

The COVID-19 years are ﬁlled with economic predictions
that did not come true. The severity of new variants and
the mitigating actions taken in response to them are
impossible to predict and therefore make economic
forecasting extremely difﬁcult. Who could have predicted
the original coronavirus disease? Who could have
predicted the initial response of widespread
shutdowns? Who could have predicted
the largescale ﬁscal and monetary
response? Yet all of these events had
a signiﬁcant impact on economic
growth. In such an environment, one
has to remain nimble and be able to
adjust as necessary.
We are optimistic that virus risks will
subside in 2022. While we expect
variants to continue to develop, we
are encouraged by the fact that
recent variants appear to come with milder
symptoms. This combined with better treatment and
prevention options seem to make it unlikely that we
will experience widespread shutdowns like those
experienced in early 2020. Let us not forget it was the
shutdowns that impacted economic growth the most.
Fortunately, alternative ways to deal with the virus have
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developed that have a much smaller impact on the
economy. As long as these alternatives remain effective,
we are hopeful that we can return to a more normal
economic cycle.
The pandemic made it easier for policymakers to open
up the ﬁscal and monetary ﬂoodgates beyond anything
that we have ever experienced in the United States.
This, in turn, signiﬁcantly boosted economic growth.
The combination of direct consumer payments,
at the same time that much of the economy
was reopening, led to a massive release of
pent-up demand. This sudden release of
demand led to inﬂation that has not been
seen in decades. In response to these
inﬂationary pressures, policy makers are
now feeling pressure to pull back on both
monetary and ﬁscal accommodation.
While it appears the U.S. is getting back on
a path toward normalization, it is important
to note the pandemic, and the response to the
pandemic, will leave a lasting impact. One such
impact is on consumer prices. Prior to the pandemic,
inﬂation hovered right around 2%. More recently we
experienced levels closer to 7%. While we expect
inﬂation to subside from recent highs, we do not expect
it to go down to pre-pandemic levels anytime soon.
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We expect an inﬂation rate closer to 3-4% to persist.
To a large degree, inﬂation has been focused on goods
rather than services. While consumer spending on goods
has actually surpassed pre-pandemic levels, consumers
are still spending a lot less on services. In our opinion, this
comes down to consumers continued avoidance of large
group gatherings. As a result, they shifted many of their
dollars to purchases of goods. This increased demand led
to higher prices in this space. Assuming things calm down
with the virus, we anticipate this shift toward goods to level
out and for services spending to gain traction in 2022. As
consumers start spending more on services and less on
goods, the reduction in goods demand should eventually
place downward pressure on inﬂation in that space. In
the meantime, we expect a shift in resources in the goods
producing space to those areas that are under the most
strain to keep up. This shift in resources should also help
bring prices down as production capacity increases for
those items that consumers want.
Our base case calls for inﬂationary pressures to subside
during the ﬁrst half of 2022. At the same time, we expect
inﬂation to remain above pre-pandemic levels. Our
expectation for inﬂation to remain elevated is largely based
on the simple observation that outsourcing to foreign
countries brought prices down signiﬁcantly over recent

Fixed Income Commentary -

In conclusion, we see the U.S. economy in a state of
transition as adjustments are made to the supply chain in
response to the pandemic. Such transitions take time and
do not always go smoothly. Right now, the big impediment
seems to be a shortage of qualiﬁed workers. This is forcing
some manufacturers to lean toward automation, which in
turn will have its own long-term consequences. While our
economic forecast remains a work in process, our base
case calls for a strong start to 2022 with growth coming in
between 3-3.5%. This growth is largely dependent on our
expectation of clearing some of the supply bottlenecks
that currently exist. Once supply catches up with demand,
we expect growth to pull back to a range of 2-2.5% for the
remainder of the year.

Heightened Policy Error Risk

the Fed needs to wrap up QE before they move on to a
Fed Funds Rate hike.

This reduction in purchases puts the Fed in a position to
conclude the program sometime in early 2022, rather
than mid-year as initially projected. This announcement
was signiﬁcant, because it put the Fed that much closer
to raising the Fed Funds Rate. The reason being is that it
would be counterproductive to loosen monetary policy
through QE at the same time that you are tightening with
a higher Fed Funds Rate. In short, for all practical purposes

It now seems the Fed is positioning to hike rates during
the second half of 2022 despite some early indications
that growth will likely be slowing, and inﬂation will likely be
moderating at that point. In retrospect, we believe a wrap
up of quantitative easing in 2021, followed by a rate lift
off in early 2022, would have likely had a better backdrop
to justify the move. With that said, we believe the current

The Federal Reserve (Fed) implemented a drastic policy
shift during the 4th quarter. Fed Chair Powell retired
“transitory” as a description of U.S. inﬂation in November.
That provided a strong signal the Fed was positioning
itself to further tighten monetary policy. That is exactly
what they did at their December meeting. At this meeting,
the Fed announced their intention to double the pace at
which they are scaling back their open market purchases
of U.S. Treasuries and mortgage-backed securities, a.k.a.
quantitative easing (QE).
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decades. The pandemic has exposed the ﬂaws of this
outsourcing strategy. First off, China as a brand has been
hurt by the virus. While outsourcing was already moving
out of China before the pandemic, the virus has sped
up the process. In addition, the American consumer has
been shaken by shortages of everyday items and appears
to be willing to pay more in order to have better supply
continuity. In short, we are seeing a shift in company
attitudes toward moving more of the supply chain back to
the U.S. We expect this shift to result in higher prices for
many goods.

In our opinion, the Fed is already behind on tightening
monetary policy. Since mid-summer we viewed real
interest rates (rates adjusted for inﬂation) as too low for
an economy that is growing with inﬂation accelerating.
Unfortunately, we believe Fed Chair Powell was reluctant
to move at that time since his reappointment as Fed
Chair was up in the air. After all, only a fool risks irritating
the boss just before they are reviewed for retention. We,
however, question if Powell’s delayed reappointment
announcement will not be a decision that both chairman
Powell and the administration regret in 2022.
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set up lends itself to a higher risk of a policy error and a
negative market reaction.
Recent developments regarding the shape of the Treasury
yield curve also justify additional caution. While the
Fed’s more hawkish shift has lifted 2-year yields, 10-year
yields have remained largely anchored. This has resulted
in what is referred to as a ﬂattening of the yield curve.
Historically a ﬂattening has provided an indication of
concerns regarding future economic growth. This signal
has even more signiﬁcance when an inversion of the yield
curve takes place. An inversion takes place when shortterm rates exceed longer-term rates. This has been used
as a pretty good indicator of a recession on the horizon.
What is interesting about this particular situation is it
largely appears to be being caused by the Fed’s own
actions. What we mean by that is retail investors overall are
positioned for rising interest rates, which means they are
more focused on purchasing shorter-term maturities. On
the other hand, the Fed has been purchasing a signiﬁcant
amount of intermediate and longer-term maturities through
quantitative easing. The Fed’s purchases in this space are
propping up prices and in turn keeping rates low.
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The million-dollar question is whether we will experience
a rise in intermediate and longer-term rates when the
Fed reduces and ﬁnally seizes their purchases of these

securities. With no indication the Fed has any immediate
plans to reduce what they already hold on their balance
sheet, some argue that 10-year rates may remain low. This
creates an interesting situation for the Fed when it comes
time to raise rates. The reason being is if you drive shortterm rates up while intermediate and longer-term rates
remain anchored, you increase the likelihood of a yield
curve inversion. Ironically, the Fed appears to have put
themselves in a position where they really need the cover
of higher intermediate and longer-term rates before they
start to hike. It will be interesting to see how things play
out with interest rates during the ﬁrst half of the year. If
intermediate and longer-term rates remain anchored, we
ﬁnd it hard to see how the Fed hikes the current projected
2-3 times without experiencing a monetary policy issue.

Equity Commentary -

Bittersweet

play as well.

The mood in the equity market changed drastically
following Thanksgiving. While equities have not traded off
very much in percentage terms, volatility has drastically
increased, and market leadership has shifted. While growth
stocks led throughout most of the year, value stocks started
to close the performance gap. Suddenly, many of the
names that were the leaders started to lose ground, while
several of the more defensive plays that had lagged started
to accelerate. In short, equities have
taken a more defensive stance.

One of those forces has to do with what we have
identiﬁed as a material driver of equity market
performance for quite some time. That driver is liquidity
created via extremely accommodative monetary policy.
After growing for 20 months at a double-digit clip,
the Fed announced their plan to start reducing the
growth rate of their balance sheet with the intention of
concluding quantitative easing sometime in the ﬁrst half
of 2022. Bottom line, the liquidity proﬁle that was so
favorable for risk assets
is changing.

Much of the volatility was driven by
fears of the new Omicron variant. Talk
of heightened shutdown risks as well
as mixed messages regarding the
effectiveness of vaccines on the new
variant jostled the equity markets.
Interestingly enough, however, most of
the stay-at-home stocks that beneﬁted from the shutdowns
in 2020 did not gain traction. This development indicated
that there were other forces at

The second force we see working against
equities is valuation. While we have been
concerned about valuation for over a year
now, it appears that it took a contraction
in liquidity to bring valuations into sharper
focus. For some simple perspective
regarding valuation, we draw your attention
to the Rule of 20. The Rule of 20 has been a simple,
yet effective, gauge of determining whether stocks are
expensive or cheap. Since 1970, the sum of the markets
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price earnings multiple and the year-over-year change
in the consumer price index has averaged 20. When the
indicator drifts above 20 it is cause for caution, while
when it drifts below 20 it indicates buying opportunities.
Currently, the sum of the forward multiple on the S&P 500
and the consumer price index rests above 27%. This level
rivals that experienced during the dot.com years.
The third force deals with the historical market cycle
surrounding the four-year presidential term. 2022 is a
midterm election year. Midterm election years historically
result in the most volatile year for the S&P 500. The S&P 500
has averaged a 19% correction in midterm election years.
The good news is these corrections historically turned out
to be good buying opportunities. In fact, the S&P 500 has

Asset Allocation -

Holding the Course

Rebalancing in September combined with an equity market
that, while choppy, basically went nowhere for two months,
made a 4th quarter rebalance unnecessary. All in all, our
portfolio weightings stayed pretty close to our target
weightings during the quarter, and we decided to just
stay put. With that said, several of our equity mutual fund
positions paid out signiﬁcant capital gains distributions in
December which we intend to reinvest during the ﬁrst half
of January.
While we discussed adding to our equity exposure during
the 4th quarter, we decided to hold off due to the shift in
mood following the Thanksgiving holiday. At the present
time we believe the possibility of an equity pullback is
elevated. In the event such a pullback takes place, we
will likely reconsider a shift toward more equity. For now,
it is our intention to stick with our current targets and
simply reinvest the proceeds received from capital gains
distributions in January.
As to our equity mutual fund positions, overall we are

gone up in the 12 months following a midterm election
ever since 1946.
In conclusion, we are not anticipating another doubledigit return year in the equity space. We expect volatility
to remain and believe the possibility of a pullback is
growing. With that said, many of the sources we follow
are calling for an equity market return below the historical
average of 7%. In the event we experience a ﬁrst half of
the year pull-back followed by a recovery, we view such a
forecast as very reasonable. With that said, it is important
to note that equity markets signiﬁcantly beat most analysts’
expectations by a signiﬁcant margin in 2021. Perhaps we
will get lucky and get another surprise on the upside.

pleased with their performance versus their respective
benchmarks. While we have seen some weakness
in the international equity space, we do believe this
underperformance is only temporary. While ﬁxed
income returns were weak across the board, our ﬁxed
income funds stacked up well versus their respective
benchmarks.
On the individual stock portfolio front, we replaced two
names that had been laggards with two new stocks. We
had been watching these two stocks for awhile, but were
waiting for a more attractive entry point. Both of the new
names were in the computer software space and we took
advantage of the pullback in this space to add these
names to the portfolio.
Opportunities in the individual ﬁxed income space
remain challenging. Our expectation for a rise in interest
rates unfortunately is the consensus view. As a result,
we are focused on investing in shorter-term securities,
which are hard to ﬁnd in the current environment. While
we identiﬁed a handful of opportunities during the 4th
quarter, they were few and far between, and did not
remain available for very long.

Financial Planning -

Setting and Targeting
Investment Goals

Go out into your yard and dig a big hole. Every month,
throw $50 into it, but do not take any money out until you
are ready to buy a house, send your child to college, or
retire. It sounds a little crazy, doesn’t it? However, that is
what investing without setting clear-cut goals is like.
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If you are lucky, you may end up with enough money to
meet your needs, but you have no way to know for sure.
How do you set investment goals?
Setting investment goals means deﬁning your dreams
for the future. When you are setting goals, it is best to be
as speciﬁc as possible. For instance, you know you want
to retire, but when? You know you want to send your
child to college, but to an Ivy League school or to the
local community college? Writing down and prioritizing
your investment goals is an important ﬁrst step toward
developing an investment plan.
A 2015 study on goal setting by Dr. Gail Matthews, a
researcher at Dominican University of California in San
Rafael, concluded that participants aged 23 to 72 who put
their goals in writing and sent regular progress reports to
friends had a “much higher success rate than those who
kept their goals to themselves.” In fact, more than 70%
of participants who wrote down and shared their goals
reported success compared to 35% of those who kept their
goals to themselves, never writing them down.
What is your time horizon?
Your investment time horizon is the number of years you
must invest toward a speciﬁc goal. Each investment goal
you set will have a different time horizon. For example,
some of your
investment goals will
be long-term (e.g.,
you have more than
15 years to plan), some
will be short term (e.g.,
you have 5 years or
less to plan), and some
will be intermediate
(e.g., you have between
5 and 15 years to plan).
Establishing time horizons
can help you determine
how aggressively you may
need to invest to accumulate the amount needed to meet
your goals.
How much will you need to invest?
Although you can invest a lump sum of cash, systematic
investing on a regular basis is another way to build wealth
over time. Start by determining how much you will need
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to set aside monthly or annually to meet each goal.
Although you will want to invest as much as possible,
choose a realistic amount that takes into account your
other ﬁnancial obligations so that you can easily stick
with your plan. However, always be on the lookout for
opportunities to increase the amount you are investing,
such as participating in an automatic investment
program that boosts your contribution by a certain
percentage each year, or by dedicating a portion of
every raise, bonus, cash gift, or tax refund you receive
toward your investment objectives.
Which investments should you choose?
Regardless of your ﬁnancial goals, you will need to
decide how to best allocate your investment dollars.
One important consideration is your tolerance for risk.
All investments involve some risk, but some involve
more than others. How well can you handle market ups
and downs? Are you willing to accept a higher degree
of risk in exchange for the opportunity to earn a higher
rate of return?
Whether you are investing for retirement, college,
or another ﬁnancial goal, your overall objective is to
maximize returns without taking on more risk than you
can bear. Although no matter what level of risk you are
comfortable with, make sure to choose investments
that are consistent with
your goals and time
horizon. The Relationship
Managers at Horizon
can help you construct
a diversiﬁed investment
portfolio that takes these
factors into account.
Review and Revise
Over time, you may
need to update your
investment strategy. Get
in the habit of checking
your portfolio at least once a year — more frequently if
the market is particularly volatile or when there have
been signiﬁcant changes in your life. You may need to
rebalance your portfolio to bring it back in line with
your investment goals and risk tolerance. Fortunately,
rebalances are a natural function of our model
portfolios.
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