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Outlook 2022 
“Passing the Baton” 

Our resurgent economy grew at over a 6% 
pace in the first half of the year and is on 
track for over 5% growth for the year when 
2021 draws to a close. The current economic 
recovery, which started in May 2020, has 
benefited from widespread vaccine 
availability and additional fiscal stimulus. 
While the economy continues to move 
forward, we’re still feeling the aftershocks of 
the COVID-19 Delta variant, whether 
through elevated inflation, supply chain 
bottlenecks, or an imbalanced labor market. 
But 2021 also saw positives beyond economic 
growth, with schools opening their doors and 
extended family gathering around many 
Thanksgiving tables, activities that were far 
less common in 2020. At the same time, the 
S&P 500 Index continued to advance as 
corporate America faced this generational 
challenge with resiliency and saw earnings 
growth that surprised even the most optimistic 
pundits.  
 

The recovery has been a testament to our 
ability to manipulate our world. Scientists 
developed several vaccines extraordinarily 
quickly. Central banks and policymakers 
found ways to insert themselves into the 
complex network of economic relationships to 
help bridge the worst of the economic crisis. 
But the same scale that multiplies our control 
of the world can also multiply potential 
mistakes and make robust, complex systems 
more fragile. We’ve had a hand up that has 
helped us through a period of unique 
economic challenges. In 2022, the economy 
may be ready for a handoff, back to a greater 
emphasis on the individual choices of 
households and businesses. How smoothly 
that handoff is executed may determine the 
course of the recovery.  
 

On a smaller scale, for many of us, those 
individual relationships that always sustain us 
have been that much more vital over the last 
two years. We managed to stay connected 
with friends and family. Found new ways to 
work together with our colleagues. And relied 
on our relationships with skilled professionals 
to navigate difficult decisions. Sound 
financial advice in particular has helped 
guide many through this period of 
uncertainty. 
 

ECONOMY 
As the U.S. economy moves more to mid-
cycle, our 2022 forecast is for 4.0–4.5% gross 
domestic product (GDP) growth in 2022. 
Fiscal and monetary policies played big roles 
in the economic recovery in 2021, but we see 
2022 playing out as a handoff—from stimulus 
bridging a pandemic recovery to an economy 
growing firmly on its own, with consumers, 
productivity, small businesses, and capital 
investments all playing a part in the next stage 
of economic growth.  
 
As we move past COVID-19 globally, Europe 
and Japan could be ripe for potentially better 
economic growth in 2022. Meanwhile, 

emerging market economies may disappoint as 
growth in China could be constrained by 
regulatory crackdowns.  
 

STOCKS 

We expect solid economic and earnings growth 
in 2022 to help U.S. stocks deliver additional 
gains next year. If we are approaching—or are 
already in—the middle of an economic cycle 
with at least a few more years left (our view), 
then we believe the chances of another good 
year for stocks in 2022 are quite high. A double
-digit percentage increase in S&P 500 earnings 
per share (EPS) in 2022 is possible, but 
COVID-19-related supply chain issues, 
combined with materials and labor shortages, 
could lead to higher costs and constrain profit 
margins. We believe the S&P 500 could be 
fairly valued at 5,000–5,100 at the end of 2022, 
based on an EPS estimate of $235 and an index 
P/E between 21 and 21.5. We favor U.S. over 
developed international, value over growth, and 
cyclical sectors over defensives.  

 

BONDS 

We expect interest rates to move modestly 
higher in 2022 based on near-term inflation 
expectations above historical trends and 
improving growth expectations once the impact 
of the COVID-19 Delta variant recedes. Our 
year-end 2022 forecast for the 10-year 
Treasury yield is 1.75–2.00%. However, an 
aging global demographic that needs income, 
higher global debt levels, and an ongoing bull 
market in equities may keep interest rates from 
going much higher over the next year. 
Nonetheless, with starting yields still low by 
historical standards, returns are likely to be flat 
to the low single digits in 2022. With credit 
spreads as low as they’ve been in years, we 
remain neutral on investment grade corporate 
credit. We think equities continue to offer 
better return potential than high-yield bonds, 
while bank loans may make sense for 
appropriate income-oriented investors willing 
to take on more risk.  

 
INFLATION 
2021 was the year nearly everything was in a 
shortage, and it all translated to added 
inflationary pressures. Record numbers of ships 
waiting at ports, a lack of materials, unfilled 
job openings, higher commodity prices, and a 
myriad of supply chain disruptions have added 
to price pressures. While we believe these 
pressures will steadily decrease over the next 
year and we will eventually settle back to 2–
2.5% inflation, it will likely be a gradual 
process.  

 
CONCLUSION 
A relay race combines stretches of extraordinary 
individual effort with brief moments of coordinated 
teamwork, in which fractions of a second can be 
equivalent to the physical difference between a 
champion and an also-ran. Success requires ability, 
precision, and of course, teamwork.  
 
Federal, state, and local governments—usually better 
suited for the role of timekeepers or race officials—
have run a strong leg for the economy over the last 
two years. In 2020 and 2021, government policies 

arguably had a more profound effect on the 
economy than any time since World War II, not 
always for the better but in the right direction 
overall. The level of government borrowing was 
certainly similar to a war effort. Central banks 
created new initiatives to support the economy 
and keep the financial system running smoothly. 
But it didn’t stop there. We needed state  level 
decisions about appropriate restrictions that still 
allowed the economy to function; local decisions 
about how to keep schools open and allocate 
resources; as well as constant coordination 
among scientists, public health experts, federal 
agencies, and our elected officials. No one would 
find this level of government involvement ideal 
under anything close to normal circumstances, 
but it was necessary to some degree in the face of 
the pandemic.  
 

The private economy was by no means on the 
sidelines while this was happening. The upside of 
our economy contracting 3.4% in 2020 is that 
more than 96% of the prior year’s level of output 
stayed in place. That 3.4% contraction is huge 
when it comes to the impact on many people’s 
lives, but it certainly goes against the narrative 
that the economy came grinding to a halt. And in 
2021, the economy topped its pre-recession 
output peak. While some service-based industries 
were devastated by the pandemic, businesses on 
the whole innovated, adapted, and evolved. They 
have positioned themselves well to take the 
handoff and run the next leg, and our market 
views reflect that. We are watchful of the risks 
associated with government passing the baton in 
2022, but we believe that ultimately the economy 
will be healthier while still managing to create 
opportunities for investors.  
 

As investors, we are part of running that leg too. 
We help provide the capital that entrepreneurs 
need to turn ideas into action. That’s what 
investing fundamentally is. Of course, we all 
want to invest wisely. So, we build our teams 
around us, establishing personal and 
professional relationships that we turn to for 
sound advice. Mid-cycle years aren’t as exciting 
as the early-cycle boom, but they tend to strike a 
nice balance between risk and opportunity. We 
expect 2022 to be a year that can help you make 
progress toward reaching your financial goals, 
and a little good coaching can help. Check in 
with us about setting your long-term goals and 
determining the pace that will get you there for 
2022 and beyond.  

This material is for general information only and 
is not intended to provide specific advice or 
recommendations for any individual. There is no 
assurance that the views or strategies discussed 
are suitable for all investors or will yield positive 
outcomes. Investing involves risks including 
possible loss of principal. Any economic fore-
casts set forth may not develop as predicted and 
are subject to change. References to markets, 
asset classes, and sectors are generally regard-
ing the corresponding market index. Indexes are 
unmanaged statistical composites and cannot be 
invested into directly. Index performance is not 
indicative of the performance of any investment 
and do not reflect fees, expenses, or sales charg-
es. All performance referenced is historical and 
is no guarantee of future results. All information 
is believed to be from reliable sources; however, 
LPL Financial makes no representation as to its 
completeness or accuracy. This research materi-
al has been prepared by LPL Financial LLC. 
Securities and advisory services offered through 
LPL Financial (LPL), a registered investment 
advisor and broker‐dealer (member FINRA/
SIPC).  


