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Presentation Notes
I will share a short-term and long-term outlook. 
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Economies Recovering All Around The World

Source: Strategas Research Partners. Data as of January 7, 2022

Global Economy Scorecard as of December 2021

Presenter
Presentation Notes
After a rough Q3, economies are strengthening around the world. It will be important to watch China in 2022.
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Businesses Are Flush With Cash

S&P 500 Total Cash ($Tn)

Source: Strategas Research. January 24, 2022

Presenter
Presentation Notes
Is it dangerous to be a bear?
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Earnings Have Vastly Exceeded Expectations

Source: Empirical Research Partners. November 22, 2021

The S&P 500 Earnings Per Share
1971 Through 2022E

Presenter
Presentation Notes
Wall Street Analysts have underestimated corporate earnings growth for each of the past six quarters. 
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US Corporations Are Superbly Profitable

Source: Empirical Research Partners. December 22, 2021
*Free cash flow margins are based on aggregated trailing four-quarter data, smoothed on a trailing three-month basis, and the yields are cap-weighted.

Large-Capitalization Stocks
Free Cash Flow Margins and Yields*
1952 Through Mid-December 2021

Presenter
Presentation Notes
Free cash flow generation has been the story behind the market for two decades. 
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Post Pandemic, The Top Line Created Strong Operating 
Leverage

Source: Empirical Research Partners. November 22, 2021
*The core excludes financials, REITs, Utilities and energy
NM=Not Meaningful

The Core of the S&P 500*
Base and Incremental Pre-Tax Margins

Q4 2009 Through Q3 2021E

Presenter
Presentation Notes
Booming revenue growth has combined with cost discipline. 
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Household Free Cash Flow is Nearly $2 Trillion Above Pre-
Pandemic Levels

Source: Empirical Research Partners. November 22, 2021
*Capital expenditures on housing and durable goods. Data smoothed on a trailing four-quarter basis

Nominal Household Free Cash Flow*
Gross Savings Less Capital Expenditures

1990 Through Q2 2021

Presenter
Presentation Notes
Is it dangerous to be a bear?
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Household Balance Sheets Have Been De-levered, Providing 
Additional Borrowing Power

Source: Empirical Research Partners. January 26, 2022

Household Balance Sheets
Incremental Debt-to-Income
and the Debt Service Ratio

1980 Through Q3 2021

Presenter
Presentation Notes
Consumer balance sheets have rarely been stronger. 
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Housing Pent-Up Demand 

Source: Cornerstone Macro Research. November 30, 2021
Note: Shaded bars represent recessions. 

US Household Formations: Owners 
4 Qtr. Avg. 2021:3Q: -0.6 Million

US New & Existing House Inventories
3 Mo. Avg: October 1.6 

Presenter
Presentation Notes
Millennials are in the prime home purchasing age range. 
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There Is A Lot of Housing Activity in The Pipeline 

Source: Renaissance Macro Research, Macrobond. December 16, 2021
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Mortgage Lending Standards Have Been Strict

Source: Empirical Research Partners. November 22, 2021

Mortgage Lending Share of Originations Made to Credit Scores of 720 or Higher
2003 Through Q3 2021

Presenter
Presentation Notes
The housing market is in much stronger shape than before the 2007-2008 housing bubble crisis. 
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The Labor Market Is Legitimately Tight

Source: Empirical Research Partners Analysis. January 6, 2022

Number of The Unemployed Per Job Opening Officially Reported and Realistic 
1952 Through November 2021
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Where Are All The Workers? 

Source: Deutsche Bank, Haver Analytics, NY Fed’s Labor Market Survey. January 17, 2022.

Americans Are Dreaming of Retiring Early 
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Early Retirement

Source: Federal Reserve Bank of Atlanta, Bureau of Labor Statistics, Empirical Research Partners Analysis. November 9, 2021
*Number of retirees above the 2019 trend line.

Excess Retirees* Distributions by Age 
As of Q2 2021

Presenter
Presentation Notes
About 2 million people retired above what the years leading up to the pandemic might have foretold, and the majority of those were people over age 70.
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Lower-Paid Workers Are Job Hopping and Some Are Leaving 
the Labor Force Altogether

Source: Survey of Consumer Expectations 2013-2021, Federal Reserve Bank of New York, Empirical Research Partners Analysis. January 6, 2022

Job Transition Rates by Household Income
March 2020 Through November 2021
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As a Result, Wage Growth is Strong

Source: US Bureau of Labor Statistics, Empirical Research Partners Analysis. January 6, 2022.

Wage Growth by Skill Level
2003 Through Q3 2021
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People are Working Fewer Jobs, Making It Difficult to Fill 
Part-Time Roles

Source: Empirical Research Partners. November 22, 2021

Multiple Jobholders As a Share of Total Employment
1994 Through October 2021

Presenter
Presentation Notes
Unemployment benefits have made the labor markets more competitive. 
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A Booming Economy, But The Consumer is Miserable

Source: Fundstrat, Bloomberg. November 21, 2021

Consumer Confidence Monthly, Since 1987

Presenter
Presentation Notes
Blame inflation, the likes of which has never been seen by two whole generations. 
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Fed Policy Mistake?

Note: Dotted line assumes $120 billion in monthly purchases through November and a $15 billion per month reduction in purchases from them. 
Source: US Federal Reserve. Renaissance Macro Research. January 13, 2022

Fed Balance Sheet by Era

Presenter
Presentation Notes
The Fed only completed winding down its bond purchases from the last crisis in mid-2019, and was feeling its way towards a new normal for its balance sheet, when the coronavirus hit. 
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Fed Policy Mistake?

Source: Federal Reserve bank of St. Louis, National Bureau of Economic Research; Empirical Research Partners. Data as of December 6, 2021

Price Pressure Probability that Headline PCE Inflation Will Exceed 2.5% in The Next Year
1990 Through November 2021

Presenter
Presentation Notes
The Fed has finally acknowledged that inflation is not “transitory”. 
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The Market Loves Easy Monetary Policy

Source: Fact Set; BofA US Equity & US Quant Strategy. September 13, 2021

EPS Used to Matter Most

Earnings Explained Nearly 50% of Market Returns Pre-GFC, 
Only 17% Post-GFC

Of The Non-Earnings Portion of S&P 500 Changes, More Than 
Half Explained By Fed Balance Sheet Changes Post-GFC

Presenter
Presentation Notes
The old adage: “Don’t fight the Fed.” And they have filled the punchbowl to the brim! 
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Is 1970’s-Style Inflation Back? 

Source: Evercore ISI. November 10, 2021

US Consumption Price Deflator Core
December 4.8% e

Y/Y %

Presenter
Presentation Notes
If the core PCE increases +0.4% m/m in both November and December, it will accelerate to +4.8% y/y. 
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Peak Inflation? 

Source: Cornerstone Macro Research. January 13, 2022

ISM Prices Paid Inflation Leads Lagging COP Inflation by 6 Months 

U.S. CPI

ISM Prices Paid

CPI

ISM Prices Paid (Adv 6m)
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Goods Supply Is Coming As Consumers Shift To Services 

Source: Cornerstone Macro. January 6, 2022

Real Retail Inventories Ex Motor Vehicles 
Deflated by CPI Nov: $464.1b Real Consumer Spending: November M/M%
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The S&P 500 P/E Has Declined Alongside The Recent Move Higher 
In Interest Rates

Source: Factset, Goldman Sachs Global Investment Research. January 13, 2022
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Source: GFD, Deutsche Bank.  December 2, 2021

P/E Multiples At Risk As Inflation Rises

US PE Ratio Since 1920 By Different Inflation Buckets

Presenter
Presentation Notes
 Inflation has remained around the 2% “sweet spot” for decades. If it remains stubbornly high, multiples could suffer. 
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Real Rates Are Zero

Source: Federal Reserve Board, Federal Reserve Bank of Cleveland. Empirical Research Partners. January 26, 2022
*Less the trailing three-month average of the ten-year inflation expectations. 

Ten-Year Treasury Bond Yields
Less the Ten-Year Inflation Expectations*

2000 Through Late-January 2022

Presenter
Presentation Notes
Yields remain stubbornly low. 
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Historic Fiscal Policy

Source: Axios and Crown and Company. November 1, 2021

Select Stimulus As A Percentage of US GDP 

Presenter
Presentation Notes
The five largest stimulus packages in history have been proposed/enacted since 2020. 
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And The Debt Champion Is….

Source: Gavekal Research as of December 15, 2020

Debt Levels and Increases in Major Economies 

Presenter
Presentation Notes
Only Japan has more government debt per capita.  The rest of the world isn’t even close.
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But Long Term, High Debt Slows Growth 

Source: Federal Reserve Board, Ned Davis Research as of December 24, 2020

Total Government Debt's (Fed + GSE + State & Local as a % of GDP) Potential Impact On Growth

Presenter
Presentation Notes
Still, high debt historically crowds out growth over the long term.
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Small Caps Benefit More From Capex Cycles 

Source: FactSet, Haver Analytics. BofA US Equity & US Quant Strategy. September 13, 2021

Correlation of US Capex Growth With Small Cap (Russell 2000) and Large Cap (S&P 500) Sales Growth, 1985-present

Correlation With Small-Large Cap Sales Growth Spread: 31%

Presenter
Presentation Notes
Capital expenditures, which have been starved for 10 years, have been rising in recent quarters. Might continue to grow strongly, as a tax hedge. 
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With Easy Money, Investors Are Paying A Premium For Risk

Source: Factset, BofA US Equity & US Quant Strategy. November 23, 2021

Low Quality Stocks Have Risen Each Time Easy Money Flowed

Presenter
Presentation Notes
High quality stocks might be sought after the end of the stimulus largesse. 
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But Now, The Fed Is Taking Away The Punchbowl 

Source: Goldman Sachs Global Investment Research. January 13, 2022

Sector and Factor Correlations With Real Interest Rates and Breakeven Inflation 
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Dividend Payers Are Surging Relative To Non-Payers

Source: Strategas Research. January 26, 2022

S&P 500 Dividend Payers Relative Non-Payers
(Indexed to 100, 9/1/2003)
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Dividends Likely To Play A Larger Role In Returns 

Source: Strategas Research. January 26, 2022
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It All Depends On Your Time Horizon: In The Long Term, 
Prime Skilled Adults Age 30-48 Are Surging

Source: Fundstrat, Bloomberg, BEA, National Association of Realtors, US Census Bureau. Report as of July 30, 2020.

Prime Leverage Years: # Adults Age 30-48  Since 1935 per the US Census Bureau

Presenter
Presentation Notes
For the long term, it’s all about demographics.  For years now, the huge baby boomer generation has been slowly retiring, even as the much larger millennial generation was too young to help declining productivity in corporate America.  But now, the prime skilled age bracket, 30-48 is surging—very bullish for the USA.
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The Largest Generation Ever, Millennials Are Just Entering 
Their Prime Income Years

Peak population figures above include immigration. Reduced immigration will lead to a smaller overall size of Gen Z.  
Source: DESA UN Data sets, Fundstrat; Federated Hermes. Updated December 8, 2021

Total US Population Divided by Age Groups

Average 
age 

97.9

83.5

66.3

49.5

31.5

13.3

Presenter
Presentation Notes
In 2022 the average Millennial is age 32, just beginning his prime earning and spending years, to be followed by a just as large Gen Z.  These two generations are massive, but are also the most well educated and tech savvy that our country has ever had.  The future looks great. 
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For Your Consideration-Millennials & Gen Z Will Have More 
Voters Than Older Generations By The End Of This Decade

*Voting population estimated from 17.5 years and older.
Source: United Nations, Haver, Deutsche Bank, as of September 9, 2020.

Voting Populations* by Generations

Presenter
Presentation Notes
By the end of this decade, Millennials and Gen Z will have more voters than older generations.  Something to think about.
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Interested In Hearing More?

Visit federatedinvestors.com/LindaDuessel to sign up for email  
updates, watch YouTube videos, connect on LinkedIn and more.
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