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WINTER QUARTER
RECAP
THE FOURTH QUARTER IN 2021 WAS A VOLATILE BUT EXCELLENT ONE. ALL THREE MAJOR INDEXES CLOSED THE
QUARTER WITH POSITIVE RETURNS. The S&P 500 closed the quarter up 11.03%, the NASDAQ Composite closed up 8.45%,
and the Dow Jones Industrial Average closed up 7.87%. October ended on a positive note, while November ended in
negative territory as volatility picked up. Fortunately, in December, we managed to recover the November losses and ended
both the year and quarter in the black.

On the fixed income front, the 10-year U.S. Treasury ended the quarter relatively unchanged. Opening the quarter at 1.48%
and closing slightly up at 1.52%. However, when you factor in the expected inflation rates over the next 10 years, measured
by the 10-year breakeven rate, the November stock market volatility starts to make more sense. Examining the U.S. CPI
Index, which measures the inflation level, we can see there was an acceleration in its level of increase compared to the prior
quarter. For the entirety of 2021, the U.S. inflation rate was 7.0%, this was largely driven by energy and food, often considered the most volatile components of the CPI Index. This also helps to explain why energy was the best performing sector
in the S&P 500 in 2021. The inflation numbers for last year are also causing concern as we head into the new year; however,
it is a very similar story to what we saw last year.
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LOOKING AHEAD
Heading into 2022, we expect the markets will keep a watchful eye on the inflation numbers. In our previous quarterly
commentary, we mentioned the increasing labor costs and continuing supply chain issues as the main inflation drivers. There
seems to be a consensus that the supply chain issues will continue to persist for the first six months of 2022. After this there is
some dispersion among economists as to how long the issue will last. However, to understand how long supply chain issues
can persist we have to analyze the why.
This March will mark the two-year anniversary of COVID lockdowns here in the U.S. This is ultimately what shook the global
supply chain, as manufactures canceled orders and financial markets crashed due to mass uncertainty. Fortunately, we now
have vaccines and there appears to be less concern about future lockdowns. This leads to the question of why haven’t supply
chains normalized then? The short answer is an acceleration of an already existing trend of e-commerce and work from
anywhere. This led to a break down in Just-in-Time inventory.
Harvard Business Review published an article on Just-in-Time inventory in September of 1989. They reference how the supply
chain will speed up or slowdown its manufacturing as demand fluctuates. However, the ability of the supply chain to accelerate the speed at which it operates will be limited by the slowest link in it. In our current economy, this is the warehouse and
logistics portion of the supply chain.
The shift to work from home meant consumers were no longer dining out, driving to work, spending money on daycare, etc.
However, technology allowed many white-collar workers to continue earning a paycheck by working remote. With the
artificial pay bump of no longer commuting to the office spending shifted towards home improvements like home offices and
home gyms, i.e., consumers shifted their purchases from in-person events to online tangible goods. These goods need to be
transported and stored at various points along the supply chain. If the demand remains constant but the supply chain can’t
keep up, we will see a bottleneck.
According to the NY Times, seven days is the average time containers remain at American ports over the last three months,
this is 21% higher than the start of the pandemic. Ports are now running 24/7 to keep up with the volume of goods being
shipped and has helped alleviate some of the strain. However, there are still labor shortages for truck drivers, which is how 75%
of goods are transported across the U.S. These goods are stored in warehouses, which are also encountering a labor shortage.
The best way to counter a labor shortage is to increase wages. Unfortunately, this cost often gets passed onto the consumer.
Hopefully, this helps you better understand how the labor inflation and supply chain issues are intertwined. This poses a
difficult situation for the Federal Reserve; they’re tasked with managing the U.S. economy. They decrease rates when they want
to stimulate borrowing and the economy. Alternatively, they will increase rates when they believe the economy is too hot or
inflation becomes a risk. This will generally slow down the pace at which people borrow. The Fed has made it clear they intend
to raise rates on both the long and short end of the curve. They will increase rates on the long end of the curve by tapering
the reinvestment of their bond holdings. We are starting to see the effects of this with the 10-year Treasury trading around
1.81%. We’re also starting to see bonds on the shorter end of the curve increase as well with the 2-year Treasury trading around
1.17%. However, the federal funds rate is still targeting between 0% and 0.25% with the expectation the Fed will increase this
next month. The fed funds rate is an important rate because it’s what banks can borrow from the Federal Reserve at.
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In terms of our portfolio holdings, we will be doing a review on each company to see how resilient they are to inflationary
pressures. One item we will focus on is the demand elasticity for the goods and services produced by the company. The
more elastic the demand, the harder it will be for the company to increase prices. The more discretionary the goods and
services, the more elastic the demand; for example, if restaurants raise their prices too high, people are likely to stop eating
out and will cook more at home. Contrast that with a company that has more of an inelastic demand, such as a company
that sells toothpaste or hand soap. These goods would be considered nondiscretionary because we need to use them and
are willing to accept a higher price. Not every company will be able to pass along higher prices and; therefore, it is
important for us to identify which companies will not do well in a persistent inflationary environment and replace it with a
company with a more inelastic demand.
We will keep you updated through our weekly market updates and your financial advisor. Should you have any questions,
please reach out to your financial advisor. We thank you for the confidence you have placed in our team to help you and
your family to achieve your financial goals.

Robert J. Luna, MBA

Luis Galdamez, CFA®, CFP®, ChFC®

CEO & Chief Investment Strategist

COO & Director of Investments

DISCLOSURE
This is not a recommendation to buy or sell any securities. Speak with your financial advisor before making any investments
or acting on any topics discussed. Surevest Private Wealth is a Registered Investment Adviser. Advisory services are only
offered to clients or prospective clients where Surevest Private Wealth and its representatives are properly licensed or
exempt from licensure.
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