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Summary and Major Conclusions: 

 
▪ Following an abrupt slowdown in the third quarter, the US economy rebounded strongly in 

Q4, with real GDP growth estimated at 6%, led by consumer spending on goods and 

services. Corporate earnings continued to exceed Wall Street analyst estimates, with an 

increase of 25% in the quarter. 

 

▪ Core consumer inflation averaged 5% in Q4, while wages increased at a nearly 5% annual 

rate. The market yield on the benchmark ten-year US Treasury note traded within a narrow 

range of 1.35% to 1.75% in the quarter. 

 

▪ Although 2021 growth of 5.5% was impressive, US and world GDP could have been even 

stronger in the absence of painful supply limitations. Supply-chain disruptions, 

skyrocketing prices for shipping and containers, and a depressed labor participation rate 

restrained the production and distribution of goods. Spending and output were also 

negatively impacted by the Delta variant of COVID-19.  

 

▪ It has become increasingly apparent over the past two years that the direction of the 

economy and financial markets is inextricably tethered to trends in public health. 

Econometric studies show a strong correlation between the trend in cases of COVID-19 and 

economic data, with a time lag of several months. 

 

▪ Any forecast for economic growth in 2022 must begin with an assessment of current 

public health conditions and risks. My major assumption is that the pandemic will have 

progressively less impact on the economy as the year unfolds.  

 

▪ Each successive wave of the pandemic over the past two years has taken a smaller toll on 

the economy. Businesses, consumers, and policymakers have learned to deal more 

effectively with SARS-CoV-2 with the passage of time. I expect the pandemic to transition 

to an endemic disease before the end of this year.  

 

▪ US GDP growth this year is likely to surprise markets on the upside with growth of 5%, 

slightly less than the 5.5% growth rate achieved in 2021, but above the consensus 

forecast of less than 4%. Unlike 2021 — which was led by very rapid growth in consumer 

spending — the US economy should be firing on all cylinders, with virtually all sectors 

supporting growth.  

 

▪ Corporate earnings should advance again this year, but at a rate well below the spectacular 

pace of 2021. My forecast assumes that earnings per share (EPS) for companies in the 

S&P 500 will rise by 12% this year on revenue growth of 10%. 

 

 

 

 

 

 

All available evidence 

suggests that the US 

economy could be on the 

brink of the most powerful 

capital goods cycle since 

the 1990s. Core capital 

goods orders are increasing 

at a 13% rate, the fastest 

pace in several decades. 

Rapidly growing corporate 

earnings and cash flow, an 

exceptionally low cost of 

capital, an aging capital 

stock, and a strong desire of 

companies to locate 

factories in more secure 

locations should boost 

demand for capital 

formation within the 

domestic economy.  
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▪ All available evidence suggests that the US economy could be on the brink of the most 

powerful capital goods cycle since the 1990s. It has been more than two decades since 

the last investment boom, implying significant pent-up demand for investment in plant and 

equipment. There are numerous catalysts to support an extended period of rapid growth in 

capital formation.   

 

▪ The US labor market should continue to heal as the year unfolds. Compared with a total of 

six million in 2021, nonfarm payrolls could rise by a net four million this year. The 

unemployment rate could decline to 3.5% by the end of the year, the lowest monthly rate 

since 1968, while the employment ratio could return to 80%.  

 

▪ Inflation is the critical independent variable in the economic and investment outlooks 

because it will determine the pace at which the Federal Reserve tightens monetary policy. 

From its peak rate of 6% during the second half of last year, core consumer inflation could 

decline to 2.5% by the middle of this year, albeit only temporarily.   

 

▪ Looking beyond 2022, my forecast assumes a sharp acceleration in the rate of inflation, 

beginning later this year and persisting throughout 2023 and 2024. In contrast to the  

cost-push inflation of the past year, the acceleration in inflation that I envision in 2023 

and 2024 will likely be a demand-pull phenomenon.  

 

▪ A combination of continued strong consumer and business demand — turbocharged by 

unprecedented policy stimulus of the past two years — along with an economy 

approaching full employment could be the catalyst for rapid and sustained consumer price 

increases, possibly reaching a cyclical peak of 5% in 2023 or 2024.  

 

▪ Fiscal policy could be a more expansionary force this year than anticipated by most 

economists. Although government stimulus peaked in 2021, there remains a large amount 

of residual spending that will impact the economy over the next several years. Spending by 

state and local governments should also be additive to GDP.  

 

▪ The world economy tends to lag the US and should also enjoy solid growth during the 

upcoming year. There are several substantive sources of growth for the world economy in 

2022: Strong export demand from the US; easing pandemic constraints on growth; and 

continued monetary and fiscal stimulus. 

 

▪ Economic prospects for the euro area economy should gradually improve as this year 

unfolds. The strong headwinds to growth in recent months — soaring energy costs, surging 

infections, and crippling supply-chain restrictions — are expected to diminish over the 

course of the year.  

 

▪ More importantly, underlying fundamentals remain upbeat: European bank financials 

continue to improve; the demand for labor is strong; consumer confidence exceeds that in 

the US; and capital spending plans are rising. Eurozone GDP could expand by nearly 4% 

this year and 2.5% in 2023. 

 

▪ China’s traditional sources of economic expansion are fading, implying a much slower 

growth trajectory in coming years. China is unlikely to achieve GDP growth in excess of 5% 

this year, which would be the slowest annual growth rate in decades, dragged down by 

weakness in all categories of domestic demand.   
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ECONOMIC REVIEW 

 

Following an abrupt slowdown in the third quarter, US economic growth rebounded 

strongly in Q4, with real GDP growth estimated at 6%, led by consumer spending 

on goods and services. Compared with 2019, holiday sales were more than 10% 

higher. Corporate earnings continued to exceed Wall Street analyst estimates, with 

an increase of 25% in the quarter. Core consumer inflation averaged 5% in Q4, 

while wages increased at a nearly 5% annual rate. The market yield on the 

benchmark ten-year US Treasury note traded within a narrow range of 1.35% to 

1.75% in the quarter.  

 

Supply Not Demand: Although 2021 growth of 5.5% was impressive, US and 

world GDP could have been even stronger in the absence of painful supply 

limitations. Supply-chain disruptions, surging prices for shipping and containers, 

and depressed labor participation rates restrained the production and distribution 

of goods. Aggregate demand continued to expand at a rate that exceeded 

productive capacity, causing ongoing shortages that pushed inflation to  

multi-decade highs.  

 

▪ US Auto Market: The most glaring example of supply-induced economic 

weakness was the US auto market, wherein a severe shortage of computer 

chips caused Q4 sales to decline to an annual rate of 13 million units, a 25% 

shortfall from normal sales estimated at 17.5 million. It is not surprising that 

the severe supply crunch triggered a spike in the price of the average car sold 

last year to $44,000, up sharply from the average of $35,000 in 2020  

(see chart 1). 

 

Full-Year 2021: The full year was unique in many respects. Economic historians 

will likely characterize 2021 as a year of unprecedented economic, political, and 

policy developments, accompanied by heightened uncertainty and enormous 

economic and financial market volatility. Although full-year GDP growth of 5.5% 

was the fastest in four decades, the economy experienced numerous daunting 

challenges as the year unfolded, resulting in highly uneven and volatile growth 

along with widespread imbalances and distortions.  

 

▪ COVID-19 Pandemic: Although to a lesser extent than in 2020, the world 

economy was still negatively impacted by the rapidly spreading coronavirus. 

US and world economic growth were slower than otherwise, while inflation 

increased at a rate well above its long-term trend. That said, businesses, 

consumers, and governments were much better equipped to cope with the 

pathogen, although progress in the US was far greater than in other countries, 

especially those in Europe. 
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▪ Goods Inflation: Core consumer inflation rose by 5% for all of 2021, the 

fastest pace since the early 1990s. Much of the spike in inflation can be 

understood by the surge in consumption of durable goods, which is 22% 

higher than pre-pandemic levels. Global supply chains were simply unprepared 

to process this level of volume, resulting in a 15% spike in prices for durable 

goods (see chart 2). 

 

ECONOMIC OUTLOOK  

 

It has become increasingly obvious over the past two years that the direction of the 

economy and financial markets is inextricably dependent upon trends in the public 

health arena. Econometric studies show a strong correlation between cases of 

COVID-19 and incoming economic data, with a time lag of several months. The 

strong rebound in economic growth during the first half of last year was aborted by 

the surge in the Delta variant. The equity market has also exhibited a strong 

tendency to respond to breaking news regarding the pandemic. This close 

statistical relationship is likely to assert itself once again in 2022, until the 

pandemic becomes endemic. 

 

 

Chart 1: Component Shortages Trigger Plunge in Auto Sales 

US Retail Sales of Automobiles (Millions of Units) 

Source: Bloomberg  
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Chart 2: Consumption of Goods Well Above Historical Trendline 

US Personal Consumption Expenditures, Consumer Goods 

Adjusted for Inflation ($Billions) 

Source: Bureau of Economic Analysis 
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Omicron Variant: Medical experts believe that the Delta wave is in its final phase, 

and that the current spike in infections in the Northeast, upper Midwest, and Mid-

Atlantic states are likely to peak early next year. And while the new Omicron 

variant constitutes a new risk to the economy, there are credible reasons to believe 

that the impact is likely to be manageable. My major assumption is that the 

pandemic will have progressively less impact on the economy in 2022, based upon 

the following considerations: 

 

▪ Each successive wave of the pandemic over the past two years has taken a 

smaller toll on the economy. Businesses, consumers, and policymakers have 

learned to deal more effectively with SARS-CoV-2 with the passage of time. 

 

▪ While only 62% of Americans have been fully vaccinated against the 

coronavirus, 73% of the population have been partially vaccinated and nearly 

85% have either been partially vaccinated or protected by antibodies from a 

previous infection.  

 

▪ While other variants of COVID-19 are likely, the pattern of previous mutations 

suggests that each new variant could be less virulent than previous ones. 

 

▪ Greatly reduced risk from COVID-19 will occur only when the world population 

becomes vaccinated, a level currently at 58%. Whereas 2021 was the year of 

developed-economy vaccinations, 2022 could be the year of developing-

economy vaccinations. 

 

▪ The medical profession has responded admirably to the virus with vaccines 

and other medical solutions, most recently oral therapeutics that have 

demonstrated the ability to offer protection against severe illness when taken 

within five days of infection. 

 
THEMES IN THE ECONOMIC OUTLOOK  

 
US ECONOMIC GROWTH 

 

▪ New waves of SARS-CoV-2 should not undermine the economic recovery in 

2022, as the disease is likely to evolve from pandemic to endemic. New 

infections and hospitalizations should become less widespread as 2022 

unfolds, which would mean that mobility and economic activity will be 

increasingly less affected by new infections. The highly reliable Index of 

Leading Economic Indicators has been rising at a consistently rapid rate  

(see chart 3). 
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▪ The rate of US GDP growth is likely to exceed the current consensus forecast 

of economists. My forecast assumes GDP growth of 5% this year, slightly less 

than the 5.5% growth rate achieved in 2021. Unlike 2021 — which was led 

by very rapid growth in consumer spending — the US economic growth engine 

should be firing on all cylinders, with virtually all sectors supporting growth.  

A strong rebound in service sector spending is expected as infections and 

hospitalizations fade (see chart 4).  

 

▪ Capital formation should be especially strong this year, led by business 

spending on plant, equipment, and software, along with construction of  

single-family homes. The moderate slowdown in housing starts since the 

middle of last year was strictly a supply, not demand, phenomenon. The 

current shortage of single-family homes is the most severe in decades, 

implying several years of strong residential construction to meet the rising 

demand of the millennial generation (see chart 5).    

 

▪ All available evidence suggests that the US economy could be on the brink of 

the most powerful capital goods cycle since the 1990s. Core capital goods 

orders are increasing at a 13% rate, the fastest pace in several decades. 

Robust earnings and cash flow, an exceptionally low cost of capital, and a 

strong desire of companies to locate factories in more secure locations should 

boost demand for investment in the US economy (see chart 6). 

Chart 3: Leading Economic Indicators Signaling Strong Growth Ahead 

The Index of Leading Economic Indicators 

Source: The Conference Board 
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Chart 4: Service Sector in Full Recovery Mode 

Index of Purchasing Managers, US Service Industries 

Source: Institute for Supply Management (ISM) 
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▪ Corporate earnings should advance again this year, but at a rate well below the 

spectacular pace of 2021. My forecast assumes that earnings per share (EPS) 

for companies in the S&P 500 Index will rise by 12% this year on revenue 

growth of 10%. Profit margins are likely to stabilize at 2021 levels, the 

highest on record.  
 

▪ The US labor market should continue to heal as this year unfolds. Compared 

with a total of six million in 2021, nonfarm payrolls could rise by four million 

this year, an average monthly rate of 350 thousand in net new job creation. 

The current number of job openings nationwide of 11 million is nearly double 

the number of unemployed workers. The current 4.2% unemployment rate 

could decline to 3.5% by the end of the year, the lowest monthly rate since 

1968. Wages could increase at a 5% rate this year, the fastest increase in 

decades. 
 

US INFLATION 
 

▪ Inflation is the critical independent variable in the economic outlook because 

it will determine the pace at which the Federal Reserve tightens monetary 

policy. From its peak rate of 6% during the second half of last year, core 

consumer inflation could decline to 2.5% by the summer of this year, as 

global supply-chain disruptions gradually ease and as workers return to the 

labor market. Services inflation lagged goods inflation in 2021 but a reversal 

in relative inflation rates is likely this year (see chart 7).  

Chart 5: Unprecedented Shortage of Homes 

Homeowner Vacancy Rate, Single-Family Homes 

Source: US Census Bureau 
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Chart 6: The Early Stages of a New Capital Goods Cycle 

New Orders Core Capital Goods, Annual Percentage Growth 

Source: US Census Bureau 

 

-10

-5

0

5

10

15

20

2013 2015 2017 2019 2021

%



 

1001317-00219-00           Available for Participant Use 
 

8 

 January 3, 2022 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

▪ The moderation in inflation that I expect during the middle of this year is likely 

to prove transitory. There are several factors that could trigger a temporarily 

lower rate of inflation during the year: A shift in spending from goods to 

services; an easing of global supply chain pressures; a sustained rise in the 

labor participation rate; and a decline in commodity prices, including for oil 

and natural gas. 

 

▪ Looking beyond 2022, my forecast assumes a sharp acceleration in the rate of 

inflation, beginning later this year and persisting throughout 2023 and 2024. 

In contrast to the cost-push inflation of the past year, the acceleration in 

inflation that I expect in 2023 and 2024 is likely to be a demand-pull 

phenomenon, a more dangerous form of inflation. Continued strong consumer 

and business demand as the economy reaches full employment later this year 

and in 2023 should be the catalyst for a rapid and sustained rise in consumer 

prices, possibly increasing to 5% in 2024. 

 

US ECONOMIC POLICY 

 

▪ Monetary policy is a critical variable in the outlook and is likely to be 

influenced primarily by trends in inflation. I continue to believe that the 

Federal Reserve has a strong bias toward monetary accommodation, but that 

the central bank will be forced to pivot to an aggressive policy stance when 

demand-pull inflation becomes apparent in 2023. In the meantime, financial 

conditions are as expansionary as any time in recent memory, while credit 

risks remain depressed (see chart 8). 

 

 

Chart 7: Goods Inflation Significantly Outpacing Service Sector Inflation 

     Core Consumer Inflation Services ———— 

     Core Consumer Inflation Goods ———— 

Source: Bureau of Labor Statistics 
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▪ I expect the Federal Reserve to terminate its purchases of government bonds 

early in the new year and to begin its rate-tightening cycle around midyear.  

I continue to believe that the Fed will raise its short-term policy rate at a 

measured and cautious pace but could accelerate the pace of rate increases as 

inflationary pressures begin to build in 2023 as I anticipate.  

 

▪ My forecast assumes a federal funds rate of 0.75% at the end of this year, 

rising to 1.75% by the end of 2023, up from zero today. The market 

expectation for a short and shallow rate-tightening cycle appears to be 

misguided. 

 

▪ Fiscal policy could be a more expansionary force this year than anticipated by 

most economists. While it seems clear that the rate of government stimulus 

peaked last year, there remains a large amount of residual stimulus that will 

impact the economy in both 2022 and 2023, albeit to a far lesser extent than 

it did in 2020 and 2021. 

 

▪ The outlook for fiscal policy is highly nuanced. The recently passed $1 trillion 

infrastructure bill will not begin to lift economic growth until 2023, with the 

biggest impact in 2024 and 2025. Nonetheless, fiscal policy should be a 

modest positive for growth this year. Spending by state and local governments 

should also be additive to GDP this year. 

 

▪ The massive government emergency income-support programs passed in 2020 

and 2021 will have a considerable residual impact on economic growth in 

2022 because the funds paid to individuals, workers, and households were not 

entirely spent during those years, but rather saved. This massive excess 

household savings — estimated at $2.5 trillion — will likely be spent during 

2022 and 2023 (see chart 9). 

Chart 8: US Financial Conditions Have Never Been Better 

An Index of Factors Reflecting US Credit Market Conditions 

Source: Goldman Sachs 
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THE WORLD ECONOMY 

 

The world economy tends to lag that of the US and should also enjoy solid growth 

during the upcoming year. There are several substantive sources of growth for the 

world economy in 2022:  

 

1. Strong export demand from US consumers 

 

2. Easing pandemic constraints on mobility and commercial activity  

 

3. A strong rebound in spending on services as public health conditions improve  

 

4. Favorable credit conditions and healthier banking sectors 

 

5. Continued monetary and fiscal stimulus that should exceed that in the US  

 

6. A far more favorable outlook for inflation in Europe, Japan, and China when 

compared to the US 

 

▪ The Eurozone: Economic prospects for the eurozone should gradually improve 

as this year unfolds. The strong headwinds to growth in recent months — 

soaring energy costs, surging infections, and crippling supply-chain restrictions 

— are expected to diminish over the course of the year. As the pandemic 

becomes endemic, global supply-chain conditions will improve and the service 

sector should enjoy a significant revival in growth.  

 

 

Chart 9: Cumulative Excess Household Savings Are Inflationary 

Personal Savings US Households ($ Billions) 

Source: Bureau of Economic Analysis 
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▪ Upside Surprise: More importantly, underlying fundamentals remain upbeat: 

The financial condition of European banks has improved massively over the 

past decade; the demand for labor is strong as reflected in the recent 

ManpowerGroup Employment Outlook Survey; consumer confidence exceeds 

that in the US; and capital spending plans are rising. Fiscal and monetary 

policies should also support growth in 2022. Eurozone GDP could expand by 

nearly 4% this year, well above consensus estimates, followed by 2.5% growth 

in 2023. 

 

▪  China’s Economic Headwinds: The outlook for China is clouded. China’s 

policymakers are faced with a serious dilemma. In principle, persistent 

weakness in demand requires substantial monetary and fiscal stimulus, but 

the existence of severe structural imbalances prevents such actions. Debt is at 

record levels and the number of unsold houses in China’s 100 largest cities 

reached a five-year high at yearend. In an environment of falling sales and 

house prices, deleveraging within the real estate industry raises the risk of a 

financial crisis. 

 

▪ Cautious Consumers: Elsewhere, aggregate demand in China remains weak 

because of continued sporadic outbreaks of COVID-19 and the government’s 

strict (zero-tolerance) virus control measures. Consumer spending is weak 

because of public health concerns and a rise in precautionary savings. Capital 

formation is weak because of chronic overcapacity and weakness in business 

profits. 

 

The bottom line is that China’s traditional sources of growth are fading, implying a 

much slower growth trajectory in coming years. GDP growth in China is unlikely to 

exceed 5% this year, the slowest annual growth rate in decades, with weakness in 

domestic demand partially offset by strength in exports. Weakness in domestic 

spending could act as a constraint on world economic growth, while exerting 

downward pressure on commodity prices. 

 

▪ Japanese Recovery Path: The economic outlook for Japan is predicated upon 

resumed growth in private consumption, business investment, and exports. 

Growth in each of these areas has been constrained by government 

containment measures and severe supply chain disruptions, but the outlook is 

improving because of increased vaccinations. More than 75% of the 

population has been vaccinated, and the current infection rate in Japan is 

among the lowest in the world. The new government led by Prime Minister 

Kishida announced a stimulus package amounting to 5% of GDP. Following 

growth of 2% last year, GDP could expand by 2.8% this year and 1.5% in 

2023. Inflation is expected to remain under good control. 
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg Barclays US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term 
investment grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell 
Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: : is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.     
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