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TEN ECONOMIC SURPRISES IN 2022 

 
by Robert F. DeLucia, CFA 

Consulting Economist 
 

 
As New York Yankee Hall of Fame catcher Yogi Berra famously remarked: “It’s 

tough to make predictions, especially about the future.” The outlook for the global 

economy in 2022 is no exception to this rule. The usual challenges for economic 

forecasters have been exacerbated by the uncertain path of the coronavirus 

pandemic, the unprecedented disruptions to global supply chains, the highest 

inflation in decades, confusion over fiscal policy spending initiatives, and the 

unpredictable future path of monetary policy.  

 

As was the case in 2021, the current year is virtually assured of being filled with 

events and developments that were not expected by the experts. This week’s 

Economic Perspective explores various select areas within the world economy and 

financial markets in which there could be a sharp deviation between actual trends 

and those predicted by forecasters.   

 

1. THE US ECONOMY GROWS AT A RATE THAT COMFORTABLY EXCEEDS THAT 

EXPECTED BY MOST ECONOMISTS  

 

Compared with the consensus forecast of 3.5% to 4%, I believe that US real GDP 

in 2022 could expand at a pace closer to 5%. There are several persuasive 

arguments in favor of a faster-than-expected rate of economic growth: 

 

▪ The COVID-19 pandemic is likely to recede in importance as the year 

unfolds, resulting in greater mobility that will support faster growth in 

spending, output, employment, and investment.  

 

▪ Any weakness in spending in the early months of the year — resulting from 

the Omicron variant — will not be permanently lost but rather deferred into 

the final three quarters of the year and first half of 2023. 

 

▪ The US population has reached nearly 85% herd immunity through a 

combination of vaccines and natural immunity from previous infections. 

 

▪ Both the household and business sectors enjoy durable strengths to support 

solid spending over the next 12 months, at a minimum. 

 

 

 

 

 

China was the           

fastest-growing economy 

in both 2020 and 2021, 

but conditions have 

changed over the past six 

months. Its economy 

weakened considerably 

during 2021, with GDP 

currently expanding at the 

slowest rate in decades.             

Most investors expect a 

solid economic rebound 

during the second half of 

this year, but I am more 

cautious. Compared with 

actual growth of 8% in 

2021, GDP could 

increase by only 3% or 

4% this year, well below 

the average GDP growth 

rate of 6.8% over the past 

decade.  

 

 

 

 



 

1001317-00222-00           Available for Participant Use 
 

2 

 January 17, 2022 

 

▪ Consumer spending and output will continue to be supported by significant 

pent-up demand and nearly $2.5 trillion in excess household sector savings. 

Robust demand for labor will also support spending. 
 

▪ Both residential and nonresidential investment will continue to add to GDP. 
 

▪ Although policy will become less expansionary as the year unfolds, the 

economy will continue to benefit from the unprecedented monetary and 

fiscal stimulus of the past two years. 
 

2. CONSUMER INFLATION MODERATES DURING THE YEAR PRIOR TO A 

REACCELERATION IN 2023 
 

Both investors and the media are overestimating the sustainability of the current 

cost-push wave of inflation, which is likely to moderate as the new year unfolds. 

While inflation is clearly a long-term risk, the medium-term outlook appears 

positive. The unprecedented monetary and fiscal stimulus of the past two years is 

highly inflationary but is unlikely to trigger a sustained rise in demand-pull 

inflation until the economy reaches full employment in 2023 and 2024. In the 

medium term, the inflationary pressures of the past year should gradually unwind 

as public health conditions improve and as supply disruptions ease, resulting in a 

less threatening flow of monthly data on inflation, albeit for a finite period over the 

next year. 
 

Inflation is always a function of supply and demand conditions. The 2021 surge in 

inflation was the result of a one-time reopening of the economy and a one-time 

shift in consumer spending from services to durable goods. The current growth rate 

in consumer goods inflation is unsustainable. The massive global supply-side 

crunch was the inevitable result of this confluence of factors, but supply 

conditions should improve as the year unfolds, while the demand for goods should 

moderate.   
 

My forecast assumes that core consumer inflation will stabilize at a rate of 4% to 

5% over the next several months before drifting lower as 2022 unfolds, reaching a 

temporary bottom of 2.5% during the second half of this year. Inflation should 

begin to accelerate once the economy reaches full employment later this year and 

in 2023, rising to 3.5% next year and possibly 5% during 2024.   

 

3. PRODUCTIVITY GROWS AT THE FASTEST RATE SINCE 2010 
 

Compared with a long-term average of 2%, growth in labor productivity over the 

past decade slowed to only 1.2%, 40% below the historical trendline. Most 

economists are pessimistic regarding the long-term outlook for productivity, but I 

believe that the pandemic, along with the current explosive pace of digital 

transformation, could be the catalysts for a productivity boom over the next 

decade.  
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History reveals that profound exogenous shocks have been the catalyst for major 

advances in technology and accelerating growth in output per hour. My forecast 

assumes that productivity could grow by 2.5% this year and an average of greater 

than 2% over the next five years. In principle, faster productivity growth is the key 

to rising living standards and is consistent with expanding corporate profit margins 

and rising real wages. 

 

4. CONSTRUCTION OF SINGLE-FAMILY HOMES GREATLY EXCEEDS CURRENT 

ANALYST EXPECTATIONS 

 

The slowdown in housing activity during 2021 was a temporary pause in a  

long-term up-cycle and appears to be at an end. From their multi-year highs, 

housing starts and home sales declined by nearly 15% through the third quarter, 

but a new strengthening trend has resumed in recent months. The temporary 

slowdown in activity can be attributed to a steep rise in property prices and severe 

limitations in supplies of materials and labor. An analysis of both supply and 

demand forces strongly suggests that solid growth will persist throughout this year:  

 

▪ Underlying demand will be bolstered by favorable demographic forces.  

Most notably, the millennial generation — the segment of the US 

population aged 25 through 40 —is increasing at an above-average rate. 

This group comprised 67% of first-time home purchases and 37% of 

repeat-purchase sales in the first nine months of last year. The median age 

of first-time homebuyers is 33. 

 

▪ Supply conditions are the most severe in decades. At less than 1%, the 

homeowner vacancy rate is the lowest on record, while the inventory of 

existing homes (1.25 million) is also at a record low. An analysis by Freddie 

Mac concludes that the stock of single-family homes in the US is four 

million below the number needed to meet the underlying demand for 

shelter.  

 

▪ The past two years have witnessed a record pace of migration. Movement of 

families from rental properties in large metro cities in northern states to the 

suburbs and small cities in the South and Southwest is another catalyst for 

increased construction of single-family homes. 

 

I expect supply-chain logjams to moderate as the year unfolds. My forecast 

assumes that construction of single-family homes will increase by 15% this year to 

the highest level since 2006. Including its powerful multiplier effect, residential 

construction could augment 2022 GDP by 0.75%. 
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5. THE S&P 500 POSTS NEGATIVE RETURNS FOR ALL OF 2022 FOLLOWING 

SOLID RETURNS IN THE FIRST HALF OF THE YEAR 

 

The equity market enters the new year facing a propitious economic and policy 

environment, suggesting positive investment returns during the next six months:  
 

▪ Economic growth should be strong before slowing later in the year 

▪ Earnings should expand at a strong pace over the next several quarters 

▪ Monetary policy is unlikely to be an economic headwind until 2023 

▪ Government bond yields should rise at a moderate pace for most of 2022 

▪ Inflation could moderate during the year before accelerating in 2023  
 

Under these conditions, the equity bull market should persist through the middle 

of the year, at a minimum. However, market expectations regarding the economy 

could begin to deteriorate later in the year. Since the equity market is a forward-

looking indicator, investors could begin to discount growing economic and policy 

challenges likely to emerge in 2023.  

 

Most importantly, inflationary expectations could drift higher as the economy 

approaches full employment, and fears of a more aggressive Federal Reserve could 

result in a faster rise in bond yields. In the absence of a recession — which seems 

unlikely in 2023 — any market sell-off later during the year is likely to be mild but 

would be a precursor of a more severe sell-off in the 2023/24 period.  

 

6. YIELDS ON US TREASURY BONDS REACH THE HIGHEST LEVEL SINCE 

2019 
 

The strong portfolio demand for US Treasury securities in recent years can be 

attributed to several factors: (1) A global glut of savings; (2) A strong belief that 

the economy is fundamentally weak and incapable of withstanding an aggressive 

monetary tightening cycle; and (3) A belief that inflation will eventually stabilize at 

its historic rate of 2% or lower. There are flaws in each of these assumptions. 

 

My forecast assumes that government bond yields will trend higher over the next 

two to three years, gradually at first, but more rapidly and in discrete upward waves 

during 2023 and 2024, based upon the following factors:  

 

▪ Accelerating economic growth over the four quarters will be accompanied 

by an increase in private credit demand and a return to full employment. 

 

▪ Although the cost-push inflation of the past year will likely abate during 

much of this year, underlying inflationary pressures will continue to build, 

laying the foundation for a sustained period of demand-pull inflation 

throughout 2024. Bond investors remain complacent with respect to 

inflation risks. 
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▪ Whereas the bond market assumes a brief and shallow rate-tightening 

cycle, I believe that the Fed’s normalization of interest rates will resemble 

its most recent cycle, when policy rates increased from zero to 2.5% over a 

two-year period ending in 2018. Market yields on the benchmark ten-year 

US Treasury bond rose from a low of 1.5% in mid-2016 to a peak of 

3.25% in mid-2018. 
 

7. THE YIELD CURVE STEEPENS DURING THE YEAR CONTRARY TO 

CONSENSUS EXPECTATIONS 
 

The Treasury yield curve is a reliable forward indicator of investor expectations 

regarding future economic trends. The flattening of the curve during the final 

months of last year is a clear reflection of widespread expectations for a weak 

economy, deflationary pressures, and only a mild tightening in monetary 

conditions. I believe that this perspective regarding the economic outlook is 

unrealistic.  
 

Consistent with both economic theory and historical experience, the yield curve 

should steepen in response to evidence of a strengthening economy, higher 

inflation, and a sustained tightening in credit conditions. The current 85 basis 

point spread between yields on the ten-year and two-year US Treasury notes could 

rise sharply over the next 12 to 18 months to a differential of 150 basis points. A 

steepening yield curve is consistent with rising equity prices in general and a 

rotation of stock market leadership into value stocks. 

 

8. EQUITY MARKET LEADERSHIP SHIFTS DECISIVELY IN FAVOR OF VALUE 

AND ECONOMICALLY SENSITIVE STOCK GROUPS 
 

Value stocks have lagged growth stocks since 2016, as a generally risk-off 

investment mentality has steered investors away from economically sensitive stock 

groups and into safe-haven assets such as government bonds and high-quality 

growth stocks. This well-established investment sentiment could change as the 

true underlying direction of the economy becomes more visible: 
 

▪ Accelerating growth in GDP 

▪ A shift in economic leadership from consumption to capital formation 

▪ A rising trend in inflationary expectations 

▪ A rising trend in bond yields 

▪ A steady improvement in global economic conditions 

 

The key point is that the economic and policy environment expected for this year is 

consistent with superior rates of return for value stock groups such as financials, 

energy, industrials, and transports. Traditional valuation metrics also favor value 

stocks, with an average price-to-earnings (P/E) ratio of 17x versus a P/E multiple of 

35x for the growth stock index.   
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9.  CHINA’S GDP EXPANDS AT THE SLOWEST PACE IN DECADES 

 

China was the fastest-growing economy in both 2020 and 2021. However, its 

economy weakened considerably during 2021, with GDP currently expanding at 

the slowest rate in decades. Most investors expect a solid economic rebound 

during the second half of this year, but I am more cautious. Compared with actual 

growth of 8% in 2021, GDP could increase by only 3% or 4% this year, well below 

the average GDP growth rate of 6.8% over the past decade, and below the 

government’s forecast of 5%.  

 

▪ GDP growth has become overly reliant on export trade, which has been 

expanding at a 20% rate. However, exports are destined to slow this year 

and in 2023 as US consumer and eurozone spending shifts goods to 

services. 

 

▪ Following a significant withdrawal of policy stimulus during the past year, 

monetary policy should ease in 2022, but only gradually, constrained by 

serious concerns over record debt levels. 

 

▪ Other traditional sources of growth are also faltering, including 

construction, manufacturing, capital investment, and services. Continued 

deleveraging of China’s property sector could be an enormous drag on 

overall growth. 

 

▪ Government policy is likely to remain a severe negative for confidence. 

Harsh anti-capitalist government actions are likely to persist in 2022, 

including continued regulatory clampdowns on the private sector.  

 

▪ Unlike most major countries, China will continue to be burdened by 

persistent outbreaks of the coronavirus because of ineffective medical 

weapons and a low level of natural immunity. Consumer spending could 

remain very weak as new lockdowns are implemented to combat the spread 

of the Omicron variant. 

 

10.  EUROZONE GDP AND CORPORATE EARNINGS SURPRISE ON THE UPSIDE  

 

The eurozone economy has suffered from the pandemic to an even greater extent 

than the US, with governments showing a far greater tendency to implement 

lockdown orders and restrictions on mobility. Consequently, the euro area 

economies should benefit significantly from improving public health conditions 

that appear likely as the year unfolds, with positive implications for European 

equity markets.  
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▪ Eurozone economic activity is lagging that of the US by approximately six 

months. There is enormous pent-up demand in the service sector, 

especially for Europe’s hard-hit tourist industry. 

 

▪ Because of ongoing headwinds from the pandemic, widespread shortages 

of natural gas, and supply-chain disruptions, GDP is likely to remain weak 

through the first quarter of this year, but gradually improve thereafter.  

 

▪ Prospects for later this year and 2023 appear favorable. Employment is 

growing at the fastest pace in nearly two decades, banking sector finances 

are much improved, and fiscal policy stimulus is likely to be enacted this 

year. 

 

▪ Eurozone earnings in 2021 rose to the highest level in more than ten years 

and should register solid growth again in 2022.  

 

▪ A relatively low core inflation rate should allow the European Central Bank 

to maintain accommodative monetary conditions for far longer than in the 

US. 

 

▪ Relative valuations are extremely attractive. Compared with a P/E ratio of 

22x for the S&P 500, the MSCI Eurozone Index is priced at a P/E ratio of 

only 15x. 

 

Following a sluggish first half, GDP could accelerate during the second half of this 

year, with full-year GDP growth approaching 4%. Additional growth of 2.5% 

appears likely in 2023. Accordingly, European stocks could outperform the global 

benchmark for the first time since 2017. 
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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 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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