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Positive yet realistic

“The pessimist
complains about the
wind; the optimist
expects it to change; the
realist adjusts the sails.”
― William Arthur Ward

A look back

A look ahead to 2022

Adaptability. Resilience. These are two words that describe the
past year. Despite the ongoing pandemic and challenges that
persist, the global economy is set to end 2021 with the fastest
growth rate since 1973. The U.S. is on pace for the best growth
since 1984. Global equities are up double digits. U.S. stocks
have led the charge, further extending the strongest start to a
bull market in modern history. This outcome seemed
unimaginable during the depths of the pandemic.

• We have conviction that the global economy is
on solid footing and will grow well-above
trend. We are realistic that COVID-19 challenges
remain and that access to vaccines and advanced
medical care has created a bifurcated global
economic recovery.

The massive and timely monetary and fiscal stimulus provided
throughout 2020 helped set the stage for a sharp economic and
market snapback. The world’s singular focus on creating and
delivering vaccines and therapeutics at light speed provided
additional momentum. Moreover, consumers and corporations
adapted. Corporate profits, as we discussed in last year’s
outlook, were vastly underappreciated and beat consensus
expectations at a record pace. This theme has underpinned our
bullish outlook over the past year.
However, the aggressive action taken by policymakers also had
unintended consequences. The corresponding boom in excess
consumer savings and the quick rebound in the labor markets
unleashed a surge in demand for consumer goods at a time of
constrained supply. This has resulted in inflationary pressures
and supply chain bottlenecks. These challenges, along with the
gradual removal of crisis-level policy accommodation, and how
the world adjusts to the constant threat of new COVID-19
variants remain key themes in the new year.

• We have conviction that the bull market will
extend and that stocks remain attractive on a
relative basis. We are realistic that returns are
likely to be much more modest on the heels of the
strongest start to a bull market in history and
expect more normal pullbacks relative to the
unusually shallow setbacks of the past year.
• We have conviction that interest rates are too
low relative to the still strong economic
outlook. We are realistic that the mounting
uncertainty around COVID-19 and the durability of
recent inflationary pressures – along with the
subsequent timing and force of the Federal
Reserve’s (Fed) response – is creating the widest
distribution of potential outcomes for fixed income
markets since the global financial crisis.

2022 Outlook | Positive yet realistic – Key takeaways
Economy –
Well-above-trend growth but a notch lower than 2021

Fixed income –
Higher yields, higher volatility

• Global growth set for second best year since 2010, behind 2021

• Set for the widest distribution of potential outcomes for the U.S.
yield curve since the global financial crisis

• Estimate 4% to 4.5% U.S. economic growth, still roughly double the prepandemic range
• Key supports – Excess savings, healthy consumer, business spending,
and rebuilding depressed inventories
• Inflation eases but stays above pre-pandemic level

Equity –
Positive yet realistic
• Bull market extends as stocks remain relatively attractive, supported by
new highs in economic output and profits
• Solid but much more moderate equity gains relative to the past two
years given less policy support, range-bound valuations, and positive
but decelerating profit growth
• The weight of the evidence suggests S&P 500 price returns in the range
of 6% to 12%; that said, we focus more on and have greater conviction
in relative opportunities than a specific price level
• More frequent and deeper pullbacks relative to the abnormally shallow
and infrequent declines of the past year

• Anticipate one Fed rate increase, less than market consensus, as
inflation cools from elevated levels and policymakers preserve a
healthy yield curve
• Modest upward bias in the 10-year U.S. Treasury yield

Key forecasts
Global GDP*

4.9%

U.S. GDP

4.0% - 4.5%

Year-end Fed Funds rate range

0.25% - 0.50%

10-year U.S. Treasury yield

1.00% - 2.00%

S&P 500 2022 forward EPS**

$222

*IMF forecast **FactSet consensus estimates

Tactical outlook (3-12 months)
Positioning

Asset classes
Equity

• Overweight equity relative to fixed income and cash
• Maintain long-standing U.S. overweight given bluechip status and higher quality companies
• Opportunity in small caps − Relative valuations at 20year low and comparative earnings at cycle high

Fixed income
Cash

Global equity

• Underweight international developed markets until
confirmation of trend change in price and earnings

Emerging markets (EM)
Growth style relative to value

U.S. fixed income
U.S. government
U.S. mortgage-backed securities
U.S. investment grade corporate (IG)

Duration

More
Attractive














Less
Attractive




U.S. high yield corporates (HY)
Leveraged loans



Less
Attractive

Real estate investment trusts (REITs)***
International developed markets

More
Attractive



U.S. mid cap
U.S. small cap

• Overweight high yield and leveraged loans given
positive economic outlook, yield pickup, and less
interest rate sensitivity



U.S. large cap

• Stay neutral value/growth style given an ongoing tugof-war between above-trend economic growth versus
COVID-19 flare ups and tighter monetary policy

• Stay negative EM given challenges in China, weak
profit trends, and tightening monetary policy

Less
Attractive



More
Attractive






For domestic use only
Past performance does not guarantee future results. Keep in mind that investing involves risk. The value of your investment will fluctuate over time, and you may gain or lose money.
In this tactical outlook, we express our high-level investment strategy views without portfolio context constraints. We aim to represent relative opportunities within each broader asset class. This allows us to signal what we are watching and
where things are changing at the margin within positions that may differ from our asset allocation guidance and Strategy Portfolios. ***REITs – Our asset class views can differ at times from our sector strategy as the latter has a much heavier emphasis on
price momentum, whereas fundamentals play a greater role in our asset class view.

Sector strategy – Barbell between cyclicals and growth
We are overweight certain cyclical sectors, such as energy and financials, which should benefit from the solid economic backdrop and are also among the
cheapest parts of the market. We are pairing this with an overweight in technology, which has strong technical trends and should do better in periods of
elevated uncertainty regarding the pandemic and economic outlook. We maintain a favorable view of real estate in part due to attractive exposures within
the sector to growth, cyclical, and defensive areas of the market.
Sector

Tactical outlook
S&P 500
(3-12M)
Sector
UnderOverweight weight
weight

Energy

2.7%

Information Technology

29.3%

Financials

10.8%

Real Estate*

2.6%

Consumer Discretionary

13.1%

Communication Services

10.3%

Industrials

7.8%

Materials

2.5%

Health Care

12.8%

Consumer Staples

5.6%

Utilities

2.4%
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Comments

+

+

+

A positive demand/supply backdrop as well as attractive valuations and fundamentals should result in outperformance
for the sector near term, despite long-term challenges.

+



-

Technical trends for technology have improved as relative price broke out of the trading range it has been in since
September 2020. Large cap tech is a relative beneficiary of COVID-19 uncertainties. Policy is a risk.



-



Financials are expected to benefit given the improved economic environment, our expectations for a steeper yield
curve, and less concerns for top-line growth, net interest margins, credit quality, and capital adequacy.





-

Real Estate should outperform given an acceleration in rents and a sector composition that is now more weighted to
the digital economy. The sector has a nice balance of cyclical, growth, and defensive qualities.

+

+

-

Technical trends have improved as market sentiment has shifted back towards growth. Earnings trends have also
shown some improvement, although valuation is relatively unattractive and could be a headwind.

-



+

While valuations for the sector are attractive, relative performance has been weak due to underperformance from
some of the larger names in the sector. Relative earnings trends have also weakened.

-

+



Despite fundamentals that have improved, relative price performance has been under pressure given global
uncertainties.





+

Solid global growth should benefit the sector, and earnings remain positive; however, the technical trends are mixed.
Similar to Industrials, COVID-19 uncertainty is weighing on Materials. Thus, we hold a neutral outlook.







After significant underperformance over the last 18 months, relative price trends have stabilized near the low end of its
trading range this year. This, along with near-term uncertainty and reasonable valuations, warrants a neutral outlook.



-



While valuations seem reasonable, a relatively weak growth outlook for the sector and mixed relative price trends
warrant an underweight position.

-

-



Poor relative performance for this “bond proxy” sector is being driven by weak fundamentals and increasing
expectations for eventual higher interest rates.

For domestic use only. All information supplied or obtained from this page is for informational purposes only and should not be considered investment advice or guidance, an offer of or a solicitation of an offer to buy or sell a security, or
a recommendation or endorsement by TAS of any security or investment strategy. The information and material presented in this commentary are for general information only and do not specifically address individual investment
objectives, financial situations or the particular needs of any specific person who may receive this commentary, and are subject to change without notice. Truist makes no guarantees that information supplied is accurate, complete, or
timely, and does not provide any warranties regarding results obtained from its use. *Real Estate/REITs – Our asset class views can differ at times from our sector strategy as the latter has a much heavier emphasis on price
momentum, whereas fundamentals play a greater role in our asset class views.
T = Technical. This factor has the greatest focus in our overall methodology with an emphasis on relative price trends
F = Fundamentals. Includes earnings and sales trends, with an emphasis on recent changes to estimates
V = Valuation. Inputs include current/historical and absolute/relative to the overall market
+ Top Tier, -Bottom Tier,  Middle Tier; Data Source: Truist IAG, FactSet.
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Economy – Well-above-trend growth but a notch below 2021
Over the next year, COVID-19 trends will remain front and center, but
global economic growth should be aided by a continued transition
from a stimulus-led recovery to a good old-fashioned consumer- and
business-led expansion. Access to vaccines and advanced medical care
will continue to create a bifurcated global economic recovery. How
policymakers and consumers adjust to periodic COVID-19 flare ups will
greatly impact the economic trajectory.
Global GDP is estimated to rise 4.9% in 2022. This would be the second
strongest year since 2010, only surpassed by 2021. Some of the severe
bottlenecks, such as the acute congestion in the world’s container ports,
should be resolved during the first half of the year, aiding growth.
Moreover, money saved during the lockdown periods and the financial
sector’s willingness to provide loans to consumers and businesses should
keep the world economy running hot for a few more years.
We estimate U.S. economic growth will rise between 4% to 4.5%, a
step down from 2021, but roughly double the pre-pandemic range.
The current expansion is only slightly more than 18 months old,
compared to the average expansion of 66 months since 1950.
The consumer, in aggregate, remains unusually healthy at this point
of the cycle, with rising wages, accumulated excess savings, and very low
debt service ratios as well as credit delinquency rates. With record job
openings, labor and wage gains should remain supportive of the recovery.
A shift towards services, such as travel and events, should dominate 2022
thanks to higher vaccination rates. Business spending, aided by record
corporate profits, should remain strong. Companies are set to increase
capacity to “catch up” to order backlogs, as well as plug the gap from
labor challenges through automation.

Inflation will be a hotly-debated key theme. We expect U.S. inflation
readings to stay elevated early into 2022, then peak as year-over-year
comparisons ease. Still, inflation will stay above pre-pandemic levels,
consistent with above-trend economic activity. We expect rents and wages
to remain firm, but the transition to spending on services and easing of
supply challenges should provide offsets.
We expect Europe to experience an economic upswing given the
likelihood of a pickup in services and travel. However, new COVID-19
strains pose a risk as the populations are generally older and more
vulnerable to the virus. Japan’s large stimulus package should also aid
global growth.
China’s economic growth should be supported by additional stimulus
but capped by an ongoing property sector slowdown, stringent social
mobility restrictions, and a regulatory crackdown. India is set to
replace China as the globe’s high-growth leader. Strong external demand
should continue to support export-oriented economies like Taiwan and
South Korea. However, economic – and especially health and human –
impacts from the pandemic are more adverse in several emerging markets,
where health care systems are inadequate, such as in India.
Geopolitical risks will also play a role in 2022, with China-Taiwan
tensions rising and the upcoming U.S. mid-term elections. Russia also
provides key flashpoints from its tussling with Europe over natural gas
exports to building up forces across its border with Ukraine.
Risks are an unavoidable constant, but our base case outlook
anticipates a very healthy global economic expansion in 2022.

Equity – Positive yet realistic
We have been steadfast in our positive view, having called stocks’
current run a new bull market early into the rebound. The aforementioned
economic backdrop remains supportive. Our work suggests this recovery
has further to go and that stocks remain attractive on a relative basis.

Importantly, U.S. economic output is at a record level, which has aided
corporate profits and ultimately supported stock prices. We expect each of
these metrics to make fresh records next year, albeit each at a more
moderate pace relative to 2021.

Yet, returns are likely to be much more modest on the heels of the
strongest start to a bull market in history, declining policy accommodation,
as well as less room for valuation expansion and upside earnings surprises.
The infrequent and shallow pullbacks seen over the past year should
be viewed as the exception rather than the norm, especially as we move
past peak liquidity.

As a reference point, the weight of the evidence suggests S&P 500
price returns in the range of 6% to 12%. This is a wide range, but
forecasting where a market will stand on any arbitrary day, such as
December 31, is treacherous at best, especially considering valuations
historically have had little correlation with near-term returns. This is why we
place a much greater emphasis on, and have greater confidence in, market
direction and relative opportunities.

The initial leg of the bull market in 2020, as is typically the case, was
supported by an outsized expansion in valuations on the heels of
massive stimulus and the market discounting better times ahead into stock
prices. Conversely, over the past year, earnings accounted for the
market’s entire gains, as companies exceeded consensus analyst
estimates by a record margin.
As we lay out our base case 2022 outlook for the S&P 500, we expect
market valuations to remain relatively range bound and earnings to
remain a key driver of returns.
• The upside in price-to-earnings ratios (P/E) are likely to be capped as we
move past peak liquidity. However, we do not foresee much compression
either given our expectation for a resilient economy and the relative
attractiveness of equities compared to other asset classes.
• We expect earnings growth of about 10%, down from over 45% in 2021.
There is still room for upside surprises, just not to the same extent seen
over the past year as analysts have adjusted their expectations upward.

Global positioning
We maintain our long-standing preference for the U.S. entering 2022.
We are awaiting improvement in comparative earnings and price
trends before upgrading our outlook on the International Developed
Markets (IDM) from less attractive. By definition, this means we will be
late to the initial turn. However, attempts at bottom picking have been costly
for investors given the price of IDM is at an all-time low relative to the U.S.
If there is a sustainable shift towards the international markets, our process
should lead us there. Until then, we advise patience.
These markets are cheap, as they have been for years – but valuations
are a condition not a catalyst. On a trailing basis, IDM earnings are still
below where they were prior to the financial crisis more than a decade ago.
Moreover, COVID-19 flare ups are likely to have a greater impact on these
export and service-dependent economies in addition to the remaining
structural challenges. Still, the underperformance of IDM is likely to
narrow relative to the U.S. given they are oversold entering 2022, and
we expect international developed currencies to generally stabilize.
Continued on next page

Equity – Positive yet realistic

continued from previous page

We retain a negative view of emerging markets. China alone accounts
for about 34% of the EM index. The country’s structural shift towards
common prosperity and the associated regulatory crackdown, underwhelming
profit trends, and property slowdown pose significant challenges.
Outside of China, EM central banks are moving to a tightening bias at a faster
rate relative to developed markets. The biggest risk to our negative view of
EM is depressed expectations, which means the hurdle rate for positive
surprises is low. Still, even while sharp periodic short-term rallies from
oversold conditions should be expected, our work points to a negative
short- and long-term view of EM.

Opportunities within the U.S.
Much is discussed about how U.S. stocks are trading at elevated
valuations relative to history. But, this is more of a phenomenon in large
caps and is justified, in our view, by the huge cash generation and profit
margins of mega-cap technology stocks that comprise a significant part of the
S&P 500. However, mid and small caps as well as the average stock, as
proxied by the S&P 500 Equal Weight Index, are trading at levels close
to their 20-year averages. This suggests many opportunities remain.
Moreover, over the past year, the market has transitioned from a “rising
tide has lifted all boats” phase after the pandemic-induced low, to one of
greater rotation under the surface. And, this will become more pronounced as
we move past peak monetary support.
We see an attractive opportunity in small caps. Small caps are trading at
more than a 30% discount relative to large caps, which is favorable
compared to the 10% premium it has averaged since 2002. Fundamentals
remain strong. Relative earnings trends are at a cycle high, and small caps
should benefit from well-above-trend economic growth.

We hold a neutral view on the value/growth styles. Cyclicals and value
areas should perform better as confidence grows in the economy’s resilience.
Growth sectors should do well during periods of heightened concern about
the pandemic or the trajectory of the economy.
Consistent with this theme, our sector strategy is positioned with a barbell
approach between cyclical and growth sectors. We are overweight
economically-sensitive areas, such as energy and financials, which remain
among the cheapest parts of the market. We pair this with a favorable view
of technology, the largest growth sector. It tends to do well when investors
become more concerned about the economic outlook and are attracted to the
very healthy balance sheets and cash flow generation in this sector. We
maintain a favorable view of REITs, which have growth characteristics, with
businesses such as tower companies and distribution centers, but also
cyclical characteristics with office space and rental markets businesses.
We caveat that this is where our positioning stands now, but fully
expect adjustments along the way, especially in our sector strategy,
which is even more tactical in nature.

Downside/upside risks to our base case
As we look at downside risks to our base case beyond COVID-19, several of
the past market down years occurred around recessions or during Fed
tightening cycles. Our work suggests recession risk remains low. However, a
policy mistake by the Fed, while not the base case, is a risk. We expect
uncertainty around COVID-19 variants as well as the pace of monetary
tightening to inject volatility into markets in the coming year.
Conversely, an upside risk to the market is for inflation and supply chain
bottlenecks to ease more quickly than anticipated. Also, increased confidence
that the Fed will be able to deftly maneuver policy would allow for valuation
expansion. Corporate operating leverage could also exceed expectations, and
profits would benefit if trade tariffs with China are reduced.

Fixed Income – Higher rates, higher volatility
In the year ahead, bond markets will navigate waning policy support
and hot inflation readings. The uncertainties around how durable recent
inflationary pressures will prove and the Fed’s subsequent response are
creating the widest distribution of potential outcomes for the U.S.
yield curve since the global financial crisis.
We expect to see U.S. yields ultimately rise from current levels for two
main reasons. For one, the Fed will taper and eventually end its monthly
asset purchases over the first half of the year. The central bank’s
quantitative easing program generated an enormous amount of demand for
U.S. government debt. As that demand recedes, we expect yields to drift
higher. The Fed also left open the possibility of accelerating its taper
timeline if hot inflation persists, but our view is that it will take a very
cautious approach towards raising its policy rates in 2022.
Supporting this view is that the Fed doesn’t have much room to hike
without raising the specter of a yield curve inversion, something that
happened during the 2015-2018 rate hike cycle. This suggests a more
dovish Fed stance relative to current market expectations, and one
that is more supportive of economic growth and job creation, leading to
higher yields and a steeper yield curve.
It is likely that any upward yield moves will unfold amid higher
volatility and periodic setbacks. The questions around when supply
chain bottlenecks will improve, when inflation will ease, and how tolerant
the Fed can be in the meantime set the stage for a more sensitive and
reactionary trading environment. Therefore, we expect measures of rate
volatility to remain well above the 5-year average in 2022. The declining
liquidity conditions as the Fed reduces its monthly asset purchases to netzero have the potential to exacerbate these moves.

International yields remain extremely low due to ultra-loose developed
market central bank policy and COVID-19 related challenges. As the
recoveries in Europe and Asia accelerate, global risk sentiment improves,
and major central banks address global inflation, U.S. yields should rise in
sympathy. However, their attractiveness relative to developed market
peers should lead them to rise more gradually.
Given low interest rates globally, investors will continue to seek out higher
yielding, riskier fixed income. Similarly, we prefer U.S. credit sectors,
especially leveraged loans and high yield corporate bonds, given our
constructive expectations for the economy.
Leveraged loans have historically provided inflation protection and
outperformance during rate hike cycles. Fundamentals in the high yield
space are healing quicker than investment grade, and we still see relative
attractiveness. Though the spread opportunity has mostly diminished, high
yield bonds offer a pickup in yield with a lower duration profile than high
quality fixed income.
Given a wider range of potential outcomes, high quality fixed income
should remain an important portfolio ballast. Within high quality fixed
income, we still favor investment grade corporates, though the recent rise
in U.S. Treasury and Mortgage-backed securities (MBS) yields has
restored some relative value.

Economy

Major global economic regions – Back-to-back strong recovery years

United States

Emerging Asia

2021

2022

5.70%

4.00% 4.50%

 We expect U.S. GDP to grow
considerably above the pre-pandemic pace
through 2023, though inflation will remain
above pre-pandemic levels as well.

7.30%

Europe
2021
5.20%

2020 GDP
($84 trillion total)

23%

2021

2022
4.20%

25%
Other $21
$23

27%

$21

25%

 Germany, Europe’s most influential economy, is expected to
grow 4.4% in 2022, lifting growth rates for the region.
Mediterranean economies have the potential for positive surprises if
the summer travel season is better than 2021. Nordic countries are
expected to be below the average European growth rate.
Data Source: Truist IAG, International Monetary Fund, Bloomberg, IHS Markit
Europe includes developed countries and economies considered to be “emerging,” such as Russia, Turkey and Ukraine.

2022
5.30%

 The slowdown in China is
becoming more noticeable.
The decline in the property
sector, strict social mobility
restrictions for COVID-19
cases, and the ”common
prosperity” push will limit
corporate profits and
economic growth rates.
 On the other hand, India
should replace China as the
high-growth leader. Strong
external demand is expected
to continue to support exportoriented economies like
Taiwan and South Korea.

The world economy is projected to grow faster than during the recovery
years following the global financial crisis
The world economy is projected to grow 4.9% in 2022, according to estimates from the International Monetary Fund (IMF). This is the highest growth rate
since 2010, excluding the recovery year of 2021. The anticipated rebound is similar to the one coming out of the global financial crisis but slightly stronger.

IMF world economic growth rate (%)
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Central banks less accommodative in response to higher inflation

Ten central banks hiked rates in November. Most
were in the emerging markets as they seek to defend
their currencies in the face of higher inflation.
In the developed markets, New Zealand raised rates
for the second month in a row while other central
banks, such as the Federal Reserve, are pulling back
on bond purchase programs.

Number of central banks hiking minus easing
15
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Data Source: Truist IAG, Haver. Series constructed using predominantly countries in the MSCI All-Country World Index.
Past performance does not guarantee future results.

Geopolitical risks
Numerous federal elections are set to take place in 2022, with U.S. mid-term elections as well as Brazil and France’s presidential elections. Germany and
Chile are expected to enter the new year with a new chancellor and president. Conflict over Taiwan or failure to achieve a new nuclear accord with Iran
could introduce unpredictable risks for the global economy. Russia invading Ukraine could have devastating consequences for European security.

IAG’s current tactical recommendation

Russia

China/Taiwan

Russia has been
building up combatready troops along its
border with Ukraine. A
full-blown war could
present a major
security crisis to NATO
member countries in
eastern Europe.

“Complete reunification”
of China and Taiwan is
one of Xi Jinping’s main
agenda items. On the
other hand, according
to Taiwan’s president,
Taiwan’s future should
be decided by the
Taiwanese people.

Overweight
Neutral
Underweight

X

Not Investable

X

Iran
To stop Iran’s advance
towards nuclear
weapons capability, an
early nuclear accord is
in the works. Tensions
could flare as both
sides work through the
negotiations.

Election countries
Germany

U.S.

France

Brazil

The leader of the Social
Democrats, Olaf
Scholz, is one step
closer to succeeding
Angela Merkel. Threelegged coalition talks
continue with the
Greens and Free
Democrat party.

Mid-term elections,
where all seats of the
House of
Representatives and 34
seats in the Senate will
be contested, will be
watched for policy
implications. Numerous
state elections will be
conducted as well.

President Emmanuel
Macron is campaigning
for a second term. He is
expected to face rightwing candidate Eric
Zemmour. According to
polls, Macron is favored
to win reelection.

For the presidential
race, President Jair
Bolsonaro is expected
to face former
President Luiz Inacio
Lula de Silva.
According to polls, Lula
has a clear advantage.

Data Source: Truist IAG

U.S. growth well above pre-pandemic trend through at least 2023
While growth will step down in 2022 as many pandemic assistance programs end, U.S. economic growth should remain well above the pre-pandemic
pace through at least 2023.

Growth of gross domestic product (GDP) by year
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Current U.S. economic recovery is among the strongest in the past 70 years
and near-term recession risk remains low
The current recovery is into its sixth quarter and is tracking as one of the strongest recoveries in 70 years. The average expansion since 1950 has lasted
22 quarters, though the 2009 to 2019 expansion endured for 42 quarters.

Strength & length of U.S. economic expansions since 1950
Strength – Cumulative GDP growth
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Data Source: Truist IAG, Haver, Bureau of Economic Analysis. Actual data through 3Q2021 with Truist IAG forecast for 4Q2021.
Past performance does not guarantee future results.
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The consumer – over 2/3rds of the U.S. economy – is in good shape
U.S. retail & food service sales (in $billions)

Weekly bank deposits & savings in
U.S. commercial banks (in $trillions)
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Rebuilding of depleted inventories and massive order backlogs are tailwinds
for economic growth in 2022
Business inventories, which ballooned during the
2020 lockdown, quickly plunged as demand came
roaring back. Inventories remain depleted 18 months
later by nearly any measure and are hovering near
30-year lows.

Inventories to sales ratio
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We expect consumer spending to shift back towards services from goods,
also helping ease supply chain issues and cool inflation
Spending on big-ticket items – such as appliances, furniture, and vehicles, and formally known as durable goods – is roughly 20% above the prepandemic trend. While still strong, these big-ticket purchases have declined in recent months from their peak, which should gradually ease supply chain
challenges and inflationary pressures.
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Data Source: Truist IAG, Bloomberg, Bureau of Economic Analysis. Personal consumption expenditures of durable goods (items expected to last three years or more) in chained 2012 dollars on a seasonallyadjusted annualized rate; monthly data through October 2021.

Port bottlenecks partly caused by huge stimulus-induced demand, but
volume should subside during 2022 as spending shifts back toward services
The top five U.S. ports have averaged 2.96 million containers per month in 2021, which is above the pre-pandemic all-time record of 2.87 million set back
in October 2018. Huge demand is one of the underappreciated reasons behind the supply chain challenges, but this should ease as consumer spending
shifts more towards services, such as travel in 2022.

Ships in port of LA/Long Beach

Total unit volumes at top 5 U.S. ports
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Exchange of Southern California; data from November 12, 2020 through November 17, 2021.
* Container ships anchored includes anchored, loitering or in designated drift areas.

Rising wages are a double-edged sword – Pushing inflation, but also driving
economic growth
Rising wages are inflationary. Yet, wages are also income for workers and are eventually spent on goods and services. Further, wages are rising for rank
and file workers, catching up after a decade of stagnant wage growth following the global financial crisis.

Wages & salaries (in $trillions)
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Shifting inflation dynamics – Overall inflation will fall faster than core in ’22
After periods of outsized jumps in prices, overall inflation tends to normalize. Next year, we expect overall inflationary pressures to ease as production
and supply chains recover and consumer spending shifts back towards services. However, the pace of core prices – primarily housing, which was softer
in 2020 – will not fall as much. Accordingly, we expect the pace of overall inflation will likely fall faster than core prices next year.

Consumer Price Index (year-over-year change)
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Stocks now slightly above the long-term trend but far from bubble territory
Following the fastest start to a bull market in modern history, stocks are now slightly above their long-term trend. That suggests a moderation in longerterm price returns. That said, stocks are far from bubble territory on this metric, and during bull markets, they tend to stay above the long-term trend line.

S&P 500 total return index relative to long-term trend
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Moderating phase of bull market
The first phase of a new bull market tends to see the strongest returns. In the current phase, we expect positive but moderating returns, sustained by solid
fundamentals and earnings.

Bull market phases –
Median returns by quintile
All bull markets since 1957

3 strongest bull markets (1982, 1987, 2009)

First phase of bull market
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Data Source: Truist IAG, Bloomberg.
Past performance does not guarantee future results
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Expect markets to have deeper and more normal corrections in 2022
2021 saw infrequent and abnormally-shallow pullbacks. The deepest intra-year pullback through November was just 5% versus the average of 14% since
1980. Looking at 1993, 1995, and 2017 – years with shallow pullbacks – each saw deeper pullbacks the next year of 9%, 8%, and 20%,
respectively. Periodic setbacks are the admission price to the stock market, and our view is investors are generally better served to focus on the primary
market trend, which our work suggests is higher over the next 12 months.

S&P 500 maximum intra-year declines versus calendar year price returns
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Markets tend to rise in the year following 20%-plus gains

On a total return basis (including dividends), the S&P
500 is on track to rise more than 20% for the 27th time
since 1950. Following past occurrences, markets
have risen the next year 20 out of 26 times, or 77% of
the time, with an average return of 13%.
Looking at the more recent occurrences where
markets declined in the study, 1981 and 1990
coincided with recession. In 2000, the Fed raised
rates to a cycle high as the technology bubble was
pricked, and in 2018, markets sold off partially on
concerns that the Fed was hiking rates too fast.

S&P 500 total return following 20% up years
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Stocks have risen 85% of the time during economic expansions
The average economic expansion since WWII has lasted more than five years compared to the current recovery of less than two years. We view nearterm recession risk as low, and that’s a positive given stocks have tended to rise when the economy is growing.
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We expect the economy, earnings, and stock prices to make fresh highs in
2022, but at a moderating pace
Importantly, U.S. economic output is at a record level, which has aided corporate profits and ultimately supported stock prices. We expect each of these
metrics to make fresh records next year, albeit each at a more moderate pace relative to 2021.
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Base case – Expect range-bound P/Es, moderate earnings & returns in 2022

In 2020, market returns were driven by a surge in
valuations on the back of massive stimulus and
overcame earnings contraction as markets looked
ahead to the other side of the short economic
recession.

S&P 500 annual return and contribution
Price return

In 2021, market returns were driven by a surge in
earnings growth, while valuations contracted from
elevated levels.
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Earnings growth trajectory closely tracking the recovery from last recession

After a steep decline during the first year of the
pandemic, corporate profits have rebounded swiftly,
very similar to what happened following the global
financial crisis. The consensus is estimating between
8% and 9% earnings growth over the next two years.

S&P 500 earnings growth by year
with consensus estimates
46%
40%

Relative to the Street estimate, we see upside
potential for earnings growth in 2022 given our
above-consensus economic outlook. However, in
2023, there is downside risk given the potential of a
global minimum corporate tax.
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Stocks still appear attractive on a relative basis
Even with the recent rise in interest rates and stocks, the equity risk premium, a metric that compares the valuation of stocks to bonds, remains at a level
that has historically corresponded with stocks outperforming bonds on a 12-month basis.

S&P 500 – Equity risk premium* –
Earnings yield minus 10-year Treasury yield
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Outside of large caps, which trade at a premium, U.S. stocks are generally
trading closer to 20-year average valuations
Much is discussed about how U.S. stocks are trading
at elevated valuations relative to history. But, this is
more of a phenomenon in large caps and is justified,
in our view, by the huge cash generation and profit
margins of mega-cap technology stocks that
comprise a significant part of the S&P 500.
However, mid and small caps as well as the average
stock, as proxied by the S&P 500 Equal Weight
Index, are trading at levels closer to their 20-year
averages. This suggests many opportunities remain.
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Stay overweight small caps as risk/reward appears attractive
Small caps appear very attractive from a valuation basis. Fundamentals are also strong with earnings at a cycle high relative to large caps. Given we
expect strong economic growth over the next year, our work suggests small caps are poised to outperform.

Small caps’ forward P/E
at 20-year low relative to large caps
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Investments in small-sized companies may involve greater risks than in those of larger, better known companies. Returns on investments in stocks of small companies could trail the returns on investments in stocks of
larger companies. Past performance does not guarantee future results.

Neutral value vs. growth style – Value style is cheap but relative price and
earning trends mixed
Our outlook for above-trend economic growth and higher interest rates should be supportive for the value style. Valuations are also at multi-decade lows
relative to the growth style. However, relative price trends are weak, and comparative earnings trends are mixed. Moreover, we are recommending a
barbell sector strategy of growth and cyclicals, which argues for more of a neutral style approach.
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Stay with U.S. bias – U.S. earnings still leading the globe
We hold a U.S. equity bias and expect the U.S. to maintain a premium valuation relative to the globe. U.S. profits were stronger relative to those of other
regions prior to the decline and are rebounding more quickly, aided by better economic trends.
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Waiting until relative price trends improve/stabilize to be more positive on
international markets
The price of international developed markets are at an all-time low relative to the S&P 500 and emerging markets are at a multi-decade low. Until we see
improved earnings and relative price trends from these overseas markets, we advise sticking with a U.S. equity bias.
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Stay underweight emerging markets given China is the largest weighting
We downgraded emerging markets earlier in 2021 due to concerns around the crackdown on the technology titans by the Chinese government as well as
underwhelming profit trends. Since then, our concerns have only grown, and our view is this will likely lead to further earnings weakness. And, with China
accounting for 34% of the EM index, events in China can significantly impact the overall asset class.
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China’s regulatory actions against companies are heating up
Part of the reason for our heightened concerns about the Chinese government’s crackdown against companies is that it has become more frequent as
well as wider in scope, and other industries are likely to be in the crosshairs.

China regulatory actions by industry
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Fixed income

Tapering and above-trend economic growth should lift yields higher

At the end of 2013, the Fed announced its plan to
taper. Over the subsequent 10 months, the Fed
reduced its monthly asset purchases to net zero as
the yield curve flattened.
Today, as the Fed initiates tapering, GDP growth and
inflation are far higher than in 2013. Additionally, the
Fed’s huge asset purchases have severely
suppressed yields since March 2020.
We find it difficult to reconcile current yields trading
lower than the 2013-2014 timeframe, and we expect
them to rise in the year ahead.

U.S. Treasury yield curve
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Fed balance sheet will stabilize in 2022 but remain very accommodative

The Fed has the ability to speed or slow its tapering
plan as needed. To start, the Fed will reduce its
scheduled purchases of U.S. Treasuries and
mortgage-backed securities each month by $10
billion and $5 billion, respectively. If the Fed
maintains this pace, the central bank will reach net
zero new purchases in June 2022. Despite tapering,
the size of the Fed’s balance sheet will remain in a
highly-supportive state for a long time to come.
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Expect lower liquidity and greater volatility as Fed ends quantitative easing

Questions surrounding the durability of inflation and
the Fed’s ultimate response are creating stress in
core U.S. fixed income markets. Liquidity measures
showed a sharp uptick in deviations from fair value
trading models, indicating lower liquidity, while rate
volatility jumped, as measured by the ICE BofA
MOVE Index. We expect these readings to remain
elevated in 2022.

Volatility and liquidity in U.S. Treasury market
U.S. Govt. Securities Liquidity Index (l-axis)
ICE BofA MOVE Index (r-axis)
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Peak inflation fears appear to be subsiding, supporting a more patient Fed

Throughout the summer, inflation ran hotter than
expected, primarily as a result of supply chain
bottlenecks. Since July, inflation data has run below
lofty expectations. As the global supply chain heals
and more clarity is gained around the durability of
inflation, fears over unchecked price growth should
wane. More subdued inflation in 2022 relative to high
expectations should allow the Fed to be more patient
than the market currently anticipates.
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Persistent, strong demand for fixed income funds should cool rate rise pace
Fixed income inflows at the highest level in a decade
Net fund flows in $billions
(Mutual funds & ETFs included)

Despite negative total returns in 2021, inflows into
fixed income funds are the strongest since 2011 and
are tracking at roughly double the rate of equity
inflows.
Demand is set to remain robust given international
investors, pension plans, and large financial
institutions continue to seek income-producing
assets. And, as age demographics shift in the U.S.,
the growing number of retirees is expected to fuel
more demand for long-term fixed income.
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Relative value in fixed income

Our constructive expectations for the economy
continue to drive our preference for U.S. credit
sectors, including leveraged loans and high yield
corporate bonds, where incremental yield
opportunities exist.
Still, high quality fixed income remains an important
source of ballast for portfolios. We favor investment
grade corporates in this space; however, the recent
rise in U.S. Treasury and MBS yields has restored
some relative value.
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Municipal High Yield, Preferreds = ICE BofA Fixed Rate Preferred, EM Hard Cur = JP Morgan EMBI Global Diversified, EM Loc Cur = JP Morgan GBI-EM Global Diversified. Past performance does not guarantee future
results. Investing in the bond market is subject to certain risks, including market, interest rate, issuer and inflation risk – investments may be worth more or less than the original cost when redeemed. The value of most
bond strategies and fixed income securities are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and more volatile than securities with shorter durations –
bond prices generally fall as interest rates rise, and values rise when interest rates decline. Past performance does not guarantee future results.

Credit sectors tend to outperform in a rising yield environment
Credit spreads – or the additional yield offered by investment grade and high yield corporate bonds over like-maturity U.S. Treasuries – remain low, even
with last month’s rise. Generally, low spreads reflect strong economic health and market function. These sectors’ yield advantages should support
demand and preserve tight spreads. High yield corporates and leveraged loans offer attractive yield characteristics and lower duration, though each
comes with higher credit risk relative to investment grade corporates.
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Leveraged loans have historically provided inflation protection and
outperformance during rate hike cycles
During the last rate hike cycle, leveraged loans performed better than most core fixed income sectors due to their adjustable-rate structure and short
duration. As the Fed contemplates raising interest rates next year, we expect robust leveraged loan demand as investors seek lower interest rate
sensitivity and floating-rate instruments.

Leveraged loans performance (2015 – 2018)
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Expect munis to outperform in a rising yield environment

Much of the AAA municipal bond (muni) yield curve
remains expensive relative to U.S. Treasuries. AA-,
A-, and BBB-rated issuers still offer a more
compelling risk-reward balance but require careful
selection.
Tax-exempt munis’ strength is supported by strong
reinvestment activity, ongoing tax uncertainty, and
sluggish new supply entering the marketplace. These
factors remain favorable heading into the new year.
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Disclosures
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak to your advisor to request a firm brochure which includes program details,
including risks, fees and expenses.
International investments are subject to special risks, such as political unrest, economic instability, and currency fluctuations. Emerging Markets – Investing in the securities of such companies and countries involves
certain considerations not usually associated with investing in developed countries, including unstable political and economic conditions, adverse geopolitical developments, price volatility, lack of liquidity, and
fluctuations in currency exchange rate.
Truist, Truist®, GFO Advisory Services®, BB&T® and Sterling Capital® are service marks of Truist Financial Corporation. All rights reserved. All other trademarks are the property of their respective owners.
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Corp., which are each SEC registered broker-dealers, members FINRA, SIPC, and a licensed insurance agency where applicable. Life insurance products are offered through Truist Life Insurance Services, a division
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have tax or legal consequences.
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The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, redistribution or disclosure is prohibited by law.
TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this material.
Asset classes are represented by the following indexes. An investment cannot be made directly into an index.
S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general.
Equity is represented by the MSCI ACWI captures large and mid cap representation across 23 Developed Markets (DM) and 24 Emerging Markets (EM) countries*. With 2,757 constituents, the index covers
approximately 85% of the global investable equity opportunity set
Fixed Income is represented by the Barclays Aggregate Index. The index measures the performance of the U.S. investment grade bond market. The index invests in a wide spectrum of public, investment-grade,
taxable, fixed income securities in the United States – including government, corporate, and international dollar-denominated bonds, as well as mortgage-backed and asset-backed securities, all with maturities of more
than 1 year.

Disclosures
Commodities are represented by the Bloomberg Commodity Index which is a composition of futures contracts on physical commodities. It currently includes a diversified mix of commodities in five sectors including
energy, agriculture, industrial metals, precious metals and livestock. The weightings of the commodities are calculated in accordance with rules that ensure that the relative proportion of each of the underlying individual
commodities reflects its global economic significance and market liquidity.
Cash is represented by the ICE BofA U.S. Treasury Bill 3 Month Index which is a subset of the ICE BofA 0-1 Year U.S. Treasury Index including all securities with a remaining term to final maturity less than 3 months.
U.S. Large Cap Equity is represented by the S&P 500 Index which is an unmanaged index comprised of 500 widely-held securities considered to be representative of the stock market in general.
U.S. Mid Cap is represented by the S&P MidCap 400® provides investors with a benchmark for mid-sized companies. The index, which is distinct from the large-cap S&P 500®, measures the performance of mid-sized
companies, reflecting the distinctive risk and return characteristics of this market segment.
U.S. Small Cap Core Equity is represented by the S&P 600 Small Cap Index which is a measure of the performance of the small-cap segment of the U.S. equity universe
International Developed Markets is represented by the MSCI EAFE Index is an equity index which captures large and mid cap representation across 21 Developed Markets countries* around the world, excluding the
U.S. and Canada. With 921 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. Emerging Markets is represented by the MSCI Emerging Markets Index
captures large and mid cap representation across 24 Emerging Markets (EM) countries*. With 1,125 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country.
Value is represented by the S&P 500 Value Index which is a subset of stocks in the S&P 500 that have the properties of value stocks.
Growth is represented by the S&P 500 Growth Index which is a subset of stocks in the S&P 500 that have the properties of growth stocks.
U.S. Government Bonds are represented by the Bloomberg U.S. Government Index which is an unmanaged index comprised of all publicly issued, non-convertible domestic debt of the U.S. government or any agency
thereof, or any quasi-federal corporation and of corporate debt guaranteed by the U.S. government
U.S. Mortgage-Backed Securities are represented by the U.S. Mortgage-Backed Securities (MBS) Index which covers agency mortgage-backed pass-through securities (both fixed-rate and hybrid ARM) issued by
Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC).
U.S. Investment Grade Corporate Bonds are represented by the Bloomberg U.S. Corporate Investment Grade Index which is an unmanaged index consisting of publicly issued U.S. Corporate and specified foreign
debentures and secured notes that are rated investment grade (Baa3/BBB- or higher) by at least two ratings agencies, have at least one year to final maturity and have at least $250 million par amount outstanding.
The S&P U.S. REIT index measures the investable universe of publicly traded real estate investment trusts domiciled in the United States
U.S. High Yield Corp is represented by the ICE BofA U.S. High Yield Index tracks the performance of below investment grade, but not in default, U.S. dollar denominated corporate bonds publicly issued in the U.S.
domestic market, and includes issues with a credit rating of BBB or below, as rated by Moody’s and S&P.
Floating Rate Bank Loans are represented by the Credit Suisse Leveraged Loan Index. The index represents tradable, senior-secured, U.S.-dollar-denominated non-investment-grade loans.
Global Equity is represented by the MSCI All World Country (ACWI) Index which is defined as a free float-adjusted market capitalization-weighted index that is designed to measure the equity market performance of
developed and emerging markets. The MSCI ACWI Index consists of 48 country indices comprising 24 developed markets countries and 24 emerging markets countries.
Emerging Markets Equity is represented by the MSCI EM Index which is defined as a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets
countries
Intermediate Term Municipal Bonds are represented by the Bloomberg Municipal Bond Blend 1-15 Year (1-17 Yr) is an unmanaged index of municipal bonds with a minimum credit rating of at least Baa, issued as part
of a deal of at least $50 million, that have a maturity value of at least $5 million and a maturity range of 12 to 17 years.
IA SBBI U.S. IT Government Index measures the performance of a single issue of outstanding US Treasury note with a maturity term of around 5.5 years. It is calculated by Morningstar and the raw data is from Wall
Street Journal.
IA SBBI U.S. LT Government Index measures the performance of a single issue of outstanding US Treasury bond with a maturity term of around 21.5 years. It is calculated by Morningstar and the raw data is from Wall
Street Journal.
IA SBBI U.S. Small Stock Index measures the performance of DFA U.S. Micro Cap Portfolio net of fees and expenses. The fund is designed to capture the returns and diversification benefits of a broad cross-section of
U.S. small companies on a market-cap weighted basis. The fund’s target buy range includes those companies whose market capitalization falls in the lowest 5 percent of the market universe defined as the aggregate of
the NYSE, NYSE Amex, and NASDAQ National Market System or companies smaller than the 1,500th largest U.S. company in the same market universe, whichever results in a higher market capitalization break.

Disclosures
U.S. Core Taxable Bonds are represented by the Bloomberg U.S. Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, U.S. dollar-denominated, fixed-rate taxable bond
market. The index includes Treasuries, government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS and CMBS (agency and non-agency).
Slide 50 – EU Corporate is represented by the Bloomberg Euro-Aggregate Corporates Index which is a benchmark that measures the corporate component of the Euro Aggregate Index and includes investment grade,
euro-denominated, fixed-rate securities.
U.S. Government Bonds are represented by the Bloomberg U.S. Government Index which is an unmanaged index comprised of all publicly issued, non-convertible domestic debt of the U.S. government or any agency
thereof, or any quasi-federal corporation and of corporate debt guaranteed by the U.S. government.
U.S. IG Corporate Bonds are represented by the Bloomberg U.S. Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes U.S.D denominated securities publicly
issued by U.S. and non-U.S. industrial, utility and financial issuers.
U.S. High Yield Corporate Bonds are represented by the ICE BofA U.S. HY Master Index which is an index that tracks U.S. dollar denominated debt below investment grade corporate debt publicly issued in the U.S.
domestic market.
S&P 500 Information Technology Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the information technology sector based on
GICS® classification.
S&P 500 Financials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the financials sector based on GICS® classification.
S&P 500 Energy Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the energy sector based on GICS® classification.
S&P 500 Materials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the materials sector based on GICS® classification.
S&P 500 Industrials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the industrials sector based on GICS® classification.
S&P 500 Consumer Discretionary Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the consumer discretionary sector based on
GICS® classification.
S&P 500 Communication Services Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the communication services sector based on
GICS® classification.
S&P 500 Utilities Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the utilities sector based on GICS® classification.
S&P 500 Consumer Staples Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the consumer staples sector based on GICS®
classification.
S&P 500 Health Care Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the health care sector based on GICS® classification.
S&P 500 Real Estate Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the real estate sector based on GICS® classification.
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