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   2022 MARKET OUTLOOK 

I’m sticking with the same theme that I have outlined for the last two years: change. Not just change, but the rate of change as well. It goes like 

this: 

Up until the last couple of hundred years, life was fairly static. The life of the son closely resembled the life of the father. They almost certainly lived 

in the same area, ate the same food, and had a similar quality of life. Changed happened slowly. When it did happen, it was a step function with 

some watershed technological development, e.g. the printing press, the light bulb, the internal combustion engine, the semiconductor, and so on. 

In the 18th and 19th century, there was a clear acceleration. It turns out we humans are pretty clever, and the development of one novel tool or 

technology often leads to another. By the 19th century, the life of the son was different than the life of the father.  

In the 20th century, the acceleration continued to the point where fantasies became reality in decades. Older folks would marvel at just how much 

had changed in their lives, “In my day…” 

The acceleration has continued to the point where, with respect to technological and societal change, my oldest daughter’s life has been         

appreciably different than that of my youngest daughter. Where once change could only be measured across hundreds of years, and then a    

generation, it is now within a generation.  

This exponential change function shows no signs of slowing. And this has been an overarching investment theme for us since our inception.  

In the last two years, nearly every aspect of our lives changed: Where we go to work. How we work. Where and how our children go to school. 
How we eat. How we shop. How we spend our recreational time. It’s difficult to come up with something that hasn’t changed.  
 
There are many changes brought about by COVID. Obviously, I won’t be able to even scratch the surface on this one. Books will be written on this 

subject for years to come. In a general sense, and certainly as it relates to investment themes, COVID disruption accelerated and pulled forward 

many secular trends that were already in place. 

Some of the disruptions COVID brought to our lives will fade away, and we will revert back to the way things were. But for other disruptive    

changes, we can’t put the toothpaste back in the tube. The COVID experience has changed us. At the least, the brush with mortality has caused 

us all to be a bit more introspective – reevaluating our lives and choices.  

By now, you’ve probably heard about the “Great Resignation,” a wave of people voluntarily quitting their jobs during the pandemic. I think it’s fair to 

say that this is a result of introspection and reevaluation, and a re-ordering of choices as values and preferences have changed. 

Most of the time when I talk about change, I’m referring to some sort of innovation or technological change. This is very different. I believe there 

has been a material change in all of our utility functions – how and where we prefer to trade our time, energy, and money for the things which  

provide us utility or benefit.  

Over the last decade, we noted a shift in preferences from goods to services. Millennials put a higher value on experiences over things. The Great 

Resignation is a sign of those preferences. The migration away from urban centers is another. Investment implications arise from these changes. I 

don’t know that we’ve figured them all out yet, but we are acutely aware of the disruption. We are watching for signs of change at all of the       

companies where we have a stake. 

One of the most profound changes is it appears that the balance of power between employers and employees has changed. Unions, strikes,   

protests, and the like haven’t moved the needle much over the years, but recently natural market forces and a shift in workers’ utility functions 

have. Sociologists refer to the principle of least interest, which is usually referenced in personal relationships, but also applies to broader groups, 

and societal issues as well. Wikipedia defines it as the notion “that the person or group that has the least amount of interest in continuing a      

relationship has the most power over it.” 

There are a variety of factors that are likely contributing to this apparent reduction of interest on behalf of workers: the ability to work from home, 

stimulus checks, child tax credits, the gig economy, side hustles, crypto-millionaires, and finally the COVID-induced reprioritization of one’s life. For 

many workers, their utility function has changed. In the first quarter of 2022, we will see the anniversary of the stimulus checks. Will workers revert 

back, or are these psychological and behavioral changes more permanent? 

Today, there are more job openings than there are unemployed people. Wages have been rising, and even with higher pay, many companies 

remain understaffed. The balance of power has changed a little. Employers are having to pay more and be more flexible with hybrid schedules or 

outright working from home. Have we reached equilibrium yet, or are wages still poised to rise? Are there long term implications to productivity?  

Throughout the pandemic, economists have lauded the productivity gains – businesses have been getting by with fewer people. But is this      

sustainable? Can you maintain a particular flavor of corporate culture when your employees are all remote? Are employees more or less loyal 

when they work from home?  
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NOT FDIC INSURED MAY LOSE VALUE NOT BANK GUARANTEED 

If you work from home, you can live wherever you want. As people migrate from urban centers to suburban or rural areas, there are massive         

implications for real estate, infrastructure, and local businesses that support each community. Moving from Manhattan to somewhere in the ‘burbs, 

means you go from owning zero cars, to maybe one or two. I could go on, but suffice it to say that these changes in preferences will have a cascade of 

consequences – some of which will impact the economy and certainly consumer-facing businesses.  

This change in the employer-employee dynamic may be leading to higher wages, and that brings us to the other big change: inflation. 

All year, the debate raged about whether the uptick in inflation was short-lived or more structural. Team “Transitory” threw in the towel this quarter. I 

haven’t been shy in describing my concerns that this won’t be temporary. While there’s still plenty of room for debate on how pronounced and how 

long-lasting the inflation will be, the reality has begun to set in, inflation is here and now. 

Despite the wage increases and the shift in the power of labor, real incomes are down because of inflation. What happens next is unclear. Do we enter 

a wage/price spiral, where employees demand (and get) higher wages to offset the increased cost of living, only driving prices higher? Or do         

companies continue to try to defend margins, and pass through higher prices, only to find the limits of how elastic end-demand is? I’m sure there are 

some alternatives outcomes, but the two most likely paths seem to be either continued inflation or demand destruction with an economic slowdown.  

Change begets change. Recognizing the inflationary pressures, the Federal Reserve has clearly indicated a reversal of policies. The asset purchases 

are finally tapering off, and there is even talk of them actively reducing their balance sheet – quantitative tightening. As the asset purchases stop, they 

have also stated a willingness to raise the Fed Funds rate. Futures markets are pricing in about four rate increases for 2022. 

Is four enough? That’s only 100 basis points. A simple Taylor Rule analysis would describe the need for something like 900 basis points of increases. I 
worry that this is a classic case of the behavioral biases of status quo and insufficient adjustment. Central bankers are heavily anchored to the status 
quo, and they will only incrementally move away from it.  
 

Thinking of the logic behind the Taylor Rule, I also worry that it may be difficult to tame inflation when real interest rates are still negative. Even if we 

are overstating inflation, and inflation moderates some in the near term, and the Fed hikes short-term rates, real interest rates will still be negative. 

Remember, we are in uncharted economic territory. I don’t think anyone pretends to know the answers to these questions.  

People’s preferences, priorities, and life choices have changed. The economy has changed. Monetary policy is reversing. Change is EVERYWHERE. 

It’s a little scary. As I write this, markets are finally starting to digest all this and act scared as well. Even as the COVID situation appears set to      

improve, it’s lasting impact, and the impact of the policies implemented during the pandemic, will have ramifications for businesses and the economy 

for quite some time.  

I standby by our core belief that because of behavioral biases, Wall Street chronically underestimates the magnitude and the duration of change. Our 
investment process is centered on identifying change, minimizing our own biases, and exploiting the underestimation of other investors.  

Taking it all in, I’m frankly excited. As we all accept and understand these many changes, there will be volatility. There will be winners and losers. 

There will be pain. But this is where discipline matters. This is where the money is made. Opportunity doesn’t feel like opportunity in the moment it 

appears, it feels uncomfortable and scary. I’m excited, because this is what we prepare for. This is where we can differentiate ourselves. It won’t be a 

smooth ride, but we are ready to embrace the change. In the words of John Maynard Keynes, “When the facts change, I change my mind. What do 

you do, sir?” 
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