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FINANCIALFOCUS
POSITIONING YOUR FINANCIAL WORLD IN THE GLOBAL ECONOMY

2021: THE OUTPACE ODYSSE Y

2021 was markedly different than
2020, thanks to a robust vaccine
rollout, additional fiscal stimulus
from Congress, and strong consumer
demand. Each of these events fostered sustained

economic growth against a backdrop of continued concerns
stemming from our nearly two-year war against a global
pandemic. Unfortunately, while markets performed well,
it felt like more of the same, as government restrictions
continued to slow the reopening of the global economy.
After severe disruptions to the economy in 2020, the supply
chain in 2021 could not keep pace with record levels of
demand. Most remember the stunning visual of nearly
100 container ships waiting to unload their contents at
the Ports of Los Angeles and Long Beach. These floating
steel behemoths became the symbol of a broken supply
chain, which kicked off a flurry of rising prices and inventory
shortages. Like the supply chain, labor
markets experienced a similar imbalance
– job openings greatly exceeded
(and continue to exceed) the number
of individuals looking to rejoin the
workforce. Even though investors have a
lingering negative sentiment on markets,
and we have a disrupted supply chain
with higher prices and labor shortages
in tow – Wall Street continues to break
records defying the headwinds on Main
Street.
And while Omicron is the latest new
word we added and continues to steal
headlines, inflation is the other big word
of the year:
• In November, consumer prices rose
6.8% from a year ago. As a result, oil and
gasoline – primary inputs into economic

production and a headline expense in the consumer budget
– steadily climbed in price throughout most of the year. Oil
began 2021 at $48.52 per barrel, peaking near $85 per
barrel in October, and has since pulled back as key producers
increased supply. OPEC decided the impact from Omicron
would be limited and to keep production at higher levels. In
response, prices at the pump spiked to levels unseen since
2014, although recently they've started to retreat.
• In October, housing data reflected a rise in prices of 15%
year over year, driven in large part by limited supply and
low interest rates. Housing prices contribute significantly
to most measures of inflation, which forces them higher.
Additionally, used vehicle prices have buoyed inflation
metrics higher, although these price levels should retreat
as supply chain issues begin to lessen in late 2022.
While these price increases are fresh in our memories,
it is crucial to look at current events through a historical
lens. We forget that in the winter and spring of 2020,
we were staring at a deflationary depression. Vaccines
weren't supposed to be available so quickly, and death toll
numbers were grim. Farmers sold their herds or sent them
to slaughter, rental car agencies liquidated their fleets, and

retailers cut inventory and trimmed headcount to prepare
be keeping a close eye on GDP and real economic growth as
for a sustained slowdown. All the while, government
the year progresses to project whether the Fed will act on
giveaways generated massive demand growth when
its promises of higher interest rates. We remain committed
production fell.
to the position that interest rates will remain stable as
We aren't living through 1970s inflation. Instead, this is like
economic growth continues to slow. Below we dive deeper
the 1940s. We are fighting a war against the virus, and there
into Fed policy, treasury yields, and their impact on markets.
is tremendous economic volatility.
It is akin to the shock that followed
Another storyline from the year was
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HAVE A LINGERING NEGATIVE agree on comprehensive legislation
came home into an economy
distorted by rations and various
addressing
topics
including
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and climate change. Congress
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passed The American Rescue
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new spending to aid the American
economy and commence longSTREET CONTINUES TO
Nonetheless, in response to
overdue infrastructure projects.
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these higher consumer prices, the
But, Congress could not agree on
Federal Reserve has increased its
President Biden's flagship Build
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public presence by indicating that
Back Better plan that included
it may adjust the loosest fiscal
more expansive funding for similar
MAIN STREET.
policy in the 108-year history of
programs. The mixed legislative
the Fed. First, the Fed intends to reduce monthly asset
session of 2021 reminds us how important it is to separate
purchases from $60B to $30B per month in January, with
noise from reality on Capitol Hill. Ultimately, investors
further reductions to come in 2022. Second, Fed Chairman
should focus on how government policies affect key metrics
Jerome Powell announced that the Fed will begin to raise
– interest rates, corporate earnings, and the direction of the
interest rates in 2022. Interestingly, long-term interest rates
dollar – as these metrics dictate the direction of the market
pulled back on this news, indicating widespread skepticism
and economy.
about whether the Fed will act on their intentions. We will
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DOW

5.38%

7.37%

18.73%

36,338.30

S&P 500

4.36%

10.65%

26.89%

4,766.18

NASDAQ

0.66%

8.29%

21.40%

15,644.97

RUSSELL 2000

2.11%

1.86%

13.70%

2,245.31

MSCI EAFE

5.05%

2.40%

8.78%

2,336.07

GOLD

2.93%

4.08%

-3.51%

1,828.60

CRUDE OIL

13.64%

0.24%

55.01%

75.21

MS Category Avg-Intermediate
Government

-0.33%

-0.41%

-1.84%

*1.51%

MS Category Avg-Muni CA
Intermediate

0.07%

0.50%

1.14%
*10 YEAR TREASURY RATE

THE CYCLE CONTINUES

Investors continued to benefit from an economic recovery that outpaced
the loftiest expectations, and significant monetary and fiscal support has
afforded investors opportunities to grow their assets amid headwinds
induced by the COVID-19 pandemic.
However, with extraordinary stimulus measures largely
behind us, the question remains: how much longer can
this bull market last and what investment opportunities
remain? The Fed has illuminated the way towards higher
interest rates but has not begun to walk on the path thus
far. Last year price to earnings valuations extended in
foreign and domestic markets despite strong earnings
growth globally, except for China. In addition, low
vaccination rates globally could have knock-on effects
on growth and employment. All said, we continue to see
opportunities in certain areas of the market and will be
rotating into these areas throughout the first quarter of
the year.
We expect the dollar to remain strong, increasing
American buying power in international markets and

OVER THE LAST TWO YEARS,
THE SHEER VOLUME OF
CAPITAL INJECTED INTO THE
GLOBAL ECONOMY CANNOT
BE UNDERSTATED, AND THE
RESULTING STIMULUS WON'T
LIKELY BE FLEETING.
aiding the consumer. Further, it makes the lower global
valuations increasingly more attractive, especially as
a stronger dollar increases exports for international
economies while lowering the cost of our domestic
imports. As such, we will continue to move monies
internationally, capitalizing on the recovery of rising Asia,
increased digitization, and green energy. Domestically,
specific sectors, especially those heavily dependent
on foreign-commodity imports (e.g., semiconductors),
should enjoy a competitive advantage if the dollar
remains at current levels relative to other currencies.

We believe the yield curve will continue to flatten as
GDP growth slows and short-term interest rates rise.
Already, long-term yields are increasingly less attractive
as projections for short-term rates are expected to reach
2% in three years. Growth stocks tend to fall out of favor
in a rising interest rate environment, potentially cooling
off large technology companies as the market's shining
star and making way for defensive sectors to outperform.
Utilities and other dividend-producing equities typically
fare well in low interest rate environments as the income
these stocks produce often exceeds the yields on fixedincome securities. By increasing utility and real estate
exposure in place of fixed income, we have increased
our equity exposure while managing risk. We expect
defensive sectors like utilities to outperform long-term
by capturing additional profits resulting from increased
government spending spurred by recent infrastructure
bills.
Over the last two years, the sheer volume of capital
injected into the global economy cannot be understated,
and the resulting stimulus won't likely be fleeting.
Overall, we are encouraged by the Fed's 4% GDP growth
projection for 2022 but have doubts that corporate
earnings can beat estimates as they did in 2021. As a
result, we expect the corporate earnings comparisons to
get difficult in the middle of 2022, and that is when we
envision greater bouts of increased volatility.
A key unknown continues to be vaccines and their impact
on herd immunity – the force that would supposedly
snuff out the virus. Although vaccine deployment started
strong in early-2021, it has since petered out. Certain
areas of the economy depend on a healthy workforce, such
as the hospitality and leisure industries. These portions
of the economy remain more vulnerable to disruption,
especially if stay-at-home orders are reinstated, as was
the case in Austria, a developed nation. Analyzed more
broadly, this means the service side of the economy and
the labor force could remain lackluster since the potential
for exposure to the virus is higher for people returning to
service-oriented jobs.

All signs point to increased volatility in 2022. A volatile
market environment rewards investors who actively
manage capital within equities, fixed income, and
alternative asset classes. Our investment team at Karp
Capital focuses on these sectors and tactically deploys
capital when opportunities present themselves. We
are finding opportunities in commodities, first lien real

UP TO THE LIMIT

Employer-sponsored 401(k) accounts
are one of the best ways to reduce
your taxable income and boost your
retirement savings. The annual contribution
limits for employer-sponsored plans allow you to defer
significant portions of your income each year. The more
you can defer each paycheck, the more your dollars can
compound resulting in a larger nest egg for distributions
in retirement. Fortunately, contribution limits periodically
increase, and in 2022 you can put away more than you
ever have before with a cap of $20,500. For those 50
years old and over, you can also contribute the catch-up
amount ($6,500) to total $27,000 in 401(k) contributions
for the year. By saving money on taxes now, you allow

estate loans, secured lending, infrastructure, and long/
short equity strategies. Combined with core, tax-aware
stock and bond holdings, these alternatives can provide
added portfolio diversification and reduced correlation
to the stock market. If you would like to discuss how
these complementary strategies fit in your overall asset
allocation, please schedule a call.

your funds to grow tax-deferred and increase your
investments' potential by avoiding a tax-drag from
capital gains and dividend and interest income. If you
want to grow even more of your funds in a tax-deferred
vehicle, you're able to also contribute $6,000 to an IRA,
or $7,000 if you're 50 or older (unchanged from 2021).
While non-deductible for those already participating in
a qualified retirement plan, you can still expound on the
potential growth of your retirement savings. For those
not eligible to participate in a retirement plan, those
contributions are subject to tax deduction depending on
income limits.
Be sure to reach out to your HR/payroll representative
to increase your 401(k) contributions for the new year. If
you haven't made your 2021 IRA contributions, you can
do so anytime until you file your taxes. For your 2022
contributions, the sooner you make your contributions,
the longer your investments have time to grow. So please
reach out to us to make your contributions today.

RETIREMENT CONTRIBUTION LIMITS
2021

2022

IRA or Roth IRA contribution limit

$6,000

$6,000

Catch-up contribution limit for IRA or Roth IRA, 50 and over

$1,000

$1,000

Single

$66,000

$68,000

Married Filing Jointly

$105,000

$109,000

Married Filing Jointly and one spouse is covered by a plan

$198,000

$204,000

Single

$125,000

$129,000

Married Filing Jointly

$198,000

$204,000

Elective deferral limit for 401(k), Roth 401(k), 403(b), Roth 403(b), & 457 Plans

$19,500

$20,500

Catch up contribution limit for those 50 and over

$6,500

$6,500

$58,000

$61,000

IRA Deduction phase-out limit starts at:

Roth IRA contribution phase-out limit starts at:

Annual limit to SEP IRA Plans

E Y E ON
THE HAWK

As inflation remained
a
prevailing
topic
throughout all of 2021,
investors had a hawkeyed focus on Federal
Reserve policy with
anticipation of updates
on both interest rate
forecasts and changes
to the asset-purchase
program. Federal Reserve
Chairman Jerome Powell updated
both in Q4 as he acquiesced

that the Fed views inflation as
more than transitory and should
be addressed sooner and more
aggressively. This more aggressive
position towards inflation and
prospects of tighter monetary
policy rattled the markets and
caused major volatility among
technology and growth stocks.
Ironically, the volatility and
potentially slower growth caused
investors to flock towards the
safety of fixed income, leading
to a major pullback in yields midquarter even while on the precipice
of higher rates in the future (yields
fall when bond prices rise). In
December, the Fed accelerated
the timeline to entirely end
asset purchases in March while
projecting three rate increases

in 2022, three in 2023, and two
in 2024. The announcement was
welcomed by investors as the
prospect of more controlled price
increases instilled confidence and
buoyed the equity markets as
uncertainty waned.
Shifts in Fed policy led to a
rollercoaster for the fixed income
markets in Q4. The 10-year
treasury started the quarter at
1.463% and peaked at just over
1.7% in October. After the shift to
a hawkish outlook, the yields fell to
1.375% before slightly recovering,
ending the year at 1.52%. The
yield curve helpfully illustrates
investor sentiment on growth
forecasts. The 30-year treasury
started the quarter at 2.045% but
fell to 1.907% by the end of the
quarter, signaling a shift to safety
due to long-term uncertainty
and lower inflation in the future.
This trend can continue even as
the Fed raises short-term rates,
potentially inverting the yield
curve and shifting the value from
yields in fixed-income markets
from longer to shorter maturities.
With higher short-term rates on
the horizon, now is the opportune
time to secure historically low
interest rates and refinance
any floating-rate debt to a
fixed interest rate. If you are
considering buying a new home
or adding an investment property
to your portfolio, you may want to
execute on these intentions early
in the year to secure the best rates.
Contact us to discuss securing a
new mortgage, refinancing an
existing mortgage, or securing
new credit facilities for existing
investment
property
before
borrowing costs increase!

INTERES T FROM INFL ATION

If you have extra money to put away and you're concerned with inflation's
impact on your savings, consider purchasing I Bonds. These treasury-protected
bonds have a fixed rate and an additional rate set to inflation.
Bonds purchased through April
are earning 7.12% and the rates
are reset twice a year depending
on the current level of inflation.
You can buy up to $15,000
worth each year ($10,000 from
treasurydirect.gov and $5,000
with your tax return refund) and
hold the bonds for up to 30 years.
They are liquid after 1 year, but
selling before year 5 will forfeit 3
months of interest.
I Bonds are also exempt from state
and local income taxes, but taxed
federally. In this high-inflation,
low-interest rate environment,
this is rare opportunity to earn a
little extra on your savings with
much less risk.

WHAT WE'RE UP TO

MAY THEIR MEMORY BE A BLESSING
Each year, we inevitably must say
goodbye to clients as their time
with us on Earth comes to an end.
We find comfort in growing their
memory into something longlasting and impactful in those sad
times by planting trees in their name
with the Arbor Day Foundation.
In 2021, we planted 200 trees to
commemorate those we've lost.
Those trees will be around for
decades to come – serving as a
reminder of their ongoing impact
– in our lives and the lives of their
loved ones.

CONGRATULATIONS TO JUDGE TORPOCO & FAMILY!

CONGRATULATIONS TO THE
DAUGHTER OF JACQUELINE
RAVENSCROFT WHO WON THE
YOUTH COMPETITION.

CLIENT SPOTLIGHT: DAN DODD
one of the highest volume and most
challenging chain stores. With a
career that took him down and back
up the California coast, Dan thrived
in a series of stressful, fast-paced,
and demanding roles. He later joined
Sprint as a business sales manager,
and he was promoted from business
sales manager to director of retail
sales for Southern California.
It was in this role that he eventually
transformed what was the secondlargest market in the country into the
top performer nationwide.

Dan started his real
estate career in Beverly
Hills in 2004 and has
been a top producer
since his second year.
He’s determined to offer services
that his clients can truly rely on, and
he provides them with honesty and
directness. Dan’s business acumen
within the real estate world is unique,

and he’s always finding ways to ensure
that his professional knowledge and
skills remain fresh and relevant.
Before real estate, Dan had an
illustrious corporate career, starting at
a consumer electronics retailer, where
he discovered his talent for sales in
the all-commission environment. His
peak performance led to subsequent
promotions, which included launching
markets;
hiring,
training,
and
motivating teams; and managing

All of us at Karp Capital Management thank you for your continued patronage. It is a
privilege to help you, your family and friends reach your financial goals. Please remember
that we appreciate your support and we’re flattered when you refer your family and
friends. If you know someone that would enjoy our commentary on the market, please
share the newsletter with them. If they would like to receive our quarterly commentary
please direct them to sign up for the email edition at karpcapital.com.

If you have any questions on the analysis above, or would like to review your
portfolio’s performance, please call us at 1.877.900.KARP(5277). At Karp
Capital, we care about your financial world and how it is positioned in the
global economy.

Despite his corporate success, real
estate has always been in the cards
for Dan. He grew up with real estate in
his blood, as his father owned a Santa
Rosa-based real estate company, but
it wasn’t until he reached his mid30s that he realized it was his calling.
Dan’s exceptional training, ability
to defuse emotions and situations,
strong business sense, tireless work
ethic, and unrelenting positivity have
all helped him become a powerhouse
agent.
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Information contained herein is derived from and based upon data licensed from one or more unaffiliated third parties, such as STANDARD & POOR’S,a division of The McGraw-Hill
Companies, Inc. (“S&P”), DOW JONES AND COMPANY INC. (“Dow Jones”), BARCLAY’S CAPITAL (“BarCap”), MORGAN STANLEY CAPITAL INTERNATIONAL, INC. (“MSCI”), FACTSET,
IG, or TRADING ECONOMICS. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness,
and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our judgment on the date of this report and are subject to change without notice.
Such options and estimates, including forecast returns, involve a number of assumptions that may not prove valid. Further, investments in international markets can be affected by a host of
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