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3 Key Narratives Adding to Economic "Wall of Worry"

Corporations have been posting very strong Q3 

2021 earnings numbers. With over 90% of S&P 

500 companies reporting, earnings are up 43.1% 

from the same period last year, on +18.6% 

higher revenues. Almost 80% of companies beat 

their earnings-per-share estimates. All told, 

earnings for the S&P 500 have reached a new 

all-time quarterly record, surpassing a record set 

the previous quarter. Estimates for 2022 

earnings have moved higher all year. 

 

And yet no one seems to be happy with the 

economy. There are only problems, issues, and 

crises, with barely any stories covering record 

sales, rising wages, abundant jobs, and 

incredible demand. Some of the biggest U.S. 

retailers, including Target and Walmart, have 

reported being fully stocked for the holiday 

shopping season, but all we hear about are 

supposedly empty shelves.1 

 

I’m not saying the economy is humming nicely 

and there are no issues to speak of. But I do 

think there is a fairly wide – and seemingly 

growing – disconnect between people’s 

perception of the economy versus the actual 

fundamentals of the economy. Many investors 

and the media see the economy in bad shape and 

getting worse, which makes me even more 

bullish. The wall of worry is growing, and 

stocks love to climb it.  

 

I see three main narratives driving the wall of 

worry today. Assuming these concerns persist—

which I believe they likely will—my bullishness 

is likely to persist, too. 

 

Worry #1: Supply Chain Problems Will 

Crush Holiday Sales  

 

Many folks are worried that supply chain issues 

are going to create a lack of goods and services 

this holiday season. Supply just hasn’t been able 

to keep up with demand, and it seems all but 

certain consumers will encounter an “out of 

stock” sign at some point in the next several 

weeks. 

 

But that does not necessarily translate to 

depressed holiday sales. In fact, there are signs 

consumers are buying goods early, perhaps to 

get supplies while they last. October retail sales 

report showed U.S. consumers out spending in 

droves, with sales to retail stores, online sellers, 

and restaurants rising by 1.7% month-over-

month, according to the Commerce Department. 
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Sales in most categories are back above pre-

pandemic levels. Some of the biggest U.S. 

retailers, including Walmart, Target, and Home 

Depot all reported better-than-expected Q3 

earnings and also reported that shelves are 

stocked in anticipation of the holiday shopping 

season. While there are certainly shortages and 

tight inventories in some parts of the economy, 

there is a reasonable counter-argument that a 

perceived lack of goods and services may be 

slightly overblown. If the worries and concerns 

over the supply of goods are greater than the 

actual scope of the problem, that’s potentially 

bullish for stocks, in our view.2 

 

Worry #2: Inflation is Going to Hurt 

Consumers and Choke-Off Growth  

 

In October, the Consumer Price Index (CPI) 

measure of inflation reached a 30-year high, 

posting a 6.2% year-over-year increase and 

following five straight months where inflation 

has topped 5%. Fears of high inflation hurting 

consumers and killing growth have flooded the 

airwaves. 

 

Again, my point here is not that inflation is 

benign and there is nothing to worry about. 

What I’m focused on is whether the fear of 

higher inflation might be bigger than the actual 

risk of higher inflation. If fear outweighs risk, 

and inflation is even modestly better than most 

expect, that can be good for stocks. 

 

Permanent, nefarious inflation happens when 

there is too much money chasing too few goods, 

which I’m sure has many readers are saying: 

that’s what we have now! The difference, 

however, is that the U.S. and global economy 

have the capacity to build-out supply, it is just 

currently trailing the demand surge in the 

economy. Bringing supply online takes much 

longer than bringing demand back, as 

businesses ramp production and navigate supply 

chains. “Too few goods” is fixable, in other 

words, and I think in a few months’ time more 

supply will ease inflation.3 

 

 

 

 

Worry #3: Another Debt Ceiling Showdown 

to Ruin Christmas 

 

Treasury Secretary, Janet Yellen, recently 

penned (another) letter to Congress, in which 

she wrote “there are scenarios in which 

Treasury would be left with insufficient 

remaining resources to continue to finance the 

operations of the U.S. government beyond 

[December 15].” She added that “to ensure the 

full faith and credit of the United States, 

Congress must raise or suspend the debt limit as 

soon as possible.” 

 

This issue is not currently being discussed much 

in the media, but I would slate it as a “coming 

soon” brick in the wall of worry. The debt 

ceiling has become a political flashpoint, and 

there is little doubt a showdown around the 

holidays would make for a gripping story. I 

expect it to return to the headlines in December, 

driving additional worry about its impact on the 

markets and the economy.  

 

The narratives are sure to focus around the U.S. 

“defaulting” on debt, which has been a 

mischaracterization in the past and will be in the 

future, in my view. At the end of the day, the 

U.S. Treasury does not need Congress’s 

authorization (or Congress-approved funding) to 

make interest payments on debt—it has ample 

tax revenues to cover them—nor does it need 

Congressional approval to issue new debt to 

refinance a maturing bond. The implication that 

failure to raise the debt ceiling would trigger a 

credit event is off-base, and markets know it.4   

 

Bottom Line for Investors 

 

The economy is far from perfect, but demand is 

strong, the jobs market is wide open, and 

corporations are posting a record profit. Yet few 

people are happy. Instead, widespread concern 

and worry over supply chains, inflation, labor 

shortages, and coming soon, the debt ceiling, are 

prevailing. That makes me even more bullish. 

The reason is simple: when everyone is fixated  
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on an issue and it becomes widely discussed, its 

pricing power concurrently falls. This is how 

“walls of worry” get built, and stocks love to 

climb them. 
 

 

1 Zacks.com. November 12, 2021. 

https://www.zacks.com/commentary/1827539/w

hats-going-on-with-earnings-in-q4-and-beyond 

 
2 Wall Street Journal. November 16, 2021. 

https://www.wsj.com/articles/us-economy-

october-2021-retail-sales-

11637009365?mod=djemRTE_h 

 
3 Wall Street Journal. November 10, 2021. 

https://www.wsj.com/articles/us-inflation-

consumer-price-index-october-2021-

11636491959?mod=djemRTE_h 

 
4 New York Times. November 16, 2021. 

https://www.nytimes.com/2021/11/16/business/j

anet-yellen-debt-limit.html 
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1. Will Housing Prices Continue to 

Rise? 
 

The U.S. housing market is on pace for its 

strongest sales year since 2005, and prices 

continue to push higher. In October, existing-

home sales increased 0.8% from September and 

also notched a 13.1% increase in prices from a 

year earlier – the median existing-home now 

sells for around $353,900, a record. The 

frenzied pace of home-buying in 2021 came as 

many workers were given the option of working 

remote full-time or from home for certain days 

of the week. This shift to remote work and/or 

‘hybrid work’, combined with persistently low 

mortgage rates and higher savings, nudged 

many first-time homebuyers to relocate out of 

cities and to suburbs for more space and remote 

work set-ups. Surging demand was met with 

limited inventories and a realization that 

homebuilders have been underinvesting over the 

last several years. The question of whether 

home prices will continue to rise in 2022 

depends on how the supply/demand dynamic 

shakes out – homebuilders are currently 

ramping up projects, and the manufactured 

housing industry has indicated it is on pace to 

deliver more than 100,000 new homes for the 

first time since 2006. Demand may ease a bit as 

much of the pandemic-induced reshuffling has 

taken place, and as potential homebuyers are  

 

 

turned off by higher prices and potentially 

higher interest rates in the new year.1 

 

2. What’s Next for the Energy 
Sector? 

 

Most readers are probably very aware: energy 

prices are on the rise, from the cost of natural 

gas to heat a home to the price at the pump. As 

was the case in the U.S. housing market, the 

forces of supply and demand are largely to 

blame for higher energy prices. As the U.S. 

emerged from the worst of the pandemic, 

demand surged and inventories were low – 

driving up the price in the process. Generally 

speaking, higher prices should self-correct over 

time, i.e., oil and gas producers generally 

respond to higher prices by adding more supply, 

putting downward pressure on price. We’re 

starting to see oil production rise globally, but 

companies are a bit reluctant to turn on the 

spigots full steam. Oil and gas companies are 

feeling some pressure from shareholders to 

gradually increase supply to not reverse the 

price trend, and OPEC is in no hurry to flood 

the global market with supply. Even still, we’ve 

noted that supply is trending in the right 

direction, while demand is likely to remain firm 

in the short-to-medium term. The equity 

markets should not be too troubled by higher 

prices in the interim. As you can see from the 

chart of gas prices (top) and crude oil prices 

(bottom), the U.S. economy has absorbed higher 

prices before.2 

 

 
Source: Federal Reserve Bank of St. Louis3 
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Source: Federal Reserve Bank of St. Louis4 

 
3. How Aggressive Will the Federal 

Reserve Be in 2022? 
 

Federal Reserve Chairman Jerome Powell will 

likely be confirmed for a second term. His first 

term was characterized by very gradual 

tightening late in President Trump’s term, 

followed by a fully dovish turn when the 

pandemic struck. Looking ahead to 2022, the 

Fed Chairman may be confronted by the need to 

tighten again – the question is, how quickly? 

Inflation readings have been consistently high 

over the last few months, and employment 

remains about 4 million jobs below its pre-

pandemic peak. The Fed’s narrative of inflation 

being ‘transitory’ has run into snags with a 

clogged supply chain being further strained by 

firm U.S. consumer demand. The Fed has 

already telegraphed plans to reduce bond and 

mortgage security purchases (QE) in the months 

ahead, and the big question for 2022 will be 

how quickly and aggressively the Fed will need 

to raise interest rates to counter inflationary 

pressures. In our view (see next point on 

inflation), the Fed may not need to move faster-

than-expected in raising rates and tightening 

policy, as supply chain issues should eventually 

resolve and as the U.S. labor market continues  

 

4. Is Inflation Here to Stay? 
 

Inflation is generally defined as too much 

money chasing too few goods, which near-

perfectly sums up the current situation in the 

U.S. Whether inflation is here to stay depends 

on two factors, then: will U.S. consumer 

demand remain this strong and perhaps get 

stronger, and will the U.S. and global producers 

and service providers be able to ramp up supply 

to meet demand? In our view, demand is likely 

to remain strong and supply should see 

improvements, too.  “Too few goods” is fixable, 

in other words, and we should see more 

improvement on the supply side of the equation 

in 2022. In fact, global supply chain issues are 

already showing signs of getting better, as 

Covid-driven factory closures and energy 

shortages in Asia have abated recently. Ocean 

freight rates have also fallen from highs. Major 

retailers in the U.S. have also reported having 

more than enough for the holiday shopping 

season, in a sign that many were able to 

circumvent the worst of the supply chain crisis, 

congested ports, and a shortage of U.S. truck 

drivers. The widespread concern and worry 

remain higher, however, which tends to make us 

bullish. The reason is simple: when everyone is 

fixated on an issue and it becomes widely 

discussed, its pricing power concurrently falls, 

in our view. This is how “walls of worry” get 

built.6 

 

 

to improve. If employment and inflation trend in 

the right direction, there will be less pressure on the  

Fed to act.5 
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