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➢ Modest gains forecast for 2022 share markets 

➢ RBA on hold 

➢ Aussie house prices rocket 

__________________________________________________________________________________________

Last week, we reported that we had just tipped a bit 

more cash into equities – and we gave the reasons 

why. This week we are taking a look at the 

prospects for 2022 – and we’ll start off with the S&P 

500. 

Before we go there, let’s update our geared strategy 

that we just topped up. Starting at the end of 

September we bought GGUS and GEAR. The 

former is a Betashares geared and currency-

hedged ETF focused on the S&P 500. The latter is 

the Betshares geared ETF focused on the ASX 200. 

Geared strategy performance chart 
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It turns out we have done quite well (up 8.9% to 

date) – but is it just luck? Anyone who thinks it is all 

good judgement is a crazy. We use a combination 

of our mispricing tools for the indexes and some 

common sense understanding of market conditions 

– including geopolitical sidewinds. Importantly we 

don’t tip all of our cash in at one point. We hold 

some back for conditions like the latest buys. 

A reader once asked, “How do we know?’ The short 

answer is that we don’t know but we do have a 

reasonable basis based on almost 20 year of actual 

investing flowing years of academic research. The 

big point is that, if we start to hear warning bells we 

can sell and then wait for the market to pull back to 

that point before we buy back in. At least we can’t 

buy at the top! 

We also have an eye on the longer-term future as 

we are not traders. 

At the beginning of 2021, we collected forecasts 

from the major houses – as we do each year. The 

consensus median for eoy 2021 on the S&P 500 

was 4,150. That was a gain of 10.5% over the 12 

months. That seemed fine. The low and high of that 

panel was 1.2% to 17.1%. Even better. 

Our forecast on Jan 1 was 4,690 or a gain of 

24.9%. A little crazy? We have a very sophisticated 

system based on Reuters surveys of dividends and 

earnings for the component 500 companies and a 

few other bits and pieces. It has also served us well 

in the past – but far from perfectly. 

Our forecast was well above the consensus high so 

we didn’t get nervous when the market broke 

through 4,700 – we just thought it a tiny bit toppy 

from our exuberance statistics. 

For next year the panel we collected from Reuters 

and Bloomberg has the consensus mean eoy 2022 

at 4,910 with the low and high at 4,400 and 5,300. 

We need the Jan 1 number to turn those into 

percentages but at this point the median is about 
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5% up, the low -5% and the high 14%. Not as good 

as last year but rather about average based on 

history. 

We don’t compute our forecasts until Jan 1 as they 

are based on myriad forecasts we collect from 

others. But it looks like we might be near consensus 

median for 2022 this time. We are never different 

for the sake of it – we stick to our trusty analytical 

system. 

Since GGUS is geared at around 50% to 60% we 

expect to get about double the gain on the 

underlying – 10% or so is not a bad earner. Of 

course, since we are sailing closer to the wind, we 

will have to pay even more attention to other market 

signals – but we’ve got a bagful of them. So, what’s 

our track record on the S&P 500? Check out the 

next chart. The heavy solid lines are our forecasts 

and the parallel, dotted, horizontal lines are our 

forecast highs and lows for each year – all made on 

each Jan 1 and not updated. 

Track record on the S&P 500 
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Past performance is not a reliable indicator of future 

performance – just ask Cathie Wood and her ARKK 

disruptor fund or Hamish Douglass and his 

Magellan fund. 

However, if the past forecasts were rubbish there 

would be little basis for following them going 

forward. In the parlance of econometricians, a 

reasonable track record is a necessary but not a 

sufficient condition for future success. 

Think about an analogy with finding romantic 

partners. A good courtship can often sadly end in 

disaster. A really bad courtship and who would form 

a union? ASIC, investors and advisors would be 

more at one if they made this point more clearly 

about past performance. 

We’ll take a look at the ASX 200 forecasts next 

week. For now, let’s look at more mundane matters 

– the RBA decisions and ABS house prices. 

Phil Lowe, Governor of the RBA, kept rates on hold 

and committed to his QE of $4bn per week until at 

least February 2022. There is pressure for the RBA 

and other central banks to get on board the rate 

hike train. We should be in no rush. 

House prices shot up again. Up 5% for the quarter 

or 21.7% for the year. Some wag in the press 

referred to Phil of the RBA as a baby boomer. We’d 

been teaching at university for over 15 years when 

Phil rocked up to our applied econometrics honours 

class. Great student – no bad stories to tell. I guess 

everyone over 40 looks old to the current crop of 

young journalists. 

A different story in the press went into great detail 

about probable massive wealth transfers largely 

from parents to children – at death or before – in the 

years to come. It doesn’t need a rocket scientist to 

work this one out.  

And yet another story talked about the difficulties of 

a young person buying a house. In the seventies it 

took two (usually married to even get a bank loan) 

people to buy a modest unit in an ‘Off Broadway’ 

suburb. Prince Harry would probably say if he found 

himself in that position – if you’re not feeling the joy, 

just move back into your family’s palace(s). 

Just to round things off – the new covid strain 

(Omicron) isn’t getting much bad press. It spreads a 

lot faster but we can cope with that. BoJo has 

brought in Plan B for the UK (vaccine passports and 

masks – a bit like us). 

What keeps us awake at night? Apart from 

guessing where Elf on the Shelf will be in the 

morning, it is Jerome Powell getting excited at next 

week’s Fed meeting. In the days of the musket, it 

was ‘wait until you can see the whites of their eyes 

before you fire’ 

Not even a 40-year high on US CPI inflation could 

dampen the S&P 500 last night. It closed at 4,712 

or 22 pts above our aggressive Jan 1 forecast. 

 

 

 


