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A NOTE FROM THE CHAIRMAN EMERITUS 
 

In the last issue of  The Smithfield Forecast I announced the sale of the con-
trolling interest in Smithfield to its younger generation of management employees.  
I am delighted to report that this transition is proving to be successful and surpris-
ingly seamless.  Employee morale is high, and I feel that those of you who are our 
customers are in excellent hands. 
 

Permit me to disabuse some of you of the notion that I have retired.  Yes, I 
am ancient, but I am still working and enjoy it very much. 
 

Permit me further to turn to another favorite topic:  Smithfield book 
reviews.  In this issue I am reviewing a book featuring, among others, my wonderful 
father, a member of the Princeton football teams who won two national champi-
onships in the 1930s.  By coincidence, I will have another review in the next issue 
of The Forecast of a book about a second direct relative of mine, Rachael Nurse.  
Rachael was hanged in 1692 as a witch.  Yikes! 
 
      —  Bob Kopf 
 
 
 

SMITHFIELD FIRST QUARTER – A MODERATION IN 2022 
 

As we peer into our crystal ball for 2022, the outlook is especially cloudy 
due to the significant changes in monetary and fiscal policy in recent weeks.  At its 
December 15th FOMC meeting, the Federal Reserve finally threw in the towel and 
admitted that inflation was not transitory – and shifted to promising much faster 
removal of securities purchases and likely three tightenings in 2022.  Meanwhile, 
President Manchin scuttled President Biden’s Build Back Better Plan (at least for a 
while), which means the roughly $450 in monthly payments to 35 million house-
holds will not be made this year.  In reaction, Biden quickly announced a further 
deferral in student loan payments (which average $400 a month for over 30 million 
households) until May – when they may be extended again.  Clearly, the 
Administration does not think either the economy or his party’s chances for re-elec-
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tion are strong enough to withstand a double whammy 
to consumer spending power.  We agree, and remain on 
the low side of consensus for 2022. 
 

At the heart of our calls since the COVID crisis 
began has been the simple reasoning “follow the money”.  
The unprecedented explosion of stimulus after the 
March 15, 2020 shutdown led us to be wildly optimistic 
on the pace of the initial recovery because we see money 
as the grease that allows businesses to resolve economic 
imbalances.  Still, there was so much money that we also 
expected much higher inflation – after a long and vari-
able lag of roughly two years – and here we are.  Inflation 
naturally started in the asset markets and wended its way 
into goods and services prices this year – peaking at 
Christmas as supply shortages met maximum non-
deferrable demand. 
 

We have been more pessimistic than the consen-
sus since early 2021 because the money tap shut off after 
the March 2021 stimulus checks went out.  Red states 
started to cut off excess unemployment benefits in June.  
Meanwhile, the President used every trick he could to 
keep more money flowing.  Tax rebates were delivered 
for payments on excess unemployment.  The child care 
credits started in July – effectively offsetting the loss of 
excess unemployment benefits of $300 a week to 12 mil-
lion in September.  Still, we saw the sharp slowdown in 
stimulus as a threat to nominal growth – and the rise in 
inflation as a further threat to real growth.  We were not 
surprised when the third quarter stalled to 2.3%. 
 

After a nice rebound in growth in the fourth 
quarter, it looks to us like trend growth on personal 
income is 0.5% per month, or a 6% annual rate.  That 
is a nominal number, so pick what deflator you prefer for 
a guestimate on current real growth.  We can’t see much 
over 2.0%.  When you adjust the first quarter for the loss 
of child care credits, nominal income slows to 3.2%.  

During the recovery, taxes have been rising faster than 
income due to policy, bracket creep and higher collec-
tions of capital gains and mortgage transfer taxes – espe-
cially for state and local governments.  Thus, disposable 
income should grow less than 3.0%.  If the savings rate 
remains at last month’s 6.9%, well below pre-COVID 
levels, we get 2.0% for nominal consumer spending – 
and negative in real terms.  This is the same math that 
made us nervous about the third quarter when excess 
unemployment ran out.  Like then, we do not believe 
real GDP will be negative in the first quarter – as busi-
nesses are rebuilding inventories, maintaining produc-
tion growth well in excess of sales. 
 

Still, we continue to see the risks on the down-
side for 2022 growth.  Struggle as we might, we are hav-
ing a hard time coming up with a scenario where growth 
is substantially better than the pre-COVID trend. There 
are three basic components of real growth – population 
growth, change in the employment to population ratio 
and productivity growth.  In 2021, the U.S. population 
grew at the slowest pace since the Spanish Flu, with just 
a 0.1% gain.  This was due both to higher deaths and 
lower births – plus less immigration.  Hopefully, popu-
lation growth will return to a more normal 0.5% in 
2022, but we don’t see a burst of babies and the President 
would need to use executive orders to lift immigration – 
in a contentious election year.  Raising employment 
faster than population would be hard, given already tight 
labor markets.  The most optimistic forecasts have 
unemployment falling to 3.5% for an 0.7% gain.  We 
remain skeptical that a rise in labor force participation 
could provide much more boost.  Finally, productivity 
remains weak.  Even if the Atlanta Fed is right, hours 
worked in the fourth quarter are up over 5% at an annu-
al rate, leaving productivity under 2.5%.  That would 
mean 0.9% for 2021, after gains of 2.5% and 2.3% in 
the prior two years.  The pre-COVID trend from 2012-
2018 was 0.9%.  Add up our guesses and the economy 
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should slow toward 2% growth in 2022 – starting on the 
high side and cooling all year. 
 

To break north of that underlying trend would 
take new stimulus – like the 2019 tax cut or the helicop-
ter money in 2020.  In 2022, stimulus from monetary 
and fiscal policy is coming to a screeching halt.  Even 
worse, it appears to us that Manchin will soon agree to a 
new spending package as long as it is paid for with the 
new $1.5T in projected tax hikes.  Unfortunately, the tax 
effect will hit sooner than the spending.  Governments 
are always late to use their funds.  Left-over money is 
why President Trump had $500 billion to hand out in 
September 2020, and why Biden’s infrastructure bill was 
already half paid for.  Thus, we don’t expect much lift 
from infrastructure in 2022. 
 

The good news embedded in our less optimistic 
view is that slower growth also means a quicker end to 
high inflation.  Given the money tap was effectively shut 
off back in March 2021, we expect inflation will be 
approaching its pre-Covid pace by early 2023.  A faster-
than-expected decline in inflation would suggest the 
Federal Reserve may backtrack on their outlook for three 
tightenings during 2022 by mid-year. 
 

After an explosive 2021, equity markets are faced 
with a dilemma in 2022.  Strong growth will sustain 
strong inflation, and the Federal Reserve has shifted to 
the view that inflation is a negative for economic equal-
ity – which it has accepted as a new policy target.  Strong 
growth also means no new fiscal stimulus, with Senator 
Manchin the guardian of the Treasury gates.  However, 
any moderation in growth will also reduce inflation, so 
nominal GDP – and business revenues – could cool rel-
ative to robust growth and inflation forecasts.  If annual 
growth is only in the single digits, any pullback could 
result in losses along the way. 
 

After a robust recovery in 2021, the U.S. econo-
my is still barely back to its pre-COVID trend – but with 
far fewer employees and much higher inflation than 
expected.  The tightening in both monetary and fiscal 
policy underway to kill off inflation will make businesses 
far less likely to expand production.  Rather they are like-
ly to limit hiring to defend margins, especially for small 
firms who will be losing subsidies from PPP.  We see 
inflation continuing to outstrip wage increases in 2022 – 
though both will cool.  As total employment is still 
below pre-COVID levels, there is limited need for 
increased capital investment.  Moreover, the energy 
industry, which drove equipment spending pre-COVID, 
is under assault. 
 

Obviously, the best news for 2022 is that 
COVID may finally be brought under control.  
However, this is a far better story outside the U.S. than 
domestically as we are already world leaders in virus con-
trol.  As multinational corporations are likely to concen-
trate their investments where growth prospects are best, 
the outlook is better in Europe and developing markets 
which will be experiencing their COVID recoveries in 
2022.  Meanwhile, a global retreat from an increasingly 
isolated China should shift emerging markets growth to 
competitors – for many years to come.  Bottom line, we 
look for 2022 to be a year of moderation in all things – 
including stimulus, inflation and growth – with a return 
to the pre-COVID trends of 2% growth, inflation and 
ten-year notes by year end.   
 

—   Michael Drury 
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SMITHFIELD TRUST COMPANY BOOK REVIEWS 
 
 
SPOOK MCCLINTOCK, FRITZ CRISLER, F. SCOTT FITZGERALD AND THE KISKI KIDS 
By:  Tom Benghauser 

 
      Charles Arbuthnot “Spook” McClintock was a wealthy and patrician banker in Pittsburgh who graduated from 
Princeton University in 1902.  Angry and disgusted by the mediocre performances of Princeton football in the 1920s, 
Spook decided to rectify that situation by recruiting elite high school players for Princeton by providing financial 
assistance to them during the Great Depression.  Six of those recruits, including my father, were sent with Spook’s 
financial backing for a year of post-graduate study – and more football – to Kiskiminetas Springs School in Saltsburg, 
Pennsylvania. 
 
      This is the story of how Princeton, led by an incomparable coach, Fritz Crisler, rose out of a football ash heap to 
win two national championships in the 1930s. 
 
      The author (who happens to be one of my Princeton college roommates) does an excellent job of capturing cam-
pus life during the Great Depression by quoting non-football events and anecdotes from the University’s daily news-
paper.  In some respects those delicious snippets show that, fortunately, not everything on a college campus has 
changed in the last ninety years. 
 
      Even if you are not a football fan, I hope that you enjoy this remarkable and nicely written tale.  I especially like 
the improbable relationship between Coach Crisler and F. Scott Fitgerald.  Tom Benghauser also recounts my father’s 
chance (albeit brief ) encounter with Albert Einstein.  The book may be obtained inexpensively through Amazon in 
a Kindle or paperback mode. 
 
 
      —  Bob Kopf 
 


