
The market ended the year with The market ended the year with 
nearly all indexes at or near all-nearly all indexes at or near all-
time highs. The S&P 500 was up time highs. The S&P 500 was up 
nearly 29% in 2021 and over 26% nearly 29% in 2021 and over 26% 
per year over the past three years per year over the past three years 
having more than doubled from having more than doubled from 
the beginning of 2019 through the the beginning of 2019 through the 
end of 2021. During the two years end of 2021. During the two years 
of COVID, the market is up an amaz-of COVID, the market is up an amaz-
ing 52%, turning in performance ing 52%, turning in performance 
few would have thought possible few would have thought possible 
in January 2020. Over the past de-in January 2020. Over the past de-
cade, the index is up more than cade, the index is up more than 
16% a year. All these measures are 16% a year. All these measures are 
far above the long-term average an-far above the long-term average an-
nual returns of 9% to 10% which is nual returns of 9% to 10% which is 
already sitting at an elevated level already sitting at an elevated level 
because of the last decade’s perfor-because of the last decade’s perfor-
mance.mance.

Looking forward in 2022, the mar-Looking forward in 2022, the mar-
ket faces several significant chal-ket faces several significant chal-
lenges that will likely lead to a dif-lenges that will likely lead to a dif-
ferent outcome. Valuations remain ferent outcome. Valuations remain 
over a standard deviation above over a standard deviation above 
levels over the last 15 and 25-year levels over the last 15 and 25-year 
periods. In addition, the stock mar-periods. In addition, the stock mar-
ket’s rise narrowed to a short list of ket’s rise narrowed to a short list of 
big tech companies. Five of the S&P big tech companies. Five of the S&P 
500’s biggest stocks accounted for 500’s biggest stocks accounted for 
more than half of the broad bench-more than half of the broad bench-
mark’s gain since April according to mark’s gain since April according to 
analysts at Goldman Sachs. There analysts at Goldman Sachs. There 
have been only 11 other instances have been only 11 other instances 
since 1980 where market breadth since 1980 where market breadth 
narrowed as sharply as it did be-narrowed as sharply as it did be-
tween April and October, accord-tween April and October, accord-
ing to Goldman analysts. Following ing to Goldman analysts. Following 
most of those periods, the analysts most of those periods, the analysts 

said, the S&P 500 posted below-av-said, the S&P 500 posted below-av-
erage returns over subsequent one-erage returns over subsequent one-
, three-, six- and 12-month intervals., three-, six- and 12-month intervals.

Expectations that stock prices will Expectations that stock prices will 
fall over the next six months jumped fall over the next six months jumped 
to 42% earlier this month, the most to 42% earlier this month, the most 
bearish reading in more than a year, bearish reading in more than a year, 
according to a weekly sentiment according to a weekly sentiment 
survey conducted by the American survey conducted by the American 
Association of Individual Investors. Association of Individual Investors. 
FactSet on Friday said the number FactSet on Friday said the number 
of companies issuing negative earn-of companies issuing negative earn-
ings guidance for the fourth quarter ings guidance for the fourth quarter 
outpaced upward revisions for the outpaced upward revisions for the 
first time since the second quarter first time since the second quarter 
of last year. Corporate earnings are of last year. Corporate earnings are 
also likely to worsen as more com-also likely to worsen as more com-
panies grapple with inflation and panies grapple with inflation and 
supply-chain blockages.supply-chain blockages.

Inflation remains a significant chal-Inflation remains a significant chal-
lenge hitting 9.6% in November (ac-lenge hitting 9.6% in November (ac-
tually north of 10% during last few tually north of 10% during last few 
months). Inflation has historically months). Inflation has historically 
been neutral for earnings, but nega-been neutral for earnings, but nega-
tive for multiples (valuation). Higher tive for multiples (valuation). Higher 
inflation prompted the Fed to an-inflation prompted the Fed to an-
nounce plans to raise rates three nounce plans to raise rates three 
times in 2022. Clear signs exist of a times in 2022. Clear signs exist of a 
wage price spiral starting, and pun-wage price spiral starting, and pun-
dits are speaking of another Satur-dits are speaking of another Satur-
day night massacre. day night massacre. 

Morgan Stanley, one of the most Morgan Stanley, one of the most 
vocal and accurate Wall Street fore-vocal and accurate Wall Street fore-
casters of a V-shaped market re-casters of a V-shaped market re-
covery after the pandemic hit last covery after the pandemic hit last 
year, predicted that the S&P500 year, predicted that the S&P500 
will finish 2022 6% below current will finish 2022 6% below current 
levels citing various issues such as levels citing various issues such as 
valuations, a post-COVID hangover, valuations, a post-COVID hangover, 
slowing growth, and shifting gov-slowing growth, and shifting gov-
ernment policy. Still, other firms ernment policy. Still, other firms 
remain optimistic. Goldman Sachs remain optimistic. Goldman Sachs 
projects 9% gains next year, UBS 6% projects 9% gains next year, UBS 6% 
and JPMorgan 6% through the mid-and JPMorgan 6% through the mid-
dle of next year. dle of next year. 

Several banks noted that anticipat-Several banks noted that anticipat-
ing the actual change in financial ing the actual change in financial 
conditions from an accommodative conditions from an accommodative 
to a tightening Fed policy is chal-to a tightening Fed policy is chal-
lenging and usually yields disap-lenging and usually yields disap-
pointing results. pointing results. 

Realistic expectations for future Realistic expectations for future 
market returns are likely more im-market returns are likely more im-
portant than ever. The market will portant than ever. The market will 

Looking forward in 2022, 
the market faces several 
significant challenges that 
will likely lead to a different 
outcome.  
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face a future slowdown, but timing face a future slowdown, but timing 
the change will be challenging as al-the change will be challenging as al-
ways.ways.

In summation, we expect 2022 to In summation, we expect 2022 to 
be a challenging year for financial be a challenging year for financial 
markets. High valuations, high infla-markets. High valuations, high infla-
tion, geopolitical risk, COVID-variant tion, geopolitical risk, COVID-variant 
risk, and the transitioning of global risk, and the transitioning of global 
central bank policies make for a dif-central bank policies make for a dif-
ficult backdrop with plenty uncer-ficult backdrop with plenty uncer-
tainty. As active managers, we seek tainty. As active managers, we seek 
to identify opportunities that pres-to identify opportunities that pres-
ent attractive return/risk profiles. ent attractive return/risk profiles. 
We are not trying to meet or beat We are not trying to meet or beat 
passive benchmarks at all costs; passive benchmarks at all costs; 
we are comfortable leaving some we are comfortable leaving some 
return potential on the table when return potential on the table when 
we see negative asymmetry in re-we see negative asymmetry in re-
turn/risk. We approach 2022 with turn/risk. We approach 2022 with 
healthy caution and remain stead-healthy caution and remain stead-
fast in our valuation discipline and fast in our valuation discipline and 
risk management.risk management.

This commentary is furnished for informational purposes 
only and is not investment advice, a solicitation, an offer 
to buy or sell, or a recommendation of any security to any 
person. Opinions, beliefs and/or thoughts are as of the 
date given and are subject to change without notice. The 
information presented in this commentary was obtained 
from sources and data considered to be reliable, but its 
accuracy and completeness is not guaranteed. It should 
not be used as a primary basis for making investment de-
cisions. Consider your own financial circumstances and 
goals carefully before investing. Certain sections of this 
commentary contain forward-looking statements that 
are based on our reasonable expectations, estimates, 
projections, and assumptions. Forward-looking state-
ments are not indicators or guarantees of future perfor-
mance and involve certain risks and uncertainties, which 
are difficult to predict. Past performance is not indicative 
of future results. Diversification strategies do not ensure 
a profit and cannot protect against losses in a declining 
market. All indices are unmanaged and investors cannot 
invest directly into an index. You should not assume that 
an investment in the securities or investment strategies 
identified was or will be profitable.
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