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Stock Market Performance

Following a decline late in the third quarter, the major
U.S. stock indexes rallied into year-end. The S&P 500 led
the way followed by the Nasdaq Composite and the Dow
Jones Industrial Average.

Other segments of the U.S. markets also moved higher
with Mid Caps gaining 8% and Small Cap stocks rising over
5.5%.

Outside the U.S., stocks posted more muted returns with the
Developed Market index gaining 2.7% while the Emerging
Markets index declined slightly losing 1.2%.

Many of the factors that have weighed on Non-U.S. markets
continued to persist: fears of rising rates, slowing growth,
Omicron outbreaks and related shutdowns, global political
tensions, etc.
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U.S. Sector Performance

The 4th quarter, saw most U.S. sectors outperform the
S&P 500 index’s 11% return. The Industrial, Energy,
Financial and Communication Services sectors trailed
the benchmark. It should be noted that investment
performance continued the trend of increasing
dispersion between market segments observed last
quarter.

An expectation that a greater number of people will be
returning to work and to work in the office, concerns
surrounding potentially slowing growth in the coming
year, expectations for higher interest rates, rising
inflation and elevated valuations are all factors that
investors are beginning to focus on again.

Each of these factors may impact the various sectors
differently and each to a greater or lesser extent. As a
result, it appears investors, as a whole, are becoming
more selective in the composition of their portfolios.
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Asset Class Performance – Trailing Periods

This table shows the performance of asset classes over different
time frames going back ten years to December 31, 2011.

The top of the table remains largely unchanged as of late, with
Commodities returning 40.4% and US Real Estate adding 38.7% in
2021. US Growth and US Value have traded places regularly over the
trailing 1, 3, and 6-month periods as Value jockeys to more
permanently de-throne Growth stocks that have outperformed over
the past several years.

US Treasuries, Emerging Market
Equities, and Aggregate Bonds are the
lone negative-performing asset classes
over the last year. Rising inflation and
interest rates explain a fair amount of
the performance.

The investment markets are shifting
from a liquidity driven surge over the
past two years to what appears to be a
more “rational” and fundamentally
driven outlook.



Asset Class Performance – Quarter by Quarter

This visual shows historical quarterly
asset class performance for the last
15 quarters.

Q4 marks the first quarter of 2021 in
which Commodities, which rose just
1.5%, did not lead all other asset
classes. Instead, US Real Estate's
14.6% growth in the quarter topped
US Growth Stocks & the S&P 500.
Emerging Markets posted a second
consecutive down quarter for the first
time since 2018.

This quilt chart makes a strong case
for maintaining a well diversified
portfolio as it remains difficult to time
the market and determine with any
consistency which asset class will
outperform or underperform in any
given quarter.



Interest Rates

Looking at the yield curve chart, the green line represents the end of last year, the yellow is three
months ago, and the blue is one year ago. You can see that during the fourth quarter there was a
meaningful shift higher in 1–10 year interest rates reaching levels significantly above one year ago.

Interestingly, while short and intermediate-term rates were rising, long-term rates actually came down
a little from three months ago. This early “flattening” of the yield curve is worth monitoring in the
coming months.
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Inflation

The chart to the left shows the year-over-year Consumer Price Index (orange) jumping above levels last seen in the early 1990’s. The same is true for the Core
Consumer Price Index (blue) that excludes certain more volatile data points like energy prices. This recent bout of inflation is real and meaningful, especially
to investors with fixed levels of income.

The chart to the right reflects the impact of inflation on the purchasing power of the U.S. Dollar. Going back to 1990 the purchasing power has declined by
over 50%! This is alarming but is a continuation of a long-term trend. Going back to 1913, the Dollar has declined by over 96%.

The question investors and the Fed are grappling with now is whether or not inflation will remain at these elevated levels or if it will moderate back towards
the 2% level of the last decade or so.



Supply Chain Woes

By now we are all aware of the issues facing the supply chain. When the global economy was shutdown during the initial COVID-19 outbreak many segments
of supply, manufacturing and transportation were suddenly interrupted. This was quickly recognized by consumers, the businesses and investors. What was
not as readily apparent was that starting the supply chain back up, once lockdowns were eased, would be as challenging as it has been.

Much like traffic on a highway caused by a car accident, the “traffic” in the supply chain has continued to bottleneck long after the initial cause has been
cleared. This has been exaggerated by the sharp increase in demand for goods over services, as consumers around the world spent more time at home. The
supply chain issues have been further confounded by the “stop and go” re-opening of economies and businesses around the world.



Employment Situation

The employment situation has been a topic
of much debate over the past two years.
However, by most measures, employment
appears to have rebounded following the
COVID-19 shutdowns.

There are still issues arising from the recent
Omicron variant that are putting pressure
on many segments of the economy and
while disruptive, the hope appears to be
that they are temporary and short-term in
nature.

The Fed takes many factors into
consideration when evaluating potential
policy changes. However, with a recent
string of improving employment numbers, it
appears the Fed has a green light to begin
raising rates in 2022.



Housing Indicators

The housing market has continued to be an interesting sector to keep an eye on as
consumer preferences have shifted with the pandemic and mortgage rates have had
periods of relative fluctuation.

The beginning of 2021 saw the lowest 30 Year mortgage rates along with the highest
number of mortgage originations. Since then, mortgage rates have moved higher,
which has caused mortgage originations and refinances to decline.

The coming year will likely uncover some disconnects in the housing market, if only
regionally. COVID-19 triggered a flight from more restricted states to less restricted
and from more densely populated areas to the suburbs and areas of lower densities.

One big question is how many people living up North and approaching retirement
decided to retire early and move to Florida, Texas and Tennessee a few years ahead of
schedule. If this pulled forward housing demand, what will it mean for the real estate
markets in the years to come?



Leading Indicator Summary & Trends

This table is a heatmap of various important economic indicators, showing the trends over time. The first 4 columns show a quarter-by-quarter change in 
each indicator, whereas the remaining columns show annual changes in the data. 

While the US stock market had a strong Q4 to close out the year, many of the indicators showed similar results to Q3. Consumer sentiment dropped slightly 
to 70.6 which was the lowest value of the year. In addition, Housing Starts and US Building Permits stayed relatively the same as Q3. However, the 10-2 
treasury spread decreased to 0.79% which is close to the 2021 low for the indicator.



Where Do Things Go From Here?

As discussed last quarter, the debate as to whether the market is “too expensive” continues to rage on. While the S&P 500 index moved higher last year, the
increase doesn’t appear completely irrational given the continued growth in corporate earnings and low interest rates. At the end of the third quarter the P/E
multiple (left), a simple valuation metric, was around 27x and at year-end was around 24.5x. While still above the average of the past 10 years of 22.5x, this is
far from record highs. (Note: the spike during the mid 2020 period was due to the sharp decline in earnings as a result o COVID-19, not a significant rise in
price.)

What do future earnings estimates look like? The orange line on the chart to the right shows the consensus estimates for earnings over the next 12 months.
Earnings are anticipated to continue growing through the end of 2022 putting the forward P/E closer to 22x. As is often the case, what happens in the market
over will depend on earnings growth, changes in interest rates and the Fed’s monetary policy. Given the current situation and consensus outlook, signs seem
to be pointing towards the upward trends continuing. However, as we have already experienced in early 2022, volatility will likely be higher in 2022 than over
the past few years, especially if the Fed ramps up their efforts to remove the current (overly) accommodative policy.
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•All investment strategies have the potential for profit or loss. Changes in investment
strategies, contributions or withdrawals may materially alter the performance and
results of your portfolio.

•Different types of investments involve varying degrees of risk, and there can be no
assurance that any specific investment will either be suitable or profitable for a client’s
investment portfolio.

•Economic factors, market conditions, & investment strategies will affect the
performance of any portfolio there are no assurances that it will match or outperform
any particular benchmark.

•The information contained herein has been obtained from sources believed to be
reliable, but the accuracy of the information cannot be guaranteed.

•This is not to be considered a solicitation for the purchase or sale of any individual
security or investment strategy.
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