
 

P a g e  | 1 

 

® 

 

Quarterly Investment Commentary 

Fourth Quarter 2021 

Highlights 

 We believe today’s level of inflation is temporary and will decline.   

 The S&P 500 TR was up 11.03 % in Q4 and 28.71% YTD (as of 12/31/21).1 

 The MSCI EAFE NR was up 2.69% in Q4 and up 11.26% YTD (as of 12/31/21).1   

 The MSCI EM NR was down -1.31% in Q4 and down -2.54% YTD (as of 12/31/21).1   

 Broad commodities were one of the best performing asset classes in 2021. 

 We anticipate further market volatility to both the upside and downside as the economy and 

markets evolve.  

 Investors should consider their options for generating income. 

 We continue to see opportunities within private equity, private debt, and private real estate.   

 

The asset allocation performance shown is hypothetical and does not represent actual trading in a client 

account.  Please refer to important disclosures at the end of the commentary. 
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Economy 

With the recent surge in COVID, it 

is estimated that more than 90% of 

the population is vaccinated, 

infected or both as illustrated in the 

chart on the right.  Breakthrough 

COVID cases continue to surge, 

but fatalities have remained 

relatively constant suggesting the 

virus is weakening.  The world is 

figuring out how to function in this 

new paradigm, and we are 

optimistic that we may be starting 

to see the light at the end of the 

COVID tunnel.  We are hopeful 

that shortages in raw materials and 

components will alleviate during 

2022, but we do not see a good 

solution to labor shortages with current policies.   

We continue to monitor economic 

data, and the high-frequency 

economic data (in the chart on the 

right), appears to have declined 

slightly with the recent surge in 

COVID cases.  We anticipate 

broad economic growth, measured 

by GDP to continue its rebound to 

its pre-COVID trend sometime this 

year.  Q4 GDP will be released 

later this week by the U.S. Bureau 

of Economic Analysis, and in the 

Federal Reserve’s December 

meeting minutes, their economic 

staff forecasts strong but a slower 

rate of economic growth due to the 

Q4 surge in COVID, bottlenecks, 

supply shortages and transportation 

shortages.   

These bottlenecks and shortages are causing inflation.  For the first time in decades investors are having 

to think about the impact of higher inflation.  Rising prices on goods and services are having an impact on 

both individual spending power and corporate earnings.  We are hopeful that 2022 will transition out of 

the COVID economy as inflation settles lower, supply chain challenges moderate, consumer demand 

remains robust, and the Federal Reserve and other central banks look to slowly increase interest rates.  

Notably, we believe as the economy and markets transition there will be bumps in the road.  The S&P 500 

index pullback so far in January 2022 is normal, and we anticipate further volatility to both the upside and 

downside as the economy and markets evolve.    
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GDP2:  Q4 GDP data is scheduled to be 

released 1/27/22.  The third estimate of Q3 

2021 GDP was released at 2.3%.4 The third 

estimate is based on more complete data 

than was available in past months.  

According to the report, the Q3 increase 

reflected the continued economic impact of 

the COVID pandemic.  The smaller 

increase in Q3 was attributable to increases 

in private inventory, personal consumption 

expenditures (PCE), state and local 

government spending, and nonresidential 

fixed investment. 

Inflation:  While the year over year rate of 

inflation jumped higher during Q4, the 

month over month rate of increase has 

declined since October.  In other words, 

inflation is showing signs of slowing 

down.  Furthermore, as we move forward, 

we anticipate the base effect of inflation 

rates 12 months ago to result in lower 

inflation calculations in the coming year.  

As of 12/31/2021, Headline CPI increased 

7.0% over the prior 12 months and Core 

CPI (ex-food and energy) was up 5.5% for 

the same period.3  The Consumer Price 

Index report lists increasing energy 

commodity prices (+48.9% y/y), used cars 

and trucks (+37.3% y/y) and utility gas 

service (+24.1% y/y) as major contributors to the recent increase in inflation.3  We continue to believe 

today’s level of inflation is temporary and will decline.  We do not, however, anticipate inflation to run 

below 2%, like it did over the past decade, due to recent wage inflation and lingering supply chain 

challenges. 

Employment:  The unemployment situation 

continued to improve over the past quarter 

and remains below its 50-year historical 

average.  As of December 2021, the 

unemployment rate fell to 3.9%, down 

from 4.8% in September, 5.9 % in June 

2021 and 6.3% in January 2021.3 Job gains 

continued to improve in leisure and 

hospitality and business/professional 

services, manufacturing, construction, 

transportation, and warehousing.  The 

number of people employed part-time who 

want full-time work continues to improve 

at 3.9 million in December down from 4.5 million in September and 6.2 million in December 2020. 3  
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Interest Rates:  The Federal Reserve 

has maintained their target range for the 

federal funds rate at 0.00% to 0.25%6, 

but notably the Fed began decreasing 

their asset purchases in January 2021.  

In their meeting minutes, the Federal 

Reserve acknowledged the progress 

that has been made with improving 

employment and increasing inflation 

pressures. 7 The Federal Reserve 

emphasized their flexibility to modify 

the federal funds rate in this highly 

uncertain environment and we believe 

is setting market expectations for an 

increase in federal funds rate as soon as 

Q2 2022.  The FOMC participant dot 

plat now suggests the potential for three interest rate increases by the end of 2022. 

 

Equity Investments 

Equity markets generally moved up in Q4 2021 with US equities continuing to outperform both 

developed international equities and emerging market equities over the quarter.  S&P 500 company 

earnings reported during the quarter remained strong, but wall street analysts anticipate earnings growth 

to slow from its current rapid pace as we look forward into 2022.  Potential headwinds to future earnings 

growth include inflation, wage growth, and higher interest rates. 

As of 01/13/2022, FactSet reported the 

forward 12-month P/E ratio on the S&P 

500 is 21.1x, which is above both the 5-

year average of 18.5x and above the 

10-year average of 16.7x.  Strong 

earnings growth outpaced equity 

market appreciation in 2021, resulting 

in slightly declining P/E valuations 

over the year.   

Today’s P/E valuations remain high 

and have been historically supported by 

low interest rates.  As we look forward 

and anticipate rising interest rates, we 

expect valuation multiples to decline.  

We anticipate companies with the 

highest valuations and lowest current 

cash flows to be impacted the most when higher interest rates have a greater impact on the present value 

of future cash flows.  Broadly we anticipate positive equity market returns in 2022 due to anticipated 

economic growth and earnings growth, however we anticipate market volatility depending on the Federal 

Reserve’s tone and pace of interest rate hikes. 
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During the fourth quarter of 2021, major equity markets ended the quarter mostly in positive territory.  

The S&P 500 TR (including dividends) was up 11.03% during the fourth quarter and up 28.71% YTD (as 

of 12/31/21).1  Developed international markets measured by the MSCI EAFE NR were up 2.69% for the 

fourth quarter and up 11.26% YTD (as of 12/31/21).1  Emerging markets measured by the MSCI EM NR 

were down -1.31% for the fourth quarter and down -2.54% YTD (as of 12/31/21).1  The broad-based 

benchmark, MSCI ACWI NR, a market capitalization weighted index designed to measure the global 

equity market performance of 46 developed and emerging markets, was up 6.68% for the fourth quarter 

and up 18.54% YTD (as of 12/31/21).1 

U.S.:  Corporate earnings continued 

their impressive rebound from the 

initial months of COVID.  The chart 

on the right illustrates this earning 

growth has come from a 

combination of both margin 

expansion and revenue growth.    

With current inflation rates, wage 

inflation and the potential for 

increasing interest rates in 2022, we 

anticipate earnings growth to slow 

from here.  As of 1/13/2022, 

looking forward, FactSet is 

reporting that analysts project the 

12-month bottom-up price target for 

the S&P 500 at 5301.67, 12.2% 

above the recent 4726.35 closing.5 

Developed International:  Developed 

international markets experienced a 

roller coaster like Q4 as COVID 

dissipated and surged again.  

Attention is also becoming focused 

on global central bank moves as 

they contemplate decreasing asset 

purchases and increasing interest 

rates.  Rising inflation has caused 

the European Central Bank (ECB) to 

start their process of tapering their 

bond buying program.  While 

developed international valuations 

are above their 25 year historical 

average, they remain attractive 

relative to other asset classes.  We 

believe, however, that valuation 

alone is not a good indicator of when to buy or sell, because markets can stay expensive or stay cheap for 

a long time.     

Emerging International:  From our perspective it appears emerging market countries are struggling with 

their economic resilience while attempting to control the spread of COVID.  China, the Goliath of 

emerging economies, and more than 35% of the MSCI EM index, continues to grapple between economic 
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growth and a zero COVID policy.  Reports continue of China COVID lock downs with negative 

economic impacts.8 While emerging market valuations remain near their historical average valuation, they 

continue to appear attractive relative to developed international equity valuations and U.S. equity 

valuations. 

 

Fixed Income Investments 

The Federal Reserve accelerated their normalization plans during Q4 as inflation jumped.  The Federal 

Reserve accelerated the reduction of bond purchases in the secondary market, and it is anticipated bond 

purchases will be ending by March 2022.  Furthermore, the Federal Reserve has begun signaling their 

intention to raise short-term interest rates shortly thereafter.  So far, the Fed has done an excellent job 

communicating their intentions and avoiding a taper tantrum like we experienced in 2013.  The Federal 

Reserve remains focused on COVID’s impact on the economic data, and only time will tell how 

aggressively the Federal Reserve will act.  With interest rates still low and potentially increasing further, 

it will be difficult to find real income and positive returns in core public fixed income markets.  We firmly 

believe investors need to consider other fixed income investment strategies to navigate this low and rising 

interest rate environment.  As we think about investing in publicly traded fixed income during a rising 

rate environment, we continue to diversify across short- and long-term investment grade core bonds 

(government, municipal, and corporate) for their diversification from equity market risk, but we also like 

unconstrained fixed income strategies, international fixed income, floating rate loans, high yield, and 

liquid alternatives in this market. 

 

 

 

With short-term interest rates still at or near zero and longer-term interest rates still very low, investors 

should continue to consider their other options for generating income.  Investors should expect to take on 

more credit risk, more interest rate risk, and/or liquidity risk to increase income.  One challenge is that 

increasing credit risk or interest rate risk also increases price volatility of the bonds.  If investors can 

assume illiquidity with their credit risk, then private credit and private real estate can potentially generate 

higher income with less price volatility when compared to publicly traded peers.  If investors prefer to 

maintain liquidity, then in some circumstances, investors can take a total return approach when seeking 

income.   
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Extended credit (high yield bonds and floating rate loans) both appear expensive relative to their history 

as spreads are near their all-time lows.  From a yield perspective, however, the sub-asset class remains 

attractive when compared to other publicly traded bond yields.  High yield bond defaults have been 

declining from their 2020 peaks and are below their 30-year average.  We continue to emphasize that 

strong credit underwriting and active management is paramount during default cycles, where avoidance 

of, and underweights to, the riskiest bonds should prove beneficial.  If investors can assume illiquidity, 

then private credit can potentially generate higher income with less price volatility when compared to 

their publicly traded peers. 

 

Alternative Investments 

It may be difficult to repeat recent years of strong equity market returns with today’s rising interest rates 

and higher inflation.  As a result, we continue to like alternative investments for portfolio diversification.  

We like liquid hedge funds with the right risk and return profile to diversify away from equity market risk 

and interest rate risk.  When selected carefully, we believe that allocations to alternative investments can 

be helpful in managing portfolio volatility, diversifying sources of risk, adding low correlated returns, and 

thereby enhancing risk-adjusted returns.  In this low interest rate environment, we continue to like and use 

global macro strategies, merger arbitrage strategies, and option strategies for liquid hedge fund exposure.   

Commercial real estate continues to recover from the COVID pandemic.  Median rent rates are increasing 

across multi-family, office, industrial and retail properties.9  Furthermore, the National Association of 

Realtors® reports cap rates are trending downwards relative to pre-pandemic levels, even as interest rates 

increase.  The multi-family market has the lowest cap rate among core property markets at 5.2%.9 The 

office market median cap rate was 7.0%, the industrial median cap rate was 6.5%, and the retail market 

median cap rate was 7.0%.9  

Broad commodities were one of the 

best performing asset classes in 2021, 

as energy prices rebounded with the 

economy.  We continue to hold a 

small allocation to commodities 

because of their diversification of 

risks, low correlation with other asset 

classes, and as a hedge against 

inflation.  For these reasons we 

maintained a small allocation to a 

broad basket of commodities and gold 

through specific ETFs.     

We continue to see opportunities and 

invest in private investments such as 

private equity funds, private debt 

funds, and private real estate funds.  These asset classes are complex, less regulated, and different than 

their publicly traded peers.  Choosing the correct manager in these asset classes is key and the dispersion 

of returns are wide.  Our experience and exposure give us perspective on current terms, fees, investment 

strategies, etc. available today and allows us to compare private investment opportunities for our clients 

who qualify, understand, and desire this type of investment exposure.  We welcome these conversations. 
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Conclusion 

U.S. economic data continues to evolve, and we anticipate the economy and markets to return closer to 

their pre-COVID trend in 2022.  Inflation is showing signs of slowing, but ultimately will be determined 

by the economy’s ability to successfully navigate shortages, bottlenecks, and transportation issues.  

Employment continues to improve and is near the full employment target of the Federal Reserve.  Equity 

markets surged during Q4, and valuations remained high at year end with strong earnings expectations.   

It remains difficult for investors to find real income in public fixed income markets, and investors that 

want to increase income need to take on more interest rate risk, credit risk, or liquidity risk to increase 

income.  We continue to see and invest in opportunities within private investments such as private equity 

funds, private debt funds, and private real estate funds, but these investments are less regulated, more 

complex, and illiquid.   

We continue to advocate for investors to be thoughtful about putting money to work, staying invested, 

rebalancing, and sticking to their long-term plan.  Investors should be prudent about how they diversify 

their assets, manage risks, and refrain from making big directional trades or trying to time the market.  

Afterall, it is about time in the market, not timing the market.  We welcome discussing these and any 

other items of importance with you. 

 

Best Regards, 

The Olympus Wealth Management Team 

Sources:   BlackRock, Eaton Vance, European Central Bank, FactSet, Invesco, JPMorgan, Morningstar Direct, National Association of 

Realtors®, Northern Trust, The Federal Reserve, U.S. Department of the Treasury, U.S. Department of Commerce Bureau of Economic Analysis, 

U.S. Department of Labor Bureau of Labor Statistics. 

1.  Morningstar Direct 

2.   GDP estimates are prepared on a schedule that requires three successive estimates – “advance”, “preliminary” and “final”.  The advance 

estimate is prepared approximately 1 month after the end of the quarter.  In most cases, the sources data for the quarter are not final and are 

subject to revision by the issuing agency.  One month later the preliminary estimate replaces the advance estimate.  The source data used for 

preliminary estimates, particularly the data for the third month of the quarter, are subject to further revision.  One month later the final estimate 

replaces the preliminary estimate.  The final estimate incorporates revisions in source data for the third month of the quarter.  Source:  

http://www.bea.gov/scb/account_articles/national/1093od/maintext.htm 

3. U.S. Department of Labor Bureau of Labor Statistics. 

4. U.S. Bureau of Economic Analysis. 

5.  FactSet. 

6. Federal Reserve press release 12/15/2021. 

7.  Minutes of the Federal Open Market Committee December 15, 2021. 

8.  The New York Times. “Supply Chain Woes Could Worsen as China Imposes New COVID Lockdowns.” 1/16/2022. 

9. The National Association of Realtors®. 1/17/2022. Weekly Real Estate Monitor.   

Olympus Wealth Management, LLC is a Registered Investment Adviser with the United States Securities and Exchange Commission however, 

such registration does not imply a certain level of skill or training and no inference to the contrary should be made. Additional information about 

Olympus Wealth Management, LLC is also available on the SEC’s website at www.adviserinfo.sec.gov. 

This letter is solely for informational purposes. The information contained herein reflects Olympus Wealth Management’s views as of the date of 

this commentary. Such views are subject to change at any time without notice due to changes in market or economic conditions and may not 

necessarily come to pass. Advisory services are only offered to clients or prospective clients where Olympus Wealth Management, LLC and its 

representatives are properly licensed or exempt from licensure. Past performance is no guarantee of future returns. Investing involves risk and 

possible loss of principal capital. No advice may be rendered by Olympus Wealth Management, LLC unless a client service agreement is in 

place. 
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This information and any discussion should not be construed as investment advice or a personalized and individual recommendation, which 

needs to be based on each client’s investment objectives, risk tolerance, and financial situation and needs.  This information is not intended as a 

specific offer of investment services by Olympus Wealth Management, LLC, or its partners.  Investments and opinions are subject to change due 

to market conditions and guidance may not be profitable or realized.  The information contained herein does not take into account the specific 

objectives, financial situation and particular needs of any specific person who may receive this commentary.  

Olympus Wealth Management and its affiliates do not provide tax, legal or accounting advice. This material (including any attachments) has 

been prepared for informational purposes only, and is not intended to provide, and should not be relied on for, tax, legal, or accounting advice. 

You should consult your own tax, legal and accounting advisors before engaging in any transaction.  

Past performance is not indicative nor a guarantee of future  results.  All investment strategies have the potential for profit or loss. Changes in 

investment strategies, contributions or withdrawals, and economic conditions may materially alter the performance of a client’s portfolio.  

The performance for the various asset classes and the asset allocation portfolio shown in the chart on page one, is shown for illustrative purposes 

only and should not be assumed to be the performance of any Olympus strategy or client portfolio.  The performance does not reflect the 

deduction of investment management fees, transaction costs, and other expenses that would be charged in a managed account. The deduction of 

these fees and expenses lowers performance results.  

The asset allocation portfolio performance shown in that chart is hypothetical.  Hypothetical performance results have certain limitations. Unlike 

an actual performance record, hypothetical results do not represent actual trading. Also, since the trades have not been executed, the results 

shown do not take into consideration certain market factors. No representation is being made that the hypothetical results shown will or is likely 

to be achieved. In fact, there are frequently sharp differences between hypothetical performance returns and actual client results. The results 

shown herein are based on historical index performance; however, they are calculated based on a buy and hold strategy and therefore do not 

take into account any material market factors and/or financial risk that may impact investment decisions during the investment times 

contemplated. For example, the ability of an investor to withstand losses or adhere to a particular trading program despite trading losses are 

material points which can also adversely affect actual trading. There are numerous other factors related to the markets in general or to the 

implementation of any specific trading program which cannot be fully accounted for in the preparation of hypothetical results, all of which can 

adversely affect actual trading results. Different types of investments involve varying degrees of risk, and there can be no assurance that any 

specific investment or strategy will be suitable or profitable for a client’s portfolio. There can be no assurances that a portfolio will match or 

outperform any particular benchmark.  

The information and data contained in this commentary do not constitute all the information and data necessary  to  adequately evaluate the 

consequences of investing with Olympus Wealth Management, LLC. Our opinions reflect our judgment as of the date of publication. Investments 

and opinions are subject to change due to market conditions and the opinions and guidance may not be profitable or realized. Working with a 

financial advisor is not a guarantee of future financial success. Investors should understand that statements regarding future prospects may not 

be realized.  

The material contained herein is intended as a general market commentary.  Any links in this document that connect to Web Sites maintained by 

third parties are provided for convenience only.   Olympus Wealth Management, LLC has not verified the accuracy of any information contained 

within the links and the provision of such links does not constitute a recommendation or endorsement of the company or the content by Olympus.  

The prices/quotes/statistics referenced herein have been obtained from sources deemed to be reliable, but we do not guarantee their accuracy or 

completeness, any yield referenced is indicative and subject to change.  References to the performance or characteristics of our portfolios 

generally refer to the discretionary Balanced Model Portfolio constructed by Olympus Wealth Management, LLC.  It is a proxy for client 

performance and may not represent actual transactions or investments in client accounts.  The views and strategies described herein may not be 

suitable for all investors.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument.  To the 

extent referenced herein, real estate, hedge funds, and other private investments can present significant risks, including loss of the original 

amount invested; there are no assurances that the stated investment objectives of any investment product will be met.  Please note:  An investor 

cannot invest directly in an index. 

Any forward-looking statements or forecasts are based on assumptions and actual results are expected to vary from any such statements or 

forecasts. No reliance should be placed on any such statements or forecasts when making any investment decision. OWM is not responsible for 

the consequences of any decisions or actions taken as a result of information provided in this presentation and does not warrant or guarantee the 

accuracy or completeness of this information. No part of this material may be (i) copied, photocopied, or duplicated in any form, by any means, 

or (ii) redistributed without the prior written consent of Olympus Wealth Management, LLC. 

Definitions: 

S&P 500 TR - The S&P 500 Annual Total Return is the investment return received each year, including dividends, when holding the S&P 500 

index. The S&P 500 index is a basket of 500 large US stocks, weighted by market cap, and is the most widely followed index representing the US 

stock market. 

MSCI EAFE NR - The MSCI EAFE Index is an equity index which captures large and mid cap representation across 21 Developed Markets 

countries* around the world, excluding the US and Canada. 

MSCI EM NR - The MSCI Emerging Markets Index captures large and mid cap representation across 27 Emerging Markets (EM) countries*. 

With 1,397 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. 

MSCI ACWI – The MSCI ACWI (All Country World Index) is a market capitalization weighted index that is designed to measure the equity 

market performance of developed and emerging markets. 
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If you no longer wish to receive these communications, please reply to this message with “Unsubscribe”.    

Past performance is not a guarantee of future results. | Not FDIC Insured   May Lose Value   No Bank Guarantee 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source:  Guide to the Markets December 31, 2021 
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