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Markets Have Rallied Significantly Over The Last Year

▪ COVID cases setting daily records, though indications so far suggest milder illness from the new variant

▪ Economic data improved in Q4, and growth forecasts for 2022 remain strong

▪ Monetary policy tilting hawkish, with tapering accelerated to end in March and three rate hikes now projected in 2022

▪ Infrastructure Bill signed in November but ‘Build Back Better’ stalls, putting additional fiscal stimulus at risk

▪ Employment growth picking up but remains disrupted, hourly earnings rising

▪ Inflation has potentially peaked but is expected to remain elevated through first half of 2022

▪ Geopolitical tensions rising in Europe and Asia

▪ Despite high equity valuations, strong earnings forecasts and low interest rates favor stocks over bonds
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S&P 500 Ends the Year Near All-time High as Fear Over Omicron Fades

Equity Market Performance – Last Two Years
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Markets Have Rallied Significantly Over The Last Year

Source:  ACG Research, Bloomberg (as of  December 31, 2021)
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Risk Assets (ex. EM and China) Rallied in 2021 While Safe Assets Lagged

Financial Markets Performance - 2021
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Markets Have Rallied Significantly Over The Last Year

Source:  ACG Research, Morningstar (as of December 31, 2021). The following  indices used as proxy for asset classes: Russell 2000, Bloombar Commodity, S&P 500, MSCI EAFE, MSCI Emerging Markets, MSCI China, Bloombar US Corporate High 

Yield, Bloombar US Aggregate, Bloombar US Treasury
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Despite Surge in Covid Cases, Rising Herd Immunity Expected to Support Economic Growth

Learning To Live With Covid

Source:  ACG Research, Our World in Data (as of December 31, 2021)
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Source:  ACG Research, Oxford Economics (as of December 31, 2021)
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Forecast last quarter

World Growth Outlook Still Positive Next Few Years
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Source:  ACG Research, Bloomberg, Oxford Economics(as of October 31, 2021)

US GDP Advances Past Pre-Covid Level, Other Developed Nations Still Catching Up
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Positive Growth Trends Across Regions
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Source:  ACG Research, Bloomberg, St. Louis Federal Reserve (as of December 31, 2021). Balance Sheet Projection based on previous asset reduction pace and guidance from Fed meeting minutes. 

Monetary Policy Still Supportive, but Less Supportive Going Forward
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Monetary Tailwinds Set to Slow
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Source:  ACG Research, Bloomberg, University of Michigan (as of December 31, 2021)

Consumer Sentiment May be Low, but Spending Remains Positive, Supported by High Personal Savings
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High Savings Sustains Consumer Spending
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Source:  ACG Research, Bloomberg, Bureau of Labor Statistics (as of December 31, 2021)

Overall Jobs Recovery Continues, but Labor Shortages Persist
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Labor Market Conditions Have Improved Dramatically
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Fund Managers Now Fear the Fed More Than Inflation

Source: ACG Research, BofA Global Fund Manager Survey (as of December 31, 2021)
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Current Risk Factors

History of top answers for “biggest tail risk” in Global Fund Manager Survey
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Challenging Yield Environment Remains

Source:  ACG Research, Bloomberg (as of December 31, 2021)

Government Bond Yield Only Slightly Above Dividend Yield; Credit Spreads Remain Tight 
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S&P 500 Div 10-Yr US Treasury

25-Year Avg. 1.87% 3.66%

Current 1.27% 1.51%

US IG US HY

25-Year Avg. 145 517

Current 92 283
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Inflationary Spike Further Dampens Fixed Income Yields

Source:  ACG Research, Bloomberg (as of December 31, 2021)

Corporate Credit Yields Currently Below Inflation Rate; Low Rates Support Equity Valuations
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Where Investors Are Finding Yield

Source:  ACG Research, Bloomberg (as of December 31, 2021)

Investors Balance the Search for Income with Preservation of Capital 
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Past Tapering Trends Suggest a 2022 Rate Rise Could be Moderate 
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Reduced Fed Purchases will be Offset by Reduced Issuance
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Inflation Expectations: After Recent Surge, Forecasts Point to Normalization

Conflicting Inflationary Signals

Source:  ACG Research,  Oxford Economics, Bloomberg  (as of November 30, 2021)
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Deflationary Signals Inflationary Signals

-Demographic trends (lower birth rate, aging population) -Fed accomodation

-Technological innovations -Consumer demand induced by economic recovery

-Stagnant wage growth -Fiscal policy support

-Unemployment -Weaker USD

-High savings rate -Supply chain disruption

-Reduced velocity of money -Deglobalization

-Inequality -Reduced competition
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Current Inflation Overshooting Expectations; Expected to Moderate in Late 2022

Source: ACG Research, Oxford Economics, Bloomberg (as of November 30, 2021)
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Conflicting Inflationary Signals
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Equities Have Historically Performed Well in High Growth/High Inflation Environments

Equity Returns During Different Inflationary Environments
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Real Equity Returns since 1970

Source:  ACG Research, Bloomberg,  Fama/French

(43) (34) (63) (67) (43) (34) (63) (67)

( ) = number of occurrences. Returns are average 1 year rolling quarterly
High inflation represents annual periods where inflation is greater than 4.0% (50-year average)
High growth represents annual periods where US GDP growth is greater than 2.7% (50-year average)

Current Forecasts suggest this as the 

most likely environment in the near-term
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P/E Multiples Could Remain Elevated if Rates Remain Low

▪ Based on several metrics, the S&P 500 Index appears expensive (12/31/21 closing price of $4766)

▪ Consensus earnings estimates for 2022 ($223) suggest a forward p/e of 21.37x (vs. 25-year average of 16.7x)

▪ Consensus estimates are higher for 2023 ($245) yet the forward p/e for ‘23 is still 19.42x (vs. 25-year average of 16.7x)

Equity Valuations Still High

Source: FactSet, FRB, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management

Valuation 

Measure Description Latest

25-year

avg.

Std. dev. 

Over-/under 

valued

P/E Forward P/E 21.37 16.72 1.3

Div. Yield Dividend Yield 1.27% 2.00% 1.97

P/B Price to book 4.41 3.08 1.66

EY Spread EY Minus Baa Yield 1.35% 0.16% -0.60
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Earnings Will Be Key to Sustaining Future Equity Returns

P/E Multiple Expansion Pricing in Earnings Recovery; Non-US Equities Remain at a Discount to US

Source: ACG Research, Bloomberg, Robert Shiller (as of December 31, 2021)
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Current Valuations/Yields Likely to Weigh on Longer-Term Future Returns

Return Outlook Remains Muted Relative to Prior Decade

Source: Bloomberg, Factset, Yardeni Research, * represents ACG’s Intermediate-Term CMAs
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Still Waiting for Non-US and Value Equities to Outperform

Potential Rotations: Cyclical Recoveries Favor Non-US and Value

Source: ACG Research, Bloomberg, MSCI, Morningstar (as of December 31, 2021)
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ACG’s 2022 Intermediate-Term Capital Market Assumptions

Return Opportunities Over Next 10 Years
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Source: Bloomberg, ACG Research (as of September 30, 2021)

Private Real Estate Yields Remain Attractive Relative to Fixed Income and Public Real Estate 
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Alternative Sources of Return – Real Estate

NCREIF ODCE Income Return 

(Annualized), 4.04%

10-Year Treasury Rate, 1.49%
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Source: AEW, CoStar, ACG Research (as of September 30, 2021)

Real Estate Recovery Varies by Property Type but the Overall Trend is Positive
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Real Estate Fundamental Continue to Strengthen
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Source: S&P LCD, CIBC Capital Markets, GF Data, ACG Research (as of March 31, 2021)

Valuation Discount Exists in Private vs. Public Markets and in Small vs. Large Private Transactions
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Alternative Sources of Return - Private Equity
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Source:  Renaissance Capital, PitchBook, ACG Research (as of June 30, 2021)

Venture Capital Exit Volume is at Record Levels, with Activity Increasingly Dominated by IPO vs. M&A Activity
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Monetary Policy – Tilting Hawkish, but Remains Balanced

Growth Could Falter

▪ Consumer demand weakens with new 
Covid variants

▪ Renewed restrictions to fight virus

▪ Risk of revenue / earnings shortfalls

▪ Labor markets far from fully recovered

▪ GDP forecast to revert to modest 
growth of pre-pandemic

▪ Recent economic data surprising to the 
downside

Substantial Further Progress has Been 
Made

▪ GDP has surpassed pre-pandemic levels

▪ Consumer demand remains strong

▪ Financial markets continue to rally

▪ Improving trade flows

▪ Inflation remains high

▪ Labor shortages leading to wage 
growth

Neutral

▪ GDP improved but remains below pre-
pandemic trend

▪ Debt and deficits remain elevated

▪ Inflation rise is transient

▪ Unemployment improving

▪ Covid variants a threat but vaccination 
levels improving
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Fed Presidents’ Voting Rotation Tilts Hawkish in 2022, but New Governor Appointees Likely to Tilt Dovish

Governors  Brainard Powell Vacant Clarida/Vacant Waller

Bowman Vacant

Dove Hawk

Bostic*

Presidents   Kashkari Evans* Williams*/** Barkin* Harker Bullard**

Daly* Mester** George**

Montgomery** Black

* Voting in 2021

** Voting in 2022

28



High Frequency Data Shows Recovery Slowing, But Not Off Track

Source: Oxford Economics
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Economy – Recent Disruptions Mostly Impacting Smaller Businesses

▪ The US Recovery Tracker recorded its second straight loss in the week ended Dec. 24, down 0.3ppts to 97.7. Typical

weakness ahead of the holiday season partly explains the lower reading, though Covid-19 shares in the blame.

▪ Lower employment, weaker production, and worsening health conditions are responsible for the lower reading. But

stronger demand, fairly stable mobility, and looser financial conditions mean that the recovery hasn’t gotten off-

track.

Oxford Economics’ Recovery Tracker
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Evolving

Global Growth 

Dynamics

Heightened Risk 
Factors

Challenging Yield 
Environment

Conflicting 
Inflationary Signals 

Demand for 
Responsible 

Investment and 
Diversity

Return Expectations

Key Themes

ACG’s 

Disciplined 

Process 

ACG’s Investment Committee outlines key themes that will drive investment returns over the intermediate term. In this quarterly update, we highlight

market and economic factors that support each theme.
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Path of recovery will

vary by region, sector, 

demographics, pace of 

vaccine, and impact of 

new variants

Pandemic, cyber 

attacks, geopolitical 

tensions, trade 

agreements, political 

regime changes, central 

bank policy mistake

Negative real yields; 

diverging central bank 

policies
Money supply high and 

velocity low, labor 

market improving but 

confidence still 

subdued; supply chains 

disrupted but improving 

ESG awareness has 

accelerated during 

COVID; more holistic 

portfolio approach

Low yields, narrow spreads, 

elevated equity valuations 

still a challenge, but ongoing 

stimulus and cash on 

sidelines could propel 

markets higher in near-term
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Implementation Strategies

▪ Embrace global diversification, with a modest reserve of dry powder

▪ Private strategies and long/short equity can limit near-term price impacts

Heightened Geopolitical & Social Risks

▪ Shorter-dated fixed income and floating rate securities protect against inflationary surprise

▪ Diversified real assets can provide enhanced income amid rising prices

Conflicting Inflationary Signals

▪ Maintain long-term strategic allocations

▪ Pursue active/focused/opportunistic strategies in less efficient markets

Evolving Global Growth Dynamics

▪ Maintain high-quality core fixed income exposures for portfolio ballast

▪ Incorporate “non-traditional” strategies for flexibility and yield enhancement

Challenging Yield Environment

▪ Consider a high-quality portfolio orientation

▪ Opportunities in both stocks and bonds for impact oriented investment

Demand for Responsible Investment

▪ Revisit overall risk tolerance and investment objectives

▪ Focus on strategic plan versus frequent tactical shifts

Muted Return Expectations

©2022 Asset Consulting Group All Rights Reserved
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG believes to be reliable, no representation or

warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does not itself endorse or guarantee, and does not itself assume liability whatsoever for, the

accuracy or reliability of any third party data or the financial information contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”, “project”, “estimate”, or any variations thereof. As a

result of various uncertainties and actual events, including those discussed herein, actual results or performance of a particular investment strategy may differ materially from those reflected or contemplated in

such forward-looking statements. As a result, you should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a range of possible outcomes and assist in making

educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that

are derived from proprietary models based upon well-recognized financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or

different estimates may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in deriving the probability distributions,

(ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment results and are not guarantees of

future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any estimate of what could have been an investment strategy’s performance is likely to differ

from what the strategy would actually have yielded had it been in existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be

incorrect, inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will experience returns comparable to those shown in the

analysis contained in this report. For example, market and economic conditions may change in the future producing materially different results than those shown included in the analysis contained in this report.

Any comparison to an index is for comparative purposes only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such matters. No assurance can be given that the

investment objectives described herein will be achieved and investment results may vary substantially on a quarterly, annual or other periodic basis. There is no representation or warranty as to the current

accuracy of, nor liability for, decisions based on such information.

© 2022 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies, techniques, and processes set forth herein, including

any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted by any means without the express written consent of Asset Consulting Group.
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