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Recalibrating Expectations

US and non-US developed 
equity markets ended the 
year on a high note, with the 
S&P 500 and the MSCI EAFE 
indices posting gains of 28.7% 
and 11.3%, respectively.  The 
MSCI Emerging Index ended 
with a slight decline of -2.5%.  
The year began with an ex-
traordinary amount of opti-
mism and high expectations, 
as vaccinations and a better 
understanding of how to treat 
COIVD-19 brought a sense that 
the worst was behind us in terms of the economic fallout from the pandemic.  Around 
the globe, a herculean effort made it possible for 4.5+ billion people (60% of the world’s 
population) to be vaccinated in record time.  As infection rates declined, governments 
quickly dropped restrictions and economic activity resumed at a breakneck pace.  A 
FRPELQDWLRQ�RI�DFFRPPRGDWLYH�PRQHWDU\�SROLFLHV��¾VFDO�VWLPXOXV��UHGXFHG�ODERU�VXSSO\��
and savings built up during the pandemic led to record levels of demand.  In the fourth 
TXDUWHU��LQ¿DWLRQ�WRRN�FHQWHU�VWDJH�DQG�H[SHFWDWLRQV�DURXQG�)HGHUDO�5HVHUYH�SROLF\�
and economic growth shifted.  This new apprehension was mostly observable in US 
consumer sentiment surveys, which trended downward, contrasting with the positive 
data coming from economic indicators. 

Long-term investors should 
expect the process of re-
calibrating expectations to 
be bumpy.  However, it can 
also be highly beneficial, 
as the volatility created by 
this uncertainty generates 
the potential for favorable 
investment opportunities, 
especially for managers that 
employ rigorously researched 
portfolios.
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Quarterly Highlights 

,Q�WKH�86��ULVLQJ�FDVHV�RI�WKH�2PLFURQ�YDULDQW��LQ¿DWLRQ��DQG�WKH�SURMHFWHG�SDFH�RI�WKH�
)HGHUDO�5HVHUYHµV��²WKH�)HG³��DVVHW�WDSHULQJ�DQG�SRVVLEOH�LQWHUHVW�UDWH�LQFUHDVHV�PDGH�
for a cloudy macroeconomic picture. However, economic indicators showed that the 
economy overall remained stable. Employment growth during the fourth quarter was 
SRVLWLYH�ZLWK����N�SOXV�MREV�FUHDWHG�LQ�D�WLJKW�ODERU�PDUNHW��,Q�DGGLWLRQ��WKH�0DUNLW�86�
Manufacturing and Services Purchasing Managers’ Index (PMI) surveys for December 
came in at 57.5 and 57.6, respectively, indicating that even with the Omicron wave, 
demand growth for goods and services remains on a solid footing.

Supply-chain disruptions and a shortage of goods and materials coupled with strong 
GHPDQG�IURP�FRQVXPHUV�OHG�WR�D�UHFRUG�EUHDNLQJ�VXUJH�LQ�LQ¿DWLRQ���&3,�GDWD�UHOHDVHG�
in December showed that consumer prices rose 6.8% in the twelve months ended in 
1RYHPEHU��WKH�ELJJHVW�LQFUHDVH�VLQFH��������6LPLODUO\��SURGXFHU�SULFHV�MXPSHG�������
WKH�ODUJHVW�UHFRUGHG�¾JXUH�VLQFH��������:KLOH�WKH�SULFHV�SDLG�E\�86�FRQVXPHUV�IRU�YDU-
ious goods increased, especially worthy of note were used car and home prices, which 
rose 37.3% and 18.1% year over year, respectively.  A limited supply of new cars due to 
supply-chain issues and increased demand pushed up both new and used cars prices.  
Demographic changes, shifting workplace dynamics, heightened investor activity, and 
ORZ�PRUWJDJH�UDWHV�IXHOHG�KRXVLQJ�GHPDQG�MXVW�DV�WKH�VXSSO\�RI�KRPHV�DYDLODEOH�IRU�
sale reached an all-time low.  Phoenix posted the largest gains of any metro area, with 
home prices in the area rising 30.5%.  Cities posting the next-largest gains were Las 
Vegas (24.1%), San Diego (21.8%), Denver (18.4%), and Miami (16.6%).  

The Federal Open Market Committee (FOMC) began the process of moving away from 
the extraordinary liquidity it provided during the height of the pandemic. Over the course 
of 2021, the balance sheet of the Fed grew by $1.4 trillion (to $8.8 trillion). Asset growth 
has been driven exclusively by the Fed’s purchases of US treasuries and agency mort-
gages, which equaled between $90-120 billion (net) per month during the quarter. At 
its November meeting, the FOMC announced a $15 billion tapering of asset purchases 
starting in November (from $120 billion to $105 billion) and a total $30 billion tapering 
of (the original) asset purchases each month beginning in December (from $120 to $90 
billion); at this pace, the FOMC’s asset purchases will end in March 2022. Meanwhile, 
WKH�'HFHPEHU�PHHWLQJ�ZDV�QRWDEOH�LQ�WKDW�WKH�6XPPDU\�RI�(FRQRPLF�3URMHFWLRQV�
�6(3��UHYHDOHG�WKDW�WKH�PHGLDQ�)HG�ERDUG�PHPEHU�DQG�EDQN�SUHVLGHQW�SURMHFWV�WKUHH�
interest-rate increases by the end of 2022 (from one prior) and, separately, the median 
PHPEHU�DQG�SUHVLGHQW�SURMHFWV�D�WRWDO�RI�VL[�LQWHUHVW�UDWH�LQFUHDVHV�E\�WKH�HQG�RI������
(from three to four prior).

After extensive and contentious negotiations over its scope and focus, Congress passed 
a slimmed down $ 1.2 trillion bi-partisan infrastructure bill, which was quickly signed into 
law by President Biden.  The Infrastructure Investment and Jobs Act includes funding 
for broadband access, clear water, electric-grid renewal, and transportation and roads 
SURSRVDOV���7KH�ELOO�GLG�QRW�LQFOXGH�PXFK�RI�3UHVLGHQW�%LGHQµV�²%XLOG�%DFN�%HWWHU³�SODQ��
ZKLFK�LQFOXGHG�VWLSXODWLRQV�IRU�²VRFLDO�LQIUDVWUXFWXUH³�DQG�D�SURSRVDO�IRU�WDFNOLQJ�FOLPDWH�
change; negotiations for the plan remain ongoing, but concerns over priorities, costs, 
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DQG�WKH�SRWHQWLDO�LPSDFW�RQ�LQ¿DWLRQ�KDYH�VW\PLHG�SURJUHVV�

The rapid spread of the Omicron variant and record numbers of infections in several 
countries prompted governments across the Eurozone to tighten social restrictions.  
+RZHYHU��RYHUDOO�HFRQRPLF�JURZWK�UHPDLQHG�SRVLWLYH�DFURVV�WKH�UHJLRQ��DV�LW�EHQH¾WHG�
from an increase in global demand and consumer spending.  The IHS Markit’s Com-
posite PMI came in at 53.3 in December, holding above the 50 mark separating growth 
from contraction. 

In December, Olaf Scholz became chancellor of Germany, succeeding Angela Merkel, 
who had helmed Europe’s largest economy for 16 years.  While Mr. Scholz has called the 
SDQGHPLF�KLV�LPPHGLDWH�SULRULW\��KH�KDV�RXWOLQHG�D�QXPEHU�RI�RWKHU�REMHFWLYHV��LQFOXGLQJ�
upgrading infrastructure to modernize the economy, accelerating measures to combat 
climate change, and increasing the minimum wage and social housing assistance. 

At its most recent meeting, the European Central Bank (ECB) maintained its current 
interest-rate policy but stated it would stop buying assets under its Pandemic Emergency 
Purchase Program in March 2022.  To smooth the transition, the ECB will temporarily 
H[SDQG�DQRWKHU�ERQG�EX\LQJ�SURJUDP���$OWKRXJK�LQ¿DWLRQ�VXUJHG�WR������LQ�1RYHPEHU��
the highest number on record for the 19-country currency bloc and more than twice the 
ECB’s 2% target, policy makers at the ECB continue to forecast a decline back to 1.9% 
by the end of 2022.  In their post-meeting commentaries, policy makers signaled that 
any move towards a tighter monetary policy would occur slowly due to the economic 
uncertainty caused by the pandemic.  ECB President Christine Lagarde has reiterated 
WKDW�DQ�LQWHUHVW�UDWH�LQFUHDVH�LQ������ZRXOG�EH�²YHU\�XQOLNHO\�DV�FRQGLWLRQV�WR�UDLVH�UDWHV�
DUH�YHU\�XQOLNHO\�WR�EH�VDWLV¾HG�QH[W�\HDU�³

China’s economic momentum slowed from earlier in the year due to turmoil in the prop-
erty and energy sectors, supply-chain issues, and the ongoing COVID-19 pandemic.  
Economic Indicators were mixed, with some pointing towards slowing retail sales and 
investment growth.  One bright spot was factory output, which ended the year on a 
VWURQJ�QRWH��EHQH¾WLQJ�IURP�DQ�HDVLQJ�RI�VXSSO\�FKDLQ�FRQVWUDLQWV�DQG�LQFUHDVHG�HQHUJ\�
SURGXFWLRQ���7R�HQVXUH�WKH�FRXQWU\�UHPDLQV�RQ�LWV�JURZWK�WUDMHFWRU\��WKH�3HRSOHµV�%DQN�RI�
China (PBOC) cut its reserve requirement ratio by 50 basis points, effective December 
15 (its second such move this year). 

The housing sector, which contributes an estimated 25-30% of China’s economic output 
and serves as a favored vehicle for holding personal wealth, remained under pressure 
as policy makers seek to root out speculation.  China Evergrande Group and Kaisa 
Group Holdings, two of the country’s largest developers, entered restructuring talks 
with creditors after defaulting on their bond payments.  The companies’ restructurings 
followed a wave of defaults among smaller developers and coincide with a widespread 
slowdown in the housing market.  

A virtual summit between President Joe Biden and his Chinese counterpart Xi Jinping 
did little to improve the strained trade relationships between the two countries.  China 
issued new regulations on overseas share sales by domestic companies, while the Biden 



2021 / Q4 4Global Market Summary

administration extended the Trump-era ban on US investments in Chinese companies 
that it deems owned or controlled by China’s military and added a dozen companies to 
LWV�EODFNOLVW��DOVR�VLJQLQJ�D�ELOO�WKDW�HIIHFWLYHO\�EDQV�86�LPSRUWV�IURP�;LQMLDQJ�SURYLQFH���

$IWHU�D�GLI¾FXOW�WKLUG�TXDUWHU�IRU�JURZWK��HFRQRPLF�DFWLYLW\�LQ�-DSDQ�UHERXQGHG�GXULQJ�
WKH�IRXUWK�TXDUWHU���$FFRUGLQJ�WR�GDWD�IURP�WKH�FDELQHW�RI¾FH��-DSDQµV�VHUYLFH�VHFWRU�
sentiment index rose to 56.4 in December, its fourth straight month of increases, and 
LQGXVWULDO�SURGXFWLRQ�MXPSHG������LQ�1RYHPEHU��LWV�ODUJHVW�JDLQ�VLQFH�������DV�LW�EHQ-
H¾WHG�IURP�D�UHFRYHUHG�DXWR�LQGXVWU\���-DSDQµV�WZR�ODUJHVW�DXWR�PDQXIDFWXUHUV��7R\RWD�
and Honda, announced they’ll be returning to usual levels of production by year end.   
Household spending experienced modest gains as well, with goods consumption and 
restaurant spending picking up.  

'XULQJ�KLV�¾UVW�SROLF\�VSHHFK��3ULPH�0LQLVWHU�)XPLR�.LVKLGD�QRWHG�D�QHHG�IRU�IDLUHU�GLV-
tribution and economic growth.  Early signs suggest the government will continue with 
programs adopted by Shinzo Abe, including aggressive monetary policy and sustained 
structural reform.  In November, Kishida’s government agreed to a larger-than-expected 
������WULOOLRQ�¾VFDO�VWLPXOXV�SDFNDJH���7KH�SDFNDJH�LQFOXGHV�GLUHFW�FDVK�WUDQVIHUV�WR�
KRXVHKROGV��D�UHLQVWDWHPHQW�RI�WKH�²*R�7R�7UDYHO³�FDPSDLJQ��WD[�EUHDNV�IRU�FRPSDQLHV�
to raise wages, more funding for universities, and digitalization of rural areas to increase 
productivity.  It also includes money to raise semiconductor manufacturing capacity. 

In its most recent policy meeting, the Bank of Japan (BOJ) reduced emergency pandemic 
IXQGLQJ�EXW�PDLQWDLQHG�LWV�XOWUD�ORRVH�SROLF\�DQG�H[WHQGHG�¾QDQFLDO�UHOLHI�IRU�VPDOO�¾UPV���
BOJ Governor Haruhiko Kuroda stressed that the roll-back of emergency funding was in 
no way a prelude to a full-blown withdrawal of monetary stimulus, positioning the BOJ 
as one of the most dovish central banks for the foreseeable future.

The Bloomberg Commodity Index ended the quarter down 1.6%, with gains in met-
als being the largest contributor to performance.  November presented a challenging 
month, as the pace of the Fed’s asset tapering took form and fears increased over rising 
Omicron-variant cases.  Industrial metals rose 8.6% (Bloomberg Industrial Metals Sub-
index), outperforming all other Bloomberg Commodity sub-index constituents, ending 
energy’s three-quarter streak.  Precious metals also performed well during the quarter, 
recognizing gains of 4.3% (Bloomberg Precious Metals Subindex), with modest price 
gains for gold and silver, although the latter was one of the biggest commodity disap-
pointments of 2021.  Agriculture posted a positive performance of 6.3% (Bloomberg 
Agriculture Subindex), with hearty gains recorded for corn, cotton, Kansas wheat, and 
coffee. The only detractor to performance during the quarter was energy, which post-
ed -13.0% (Bloomberg Energy Index); this decline can be attributed to a sharp fall in 
the price of natural gas.  Even with energy’s recent pullback in price, it remains one of 
the top-performing commodity groups on a one-year change basis, posting a 52.1% 
increase in price.
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Economic Indicators 

The US economy added 823,000 
MREV�RYHU�WKH�IRXUWK�TXDUWHU�LQ�
what was reported to be a tight 
ODERU�PDUNHW���'HFHPEHUµV�MREV�
report showed a steady rate of 
additions, with 199,000 new 
MREV�FUHDWHG���2YHU�������WKH�
US civilian labor force added 
�����PLOOLRQ�MREV�DW�DQ�DYHUDJH�
of 135,000 per month.  Non-
farm employment has increased 
by 18.8 million since its trough 
in April 2020 but is down by 
3.6 million (-2.3%) from its 
pre-pandemic level in Febru-

ary 2020.  In December, notable segments included hospitality and leisure (+53,000), 
business services (+43,000), manufacturing (+26,000), construction (+22,000), and 
WUDQVSRUWDWLRQ�ZDUHKRXVLQJ�������������1R�VHJPHQWV�UHSRUWHG�PHDQLQJIXO�MRE�ORVVHV�
for the month. The unemployment rate continued to fall, reaching a recent low of 3.9% 
in December, with the current number of unemployed persons at 6.3 million, still above 
February 2020 levels.  Labor-force participation closed the year at a rate of 61.9%, up 
slightly from 61.5% twelve months prior and 1.5% below its February 2020 level.  

The Consumer Price Index for 
All Urban Consumers (CPI-U) 
continued to increase, as it 
has each month since June 
2020.  Most recently, the CPI-U 
increased at 0.9%, 0.8%, and 
0.5% over October, November, 
and December, respectively.  
Over the twelve months ended 
December, the all-items index 
increased by 7.0% before sea-
VRQDO�DGMXVWPHQW��WKH�ODUJHVW�
single-year increase since 
1982.  The price of energy led 
with a 29.3% increase, with 
the price of gasoline increasing 49.6% over the year.  The core index (CPI-U less food 
and energy) rose 5.5% from December 2020, led by an increase of 37.3% in the price 
of used cars and trucks due to supply-chain disruption affecting the manufacturing of 
car components.  
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Market volatility, as measured 
by the VIX Index, closed the 
¾UVW�TXDUWHU�RI������DW�������MXVW�
EHORZ�LWV�¾YH�\HDU�DYHUDJH�RI�
18.4 and in line with pre-pan-
demic levels.  The decrease 
since the end of last quarter 
UH¿HFWV�FRQWLQXHG�HFRQRPLF�
strength coupled with an eq-
uity market buoyed by strong 
earnings announcements.

7KH�LQ¿DWLRQ�DGMXVWHG�JURZWK�
of US GDP slowed to 2.3% 
in the third quarter of 2021, 
bucking the above-trend 
growth rate of the preceding 
three quarters.  The increase 
in real GDP in the third quarter 
UH¿HFWHG�LQFUHDVHV�LQ�SULYDWH�
inventory investment, personal 
consumption expenditures, 
state and local government 
spending, and non-residential 
¾[HG�LQYHVWPHQW��ZKLFK�ZHUH�
partly offset by decreases 
LQ�H[SRUWV��UHVLGHQWLDO�¾[HG�
investment, and federal gov-
ernment spending.  

7KH�PRVW�VLJQL¾FDQW�LWHP�ZDV�DQ������LQFUHDVH�LQ�KRXVHKROG�FRQVXPSWLRQ�H[SHQGLWXUHV�
for services, especially transportation (mainly a rebound in international travel), food/
hospitality, and other services.  The increase in state and local government spending 
was led by employee compensation (notably education). 

5HWDLO�VDOHV�LQFUHDVHG�E\������LQ�1RYHPEHU�IROORZLQJ�DQ�LQFUHDVH�RI������LQ�2FWREHU���
Total sales for the preceding twelve-month period were up approximately 16.2%.  Since 
the previous quarter, gas stations saw the biggest uptick in sales, registering an 8.6% 
increase.  Compared to the same period last year, sales during the September through 
November period were higher for gas stations (+46.5%), food service and drinking plac-
es (+32.7%), and clothing stores (+28.1%).  Few segments saw sales increases below 
double digits.  Notably, the slowest sales growth over the past year was in health and 
personal care stores (+7.2%) and building materials retailers (+8.3%). 
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Returns by Style: Performance through December 2021

Q4 2021 YTD Q4 2021 YTD

Large Cap Value 7.4% 23.5% Large Cap Growth 13.7% 31.2%

Mid Cap Value 8.5% 28.3% Mid Cap Growth 2.9% 12.7%

Small Cap Value 4.4% 28.3% Small Cap Growth 0.0% 2.8%

                                      

                                       

  

-20%
-15%
-10%
-5%
0%
5%

10%
15%
20%

D
ec

-1
1

Ju
n-

12

D
ec

-1
2

Ju
n-

13

D
ec

-1
3

Ju
n-

14

D
ec

-1
4

Ju
n-

15

D
ec

-1
5

Ju
n-

16

D
ec

-1
6

Ju
n-

17

D
ec

-1
7

Ju
n-

18

D
ec

-1
8

Ju
n-

19

D
ec

-1
9

Ju
n-

20

D
ec

-2
0

Ju
n-

21

D
ec

-2
1

Small Cap Value vs. Growth
5ROOLQJ�1 <HDU�3HUIRUPDQFH�YV��5XVVHOO�2000

12/31/2011 to 12/31/2021

Growth Value

-30%

-20%

-10%

0%

10%

20%

D
ec

-1
1

Ju
n-

12

D
ec

-1
2

Ju
n-

13

D
ec

-1
3

Ju
n-

14

D
ec

-1
4

Ju
n-

15

D
ec

-1
5

Ju
n-

16

D
ec

-1
6

Ju
n-

17

D
ec

-1
7

Ju
n-

18

D
ec

-1
8

Ju
n-

19

D
ec

-1
9

Ju
n-

20

D
ec

-2
0

Ju
n-

21

D
ec

-2
1

Large Cap Value vs. Growth
5ROOLQJ�1 <HDU�3HUIRUPDQFH�YV��5XVVHOO�7RS�200

12/31/2011 to 12/31/2021

Growth Value



Sector Returns by Capitalization

From a market-capitalization perspective, large-cap equities outperformed mid- and 
small-cap equities over the quarter and year.  Energy was among the top-performing 
sectors across all capitalizations for 2021.  A rebound in demand as the economy picked 
up momentum and higher prices for crude oil and natural gas helped the sector rebound 
IURP�LWV�SDQGHPLF�ORZV��6LPLODU�WR�HQHUJ\��¾QDQFLDOV�ZDV�D�WRS�SHUIRUPLQJ�VHFWRU�DFURVV�
all capitalizations.  Information technology continued to outperform in the large-capi-
talization part of the market, but the sector had more muted performance across mid- 
and small-cap areas.  Healthcare also exhibited a large spread in performance across 
different capitalizations.  Large-cap health was positive for the year, as pharmaceutical 
stocks performed well, while small-cap healthcare declined 17.6% due to biotech. 

Global Equity Ratios (source: MSCI - data sourced ‘as is’)
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U.S. Large Cap U.S. Mid Cap U.S. Small Cap

4Q2021 YTD 4Q2021 YTD 4Q2021 YTD

Basic Materials 15.5 12.8 11.8 38.6 6.3 24.4

Consumer Goods 13.2 19.2 10.3 14.9 4.9 11.3

Consumer Services 10.9 17.8 2.6 16.3 1.1 28.4

Financials 5.1 34.6 5.9 36.0 6.0 30.0

Healthcare 11.8 26.7 0.1 12.1 -10.5 -17.6

Industrials 2.9 11.0 10.1 26.1 8.2 25.4

Oil & Gas 9.1 54.9 6.0 45.3 -3.9 38.2

5HDO�(VWDWH 19.8 41.0 12.6 37.5 10.0 27.5

Technology 16.0 41.8 4.3 14.2 5.2 14.2

Telecommunications -2.0 3.4 6.4 16.9 5.0 15.7

Utilities 13.4 21.2 12.0 16.2 12.1 10.0

6RXUFH��5XVVHOO�,QYHVWPHQWV�	�,QGXVWU\�&ODVVL¾FDWLRQ�%HQFKPDUN
/DUJH�&DS��5XVVHOO�7RS�����,QGH[��0LG�&DS��5XVVHOO�0LG�&DS�,QGH[��6PDOO�&DS��5XVVHOO������,QGH[
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Global Equity Performance

*OREDO�HTXLWLHV�SHUIRUPHG�VWURQJHU�LQ�WKH�¾QDO�TXDUWHU�RI������DV�LQYHVWRUV�IRFXVHG�RQ�
economic resilience and corporate earnings.  Global equity markets were led by the US, 
which continued its steady march to new, all-time highs.  The MSCI All Country World 
Index (ACWI) gained 6.7% over the quarter and closed 2021 up 18.5%. 

The S&P 500 gained 11.0% in the fourth quarter, bringing its year-to-date performance 
WR��������PDNLQJ�LW�WKH�EHVW�SHUIRUPLQJ�PDMRU�PDUNHW�RI�WKH�\HDU���7HFK��HVSHFLDOO\�VHPL-
conductors, was especially strong as a result of the ongoing supply/demand imbalance 
IRU�FRPSXWHU�FKLSV���5HDO�HVWDWH�DOVR�SHUIRUPHG�ZHOO��DV�LQYHVWRUV�EHOLHYH�WKH�SRVLWLYH�
outlook for e-commerce could lead to further demand for industrial warehousing. 

The MSCI EAFE Index gained 
2.7% in the quarter, bringing 
its year-to-date performance 
to 11.3%.  In Q4, the MSCI 
Europe Index gained 5.7%.  
The MSCI Japan fell by 4.0%, 
erasing the previous quarter’s 
gain.  European stocks rounded 
out the year with a 14.9% gain, 
while their Japanese counter-
parts languished at 1.7% due 
to weakness in China.  Much 
like the US market, European 
stock markets, including that of 
the UK, were led by strong returns in the IT hardware and semiconductor sectors.  Many 
European countries instituted increased restrictions on travel and leisure in response 
to surging Omicron-variant infection rates, which negatively impacted related sectors.  
However, the broader picture 
was positive, as corporate 
earnings improved and the 
outlook for economic growth 
VROLGL¾HG�GHVSLWH�KHDGZLQGV�
caused by the pandemic.  
Switzerland and France were 
the best-performing markets 
in Q4, returning 12.8% and 
7.1%, respectively.  Despite 
a decent 5.6% return in De-
cember, German equities were 
one of the worst performers 
LQ�4���EHLQJ�HVVHQWLDOO\�¿DW��
they trailed most other European markets in 2021.  Investors in Germany assumed a 
FDXWLRXV�VWDQFH�DV�WHQVLRQV�ZLWK�5XVVLD�¿DUHG�RYHU�JDV�VXSSO\�DQG�WURRSV�PDVVLQJ�RQ�
the Ukrainian border.  Although there were no surprises or shake ups, the Japanese 
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parliamentary election subdued stocks early in the quarter, as investors weighed the 
likelihood of the new government executing on a proposed stimulus package. 

The MSCI EM Index had another poor showing in the fourth quarter, falling 1.3%.  The 
most pronounced drop was in Eastern European equities in response to heightened 
WHQVLRQV�UHVXOWLQJ�IURP�D�SHUFHLYHG�LQFUHDVH�LQ�PLOLWDU\�SRVWXULQJ�E\�WKH�5XVVLDQ�)HGHU-
ation along the Ukrainian border and in Kazakhstan.  As a result, the MSCI EM Europe 
Index fell 7.7% in the quarter.  Elsewhere in EM, the picture was similarly bleak.  EM 
Latin America fell 2.7% due to a rising dollar dampening exports, while central banks 
ZHUH�OHIW�ZLWK�IHZ�RSWLRQV�IRU�VWLPXOXV�RU�FXUUHQF\�FRQWURO�DV�LQ¿DWLRQ�DOVR�WLFNHG�KLJKHU���
EM Asia (-1.0%) was also hobbled by renewed pandemic-control movement restrictions 
in China following the rapid spread of the Omicron variant.  The MSCI China Index 
ZDV�GRZQ������LQ�4��DQG�¾QLVKHG�WKH�\HDU�KDYLQJ�ORVW�DQ�DVWRQLVKLQJ���������7XUNH\�
(-11.2%) was the worst-performing EM country in the fourth quarter, as the lira rapidly 
GHSUHFLDWHG�DPLG�HYDSRUDWLQJ�FRQ¾GHQFH���7XUNLVK�HTXLWLHV�ORVW�RYHU�����RI�WKHLU�YDOXH�
in 2021.  The few bright spots in EM in Q4 included Taiwan, which performed well due 
to its booming semiconductor industry; it gained 8.4% in the quarter and 26.1% for the 
\HDU���2WKHU�QRWDEOH�SHUIRUPHUV�LQFOXGHG�RLO�SURGXFLQJ�QDWLRQV��ZKLFK�EHQH¾WWHG�IURP�
increased prices of crude.

US Valuations

US Large Cap Equity
Quarter Ending 12/31/2021 Quarter Ending 9/30/2021

Value Growth Value Growth

3ULFH�(DUQLQJV�5DWLR� 21.9 40.5 23.4 42.6

IBES LT Growth (%): 12.8 20.0 12.5 22.6

��<HDU�)RUZDUG�3�(�5DWLR� 17.0 31.6 16.1 28.7

Negative Earnings (%): 6.3 4.9 8.3 6.6

US Mid Cap Equity
Quarter Ending 12/31/2021 Quarter Ending 9/30/2021

Value Growth Value Growth

3ULFH�(DUQLQJV�5DWLR� 21.5 63.7 22.7 87.9

IBES LT Growth (%): 12.8 19.8 11.3 20.2

��<HDU�)RUZDUG�3�(�5DWLR� 17.3 30.6 16.2 30.1

Negative Earnings (%): 9.4 23.3 11.3 27.8

US Small Cap Equity
Quarter Ending 12/31/2021 Quarter Ending 9/30/2021

Value Growth Value Growth

3ULFH�(DUQLQJV�5DWLR� 26.6 NA 28.8 136.0

IBES LT Growth (%): 9.5 15.6 9.4 15.4

��<HDU�)RUZDUG�3�(�5DWLR� 13.7 21.4 13.0 20.0

Negative Earnings (%): 23.3 34.1 26.3 40.4

6RXUFH��5XVVHOO�,QYHVWPHQWV�7RWDO�(TXLW\�3UR¾OH�



Forward price multiples of US companies expanded in the fourth quarter, particularly 
in the growth segment as price appreciation outpaced meaningful improvements in the 
quality of earnings.  Multiples of value stocks also increased, but to a more modest 
degree than their growth counterparts despite a lower starting point.  As a result, the 
valuation dispersion between value and growth stocks in the US remains unusually 
high.  Dispersion is also evident across the size spectrum, with smaller companies 
SRVWLQJ�VLJQL¾FDQWO\�ORZHU�SULFH�PXOWLSOHV�WKDQ�WKHLU�ODUJHU�FRXQWHUSDUWV��SDUWLFXODUO\�WKH�
small-cap value segment—its average price multiple is now meaningfully below the 
long-term average.  Earnings quality has improved across segments, with a smaller 
number of companies in the index reporting negative earnings for the quarter.  How-
ever, forward guidance on earnings carried more indications of negative results going 
forward for more than half of respondents.  Consensus estimates are less optimistic 
than in previous quarters; however, the earnings growth for the year is still above trend.  
The S&P 500 is expected to report a year-over-year growth in earnings of 21.7% for 
WKH�IRXUWK�TXDUWHU���$QDO\VWV�SURMHFW�HDUQLQJV�JURZWK�RI�������IRU�FDOHQGDU�\HDU��������
In aggregate, analysts expect the S&P 500 to experience a 12.5% price increase over 
the next twelve months.

International Valuations 

International Equity
Quarter Ending 12/31/2021 Quarter Ending 9/30/2021

Value Growth Value Growth

3ULFH�(DUQLQJV�5DWLR� 12.9 30.0 14.5 30.3

IBES LT Growth (%): 14.1 17.4 14.1 16.5

��<HDU�)RUZDUG�3�(�5DWLR� 11.0 25.8 11.3 23.5

Negative Earnings (%): 5.3 5.2 7.5 5.7

Emerging Markets Equity
Quarter Ending 12/31/2021 Quarter Ending 9/30/2021

3ULFH�(DUQLQJV�5DWLR� 15.4 16.6

IBES LT Growth (%): 18.5 18.7

��<HDU�)RUZDUG�3�(�5DWLR� 13.1 12.6

Negative Earnings (%): 6.3 6.3

6RXUFH��5XVVHOO�,QYHVWPHQWV�7RWDO�(TXLW\�3UR¾OH�

Other developed markets saw forward-multiple expansion in the growth segment but 
further contraction in value despite improved earnings quality.  International value 
stocks are trading at an 11x forward price multiple (one-third that of US large-cap value), 
making them the cheapest segment for global equity investors by a substantial margin.  
Emerging markets had a more mixed result; forward multiples expanded somewhat 
despite falling prices, while forward earnings slid on negative sentiment around various 
macro-economic and political developments. 
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Non-US Developed/Emerging Cap & Style: 
MSCI AC World Ex - US Indices (Source: MSCI - data sourced ‘as is’)

Q4 2021 YTD Q4 2021 YTD

Large Cap Value 1.5% 10.7% Large Cap Growth 2.7% 4.8%

Mid Cap Value 0.2% 9.5% Mid Cap Growth 1.0% 6.1%

Small Cap Value 0.5% 14.2% Small Cap Growth 0.7% 11.5%

Hedge Fund Performance

7KH�IRXUWK�TXDUWHU�RI������ZDV�D�SHULRG�RI�UHODWLYHO\�PXWHG�SHUIRUPDQFH�DFURVV�DOO�PDMRU�
hedge-fund strategies.  Hedged equity strategies outperformed all other hedge-fund 
strategies; however, the group experienced a wide range of performance, as managers 
with greater exposure to disruptive technology and internet companies experienced 
D�VLJQL¾FDQW�GUDZGRZQ�ZKHQ�JURZWK�VWRFNV�VROG�RII�ODWH�LQ�WKH�TXDUWHU���)RU�WKH�\HDU��
distressed strategies were the top performers, aided by a pro-risk environment that had 
a positive impact on their restructurings and primary market credit investments made 
GXULQJ�WKH�PDUNHW�WXUPRLO�RI��������0DQDJHUV�DOVR�EHQH¾WHG�IURP�D�UHERXQG�LQ�WKH�HQ-
HUJ\�VHFWRU��ZKHUH�WKH�UDOO\�LQ�SULFHV�KDG�D�SRVLWLYH�LPSDFW�RQ�FDVK�¿RZV�DQG�SRWHQWLDO�
recoveries.  Lagging all others, market-neutral strategies were hurt by their short portfo-
OLRV���$FFRUGLQJ�WR�H9HVWPHQW��LQGXVWU\�ZLGH�DVVHW�¿RZV�LQWR�KHGJH�IXQGV�DUH�H[SHFWHG�
WR�EH�SRVLWLYH�IRU�����±WKH�LQGXVWU\µV�¾UVW�SRVLWLYH�\HDU�RI�¿RZV�VLQFH��������<HDU�WR�
date through November, multi-strategy, managed futures, and event-driven hedge-fund 
VWUDWHJLHV�KDYH�H[SHULHQFHG�WKH�ODUJHVW�LQ¿RZV��ZKLOH�ORQJ�VKRUW�HTXLW\��PDFUR��DQG�
GLUHFWLRQDO�FUHGLW�KDYH�KDG�WKH�ODUJHVW�RXW¿RZV���

The GS Hedge Fund VIP Index, which comprises the 50 equities most widely held by 

Country Best Performing Style

Australia Growth

Brazil Value

Canada Value

China Value

France Growth

Germany Growth

Hong Kong Value

Indonesia Value

Italy Growth

Japan Growth

Mexico Growth

Singapore Value

Spain Value

Thailand Growth

United Kingdom Value



hedge funds, appreciated by 3.4% in the fourth quarter of 2021, underperforming the 
S&P 500 Index by 760 basis points.  According to data published by Morgan Stanley’s 
Prime Brokerage Group, December was the worst month for manager alpha since 2009, 
as crowded names detracted from performance.  Hedge funds were net sellers of tech 
VWRFNV�LQ�ODWH�1RYHPEHU�HDUO\�'HFHPEHU��VKLIWLQJ�DZD\�IURP�WKH�²JURZWKLHU³�SRFNHWV�RI�
the market, as rates are increasingly expected to rise.  For the year, alpha generation 
was greatest in the energy, utilities, and healthcare sectors.   Gross exposure decreased 
during the quarter, as managers were net sellers of North American and Asian equities; 
GHVSLWH�VHOOLQJ��QHW�¾JXUHV�UHPDLQHG�UHODWLYHO\�VWDEOH��DV�PDQDJHUVµ�ORQJ�SRUWIROLRV�
trended upwards with the markets.  US-focused gross portfolio exposure ended the 
quarter at 189%, while gross exposure in Europe- and Asia-focused portfolios ended the 
quarter at 180% and 131%, respectively.  Year to date for US-focused managers, the 
largest positive changes in aggregate exposure occurred in healthcare, real estate, and 
HQHUJ\��ZKLOH�WKH�ODUJHVW�GHFOLQHV�RFFXUUHG�DPRQJ�¾QDQFLDOV��FRQVXPHU�GLVFUHWLRQDU\��
and consumer services.
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Private Equity Performance

Global M&A volumes topped 
���WULOOLRQ�IRU�WKH�¾UVW�WLPH�HYHU��
comfortably eclipsing the pre-
vious record of $4.55 trillion 
set in 2007 (as recorded by 
Dealogic data).  The overall 
value of M&A stood at $5.8 
trillion in 2021, up 64% from 
a year earlier (according to 
5HILQLWLY����)OXVK�ZLWK�FDVK�
and encouraged by soaring 
stock-market valuations, large 
buyout funds, corporates, and 
¾QDQFLHUV�VWUXFN��������GHDOV�
in 2021, up 24% from the same period one year earlier, as all-time records tumbled each 
PRQWK�RI�WKH�\HDU���$FFRPPRGDWLYH�PRQHWDU\�SROLFLHV�IURP�WKH�86�)HGHUDO�5HVHUYH�
IXHOHG�D�VWRFN�PDUNHW�UDOO\�DQG�JDYH�FRPSDQ\�H[HFXWLYHV�DFFHVV�WR�FKHDS�¾QDQFLQJ��
which in turn emboldened them to go after large targets. The United States led the way 
for M&A, accounting for nearly half of global volume—the value of M&A nearly doubled 
to $2.5 trillion in 2021, despite a tougher antitrust environment under the Biden admin-

istration.

3ULYDWH�HTXLW\�¾UPV�
had a blockbuster 
year for deal making, 
largely driven by tech-
nology investments.  
3ULYDWH�HTXLW\�¾UPV�
backed technolo-
gy-sector deals valued 
at more than $400 bil-
lion in 2021, a record.  
As of mid-December, 
SULYDWH�HTXLW\�¾UPV�
had announced a 
backing of US tech-
nology deals totaling 
$401.71 billion, includ-
ing new purchases, 

asset sales, and add-on deals; this accounted for 41% of a record $990.25 billion in 
total private-equity deals through mid-December (according to data provider Dealogic). 
The tech-deal value for 2021, which more than doubled from its 2020 level of $196.34 
ELOOLRQ��UH¿HFWV�WKH�KLJKHVW�¾JXUH�VLQFH�'HDORJLF�EHJDQ�WUDFNLQJ�WKH�GDWD�LQ��������,Q�
2020, tech transactions also represented 41% of total private-equity deals, which totaled 
$474.06 billion.
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US Spread Products

The investment-grade corporate 
bond market returned 0.2% for 
the quarter.  The primary driver 
of the slightly positive return 
was yield, which overcame the 
negative price impact from an 
increase in the general level of 
interest rates and a slight uptick 
in credit spreads.  This market’s 
RSWLRQ�DGMXVWHG�VSUHDG��2$6��
increased by 8 bps to end the 
quarter at 92 bps; despite this 
increase, the OAS was notice-
ably below its historical average (~139 bps).  By credit quality, riskier credits generally 
outperformed: Aa-rated corporates returned 20 bps, A-rated corporates returned 10 bps, 
and Baa-rated corporates returned 30 bps.  The best-performing sectors for the quarter 
were transportation (93 bps), basic industry (71 bps), and communications (65 bps).  
This market’s issuance totaled approximately $300 billion for the quarter, an increase 
of approximately 33% from the fourth quarter of 2020.

The high-yield corporate bond market returned 0.7% for the quarter.  The primary 
drivers of the positive return were yield and a slight decrease in credit spreads, which 
overcame the negative price impact from a meaningful increase in intermediate-term 
interest rates.  This market’s OAS decreased by 6 bps to end the quarter at 283 bps, 
which is below the historical average by nearly one standard deviation (~267 bps).  By 
credit quality, performance was mixed: Ba-rated bonds returned 75 bps, B-rated bonds 
returned 84 bps, and Caa-rated bonds returned 54 bps.  The best-performing sectors in 
this market were energy (1.5%), consumer cyclical (89 bps), and basic industry (82 bps).  
This market’s issuance totaled approximately $75 billion for the quarter, a decrease of 
approximately 23% from the fourth quarter of 2020.
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Yield Curve 
 
For the quarter, US Treasury yields increased meaningfully on the front end of the curve 
but fell on the back end.  Yields increased on the two-year note (+45 bps to 73 bps), 
¾YH�\HDU�QRWH������ESV�WR���������DQG�VHYHQ�\HDU�QRWH������ESV�WR���������EXW�WKH�
ten-year note’s yield remained unchanged (1.52%) and the 30-year bond’s yield fell (-18 
bps to 1.90%).  In addition, the two- to ten-year spread decreased (-45 bps to 79 bps).

The increase in interest rates on the front end of the curve is mostly attributable to the 
ERQG�PDUNHWµV�DQG�)HGµV�DFNQRZOHGJHPHQW�WKDW�JURZWK�DQG�LQ¿DWLRQ�KDYH�UHDFKHG�OHY-
HOV�QRW�VHHQ�VLQFH�WKH�����V��DQG�WKDW�H[FHVVLYHO\�KLJK�LQ¿DWLRQ�ZLOO�EH�PRUH�SHUVLVWHQW�
WKDQ�²WUDQVLWRU\�³��7KH�GHFUHDVH�LQ�LQWHUHVW�UDWHV�RQ�WKH�EDFN�HQG�RI�WKH�FXUYH�LV�PRVWO\�
attributable to less-than-expected long-dated Treasury supply, a yield advantage that 
IDYRUV�WKH�86�UHODWLYH�WR�(XURSH�DQG�-DSDQ��DQG�VWDEOH�ORQJ�WHUP�LQ¿DWLRQ�H[SHFWDWLRQV�
that remain anchored near the Fed’s longer-term target of 2%.

At the end of the quarter, the federal-funds futures market priced in a 58% chance of 
a 25-bps interest-rate increase at the FOMC meeting scheduled for March 2022 and 
two additional 25-bps interest-rate increases for the remainder of 2022 (three in total), 
which is in line with the Fed’s median policy-rate expectation for 2022.
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This report has been prepared for general information purposes only by Crewcial Partners, LLC. This 
UHSRUW�KDV�QR� UHJDUG� WR� WKH�VSHFL¾F� LQYHVWPHQW�REMHFWLYHV�� ¾QDQFLDO� VLWXDWLRQ�RU�SDUWLFXODU�QHHGV�RI�
DQ\�VSHFL¾F�UHFLSLHQW��7KH�UHSRUW�LV�QRW�WR�EH�FRQVWUXHG�DV�D�VROLFLWDWLRQ�RU�DQ�RIIHU�WR�EX\�RU�VHOO�DQ\�
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