QUARTERLY REVIEW
FOURTH QUA RTER 2021

Dear Clients and Friends,
We hope everyone had a wonderful holiday season and a festive New Years! Once again, equity markets had a
great year with the S&P 500 posting a 29% return and a 3-year annualized return of 26%! The equity market
returns are even more impressive in light of inflation concerns throughout the year, labor shortages, supply
bottlenecks and the mutating COVID-19 virus. As we look toward 2022, our view is that many of these risks will
continue and some specifically will have a more critical influence on market returns. While we would love to
see a repeat of 2021 markets, our expectations for the year ahead calls for more moderate equity market returns,
as well as investment grade fixed income returns being somewhat muted due to the high probability of rising
interest rates. We believe we are well positioned for several of these factors but are likely to lower risk capacity
given the return outlook. As always, we welcome discussions with you.
Benchmark Returns through December 31, 2021
QTD

YTD

1 Year

2 Years

3 Years

5 Years

10 Years

S&P 500

11.0%

28.7%

28.7%

23.4%

26.1%

18.5%

16.6%

Russell 2000

2.1%

14.8%

14.8%

17.4%

20.0%

12.0%

13.2%

MSCI World Ex. US Index

3.2%

13.2%

13.2%

10.6%

14.6%

10.2%

8.4%

MSCI Emerging Markets

-1.2%

-2.2%

-2.2%

7.7%

11.3%

10.3%

5.9%

Bloomberg Barclays U.S. Aggregate Bond Index

0.0%

-1.5%

-1.5%

2.9%

4.8%

3.6%

2.9%

Bloomberg Barclays Municipal Bond Index

0.7%

1.5%

1.5%

3.3%

4.7%

4.2%

3.7%

Bloomberg Barclays U.S. High Yield Index

0.7%

5.3%

5.3%

6.2%

8.8%

6.3%

6.8%

FTSE Nareit All REITs
15.2%
39.9%
Source: Morningstar Direct. *Periods great than one year are annualized.

39.9%

14.8%

19.0%

12.1%

12.0%

The Big Picture
According to the Federal Reserve, the U.S. economy is expected to grow at 5.5% in 2021 and continue its
strength through 2022 with an expansion of 4.4%, which will be recorded as some of the strongest U.S. GDP
growth in several decades. 1 During its most recent press conference, Federal Reserve Chair Jerome Powell’s
disposition towards inflation pivoted as he cited the strength of the U.S. economy, the improving labor and
employment picture and the resiliency of household balance sheets. He specifically stated with respect to the
Fed’s dual mandate that inflation had achieved its long-term average above 2% and the labor market was
“rapidly approaching full employment.” This development was consistent with our 4Q 2021 Investment Outlook
and Positioning webinar statement when we pointed out historical periods of inflation and employment and
coincident Fed actions implied the Fed effectively had “…permission to act.” With inflation no longer viewed
as “transitory” and the Fed’s marginally more hawkish view, investors are correctly focusing on the Fed’s views
of inflation and the trajectory and intent to increase interest rates. The Fed minutes from its December 15, 2021
meeting state that the Fed Committee voted to approve accelerating its reduction in bond purchases and end
them by March 31, 2022. While the Fed unanimously approved keeping its Fed Funds Rate unchanged at 0% to
0.25%, they kept the option to raise rates sooner and implied that it would occur after it ceases bond purchases.
The Fed made no mention of when they would raise rates, but market participants are expecting three interest
rate increases in 2022 with a number of economists anticipating the first rate increase in March. 2 The Fed
Committee consensus is that the Fed Funds Rate will reach about 90 bps by year-end 2022 and reach its longerterm range by year-end 2024. As you may have witnessed, markets interpreted the Fed’s statements negatively.
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Growth-style investments with high equity valuations and more distanced future cash flows sold-off materially.
It is this type of macro-induced volatility that we believe will be more pronounced in the year ahead as changes
to the Fed’s inflation outlook and management of interest rates comes into greater focus.
Inflation does not happen without strong consumer demand. The U.S. consumer, the backbone of the U.S.
economy, continues to spend as evidenced by the latest official reports showing retail spending increased 18.2%
year-over-year (YoY) through November 2021. 3 The December 2021 Retail Sales growth figure was negative,
reducing the YoY figure to 16.9%, but was likely influenced by the rapid spread of the Omicron virus and
inventory shortfalls. 4 A key concern with respect to consumer spending is the termination of many direct
government cash transfers and other policies that sustained and increased consumer cash balances and
therefore spending power during the pandemic. Policies such as mortgage forbearance, rent deferment, student
loan payment deferrals, and enhanced unemployment benefits have ended or will soon. These policies allowed
households to save about $1.6 trillion and had an immediate impact of putting cash back into the economy
directly as cash recipients or policy beneficiaries used the cash/savings to meet expenditures. Whether or not
such spending continues at the same pace is a dynamic we are monitoring. An important dynamic offsetting
this concern is rising wages. According to the Bureau of Labor Statistics, hourly wages for employees rose at
4.8% YoY, which is higher than any period pre-pandemic going back to 2007. 5 Further to the point, a survey by
the National Federation of Independent Businesses shows that 48% of small businesses are raising
compensation and 32% plan on boosting compensation in the next three months; both are at record levels by
significant amounts. It could be that rising wages and improving workforce participation will provide the needed
support for continuing consumer spending while Federal policy trails off. If this is the case, and we suspect it
is, then we would expect goods and services demand to remain strong, inflation to remain elevated and the Fed
to act accordingly. In such a scenario, corporate earnings could materialize in line with analysts’ projections,
and provided valuations are not materially impacted by rising rates and inflation, we would expect equity market
returns to be positive.

Summary of Allocation Recommendations
Asset Class

Recommendation

Comment

U.S. Large Cap

Slight Overweight

Overweight value-style and cyclicals over growth-style due to
absolute valuation and risk of higher, prolonged inflation.

U.S. Small & Mid Cap

Slight Overweight

Valuation normalization and continued earnings growth potential bode
well for future returns.

Non-U.S. Developed

Neutral

A continuation of the economic recovery, combined with attractive
valuations provide opportunities across developed markets.

Emerging Markets

Neutral

Near-term headwinds remain in China, but may give way to attractive
entry points as the year progresses.

Fixed Income

Underweight

Low yields and spreads result in limited opportunities. Focus on short
duration for price stability and floating rate loans for added yield.

Tactical

Overweight

Thematic active management, recent progress on U.S. and global public
works and stimulus spending favor infrastructure, transportation and real
assets.

Alternative

Hedge Funds
& Private Equity

For appropriate allocations; liquid hedge strategies in ETF format; private
credit funds and private equity.
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The Outlook
We continue to hold a slight overweight to U.S. Large Cap equities. We believe large cap equity market returns
will be more in line with historical averages in 2022 and yet may continue to outpace non-U.S. developed market
peers. Equity market valuations, in general and by style specifically, lead us to recommend an overweight to
value-style investments relative to growth-style investments. While growth companies are likely to maintain
healthy earnings momentum in the coming year, rising interest rates and inflation may act to depress premium
valuations and therefore restrain positive share price performance relative to value-style investments. (This was
clearly demonstrated in early-January 2022). Based on Bloomberg data, the Russell 1000 Growth Index (RLG) is
anticipated to increase earnings by about 13.2% in 2022, while the Russell 1000 Value Index (RLV) is expected
to increase earnings by 9.3%. With that said, the RLG is trading at a trailing 12-month price-to-earnings ratio
(P/E) of 38.3x relative to a comparable 20.1x for the RLV. If the respective P/Es of RLG and RLV migrate towards
their 10-year averages of 24.8x and 17.4x, we would expect growth-style investment performances to trail those
of value-style investments.
We continue to hold an overweight to small and mid cap equities. While the asset class failed to keep up with
the S&P 500 in 2021, it managed to generate returns of 14.8% and 22.6%, respectively, as measured by the
Russell 2000 Index and Russell MidCap Index. Importantly, the underperformance relative to large cap was
driven by multiple compression and not disappointing fundamentals. In fact, small caps far exceeded the annual
revenue expectations that were set out at the beginning of 2021 of around 7% and are now expected to see
annual revenue growth of about 17% in 2021. 6 According to Bloomberg Intelligence, revenue growth is
anticipated to remain above average in 2022 with forecasted annual growth of 7.6%, an estimate that
incorporates rising yields and 4.5% real GDP growth. This is a material premium to the 1.9% average annual
revenue growth since 2001 and we anticipate it will be a key driver of returns for the year ahead as we are not
anticipating multiples to contract further from here. Instead, we would anticipate valuations to be stable as
multiple expansion will be difficult in an environment with less accommodative monetary policy. However, with
the asset class trading at a 26% discount to large caps and a 16% discount to its 5-year historical average as
measured by S&P indices, we believe this can help establish a valuation floor within the asset class, clearing
the way for fundamentals to drive prices.
With the beginning of a new year, we maintain a neutral allocation to non-U.S. developed market equities.
Developed markets delivered strong absolute returns in 2021, gaining 13.2%, but materially trailed another
stellar year for the S&P 500. Currency was one of the contributors to the underperformance of developed market
equities, detracting roughly 6% from U.S. Dollar-denominated returns. While performance trailed the U.S. over
the course of 2021, earnings growth overseas rebounded strongly and is expected to keep pace in 2022. As a
result of strong earnings yet subdued price appreciation, valuation multiples compressed and led to a significant
discount of developed market valuations compared to domestic markets. For example, at yearend, the forwardlooking P/E ratio of the MSCI World ex USA Index was trading at a 30% discount compared to the S&P 500,
more than two standard deviations below the historical average discount of 12%. Additionally, with expectations
that supply chain bottlenecks should ease as the year progresses as well as moderating news around the
Omicron variant, the global economy should carry on its recovery and provide a cyclical tailwind to non-U.S.
markets. While we believe there are improving opportunities in developed markets, a variety of risks remain
ranging from continued inflation, additional COVID variants, missteps in central bank policy, or geopolitical risks
(e.g. Russia/Ukraine or China/Taiwan).
Within emerging markets, we are improving our recommendation to a neutral allocation. Returns in emerging
markets were negative in 2021, a stark contrast to the rest of the world. The negative performance was primarily
due to the volatility within China. Regulatory crackdowns, restrictive COVID policies, and surging energy costs
created a perfect storm that resulted in Chinese equities declining 22% in 2021. These risks remain as we head
into 2022, but it appears that regulatory action may have peaked in the second half of last year and the Chinese
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central bank, the People’s Bank of China, is likely to introduce stimulus measures to support the economy and
capital markets. Emerging markets present intriguing long-term investment opportunities with relative
valuations to developed markets at historical lows and earnings growth on par with U.S. equities.
We recommend an underweight to fixed income as we enter 2022, although we recognize this outlook can
reverse quickly should rates continue their trend higher from the post-Omicron lows. By early-January, the 10Year Treasury bond had breached 1.75%, taking out 2021 highs and back to levels last seen pre-pandemic. As
we see elevated volatility in all bond maturities, we continue to concentrate capital in short-term bond and
floating rate loan strategies. Short-term bond strategies provided capital preservation in the face of higher rates
in 2021 but did not generate much in terms of yield as rates were depressed for much of the year. However,
with the market pricing in the anticipated hawkish actions of the Fed mentioned above, short-term rates have
risen in recent months, allowing for investors in short-term strategies to earn a reasonable yield while
continuing to sidestep much of the rate volatility we have seen over the last few months. Our allocation to
floating rate strategies provided a much-needed boost to fixed income yields in 2021 and we continue to expect
that they will provide an attractive income stream for portfolios in 2022 as the expectation is that yields will
increase as short-term rates increase. We see this two-pronged approach to fixed income investing as an
appropriate strategy in a year where rate volatility is expected to remain elevated.
We are maintaining client portfolio exposure to real assets/commodities via liquid exchange traded funds and
mutual funds. Our exposure takes into consideration the commodities value chain from raw commodities to
transportation to infrastructure companies. We believe the allocation takes into consideration the potential for
rising inflation as well as “following the money” with respect to governmental largesse.

Tax and Financial Planning News
New Jersey residents have an extra reason to look forward to 2022 after the passage of the New Jersey College
Affordability Act last year. The bill helps alleviate the cost of higher education in New Jersey in four key ways.
First, qualifying taxpayers who earn $200,000 or less are now eligible to make a tax-deductible contribution of
up to $10,000 to the state’s 529 plan through a NJBEST account. Second, a deduction of up to $10,000 was also
created for currently enrolled college students in NJ public universities making tuition payments directly to the
institution. Third, taxpayers with incomes less than $75,000 are eligible for an additional benefit via a one-time
grant of a dollar-for-dollar match on an initial deposit up to $750 in an NJBEST account. And finally, for those
who have already graduated, up to $2,500 of principal and interest payments made on student loans is
deductible annually.
New Jersey previously did not offer an income tax deduction for 529 plan contributions, so taxpayers were not
incentivized to use the state’s 529 plan. New Jersey joins neighboring states in the tri-state area, New York and
Connecticut, in offering up to a $10,000 state income tax deduction annually.
Additionally, at the federal level, the gift tax annual exclusion amount will increase to $16,000 in 2022, up from
$15,000 in 2021.

Firm News
Please welcome Regina Carmon and Jessica Chowdhury to Round Table! Regina joins us as Director of Marketing
and Jessica will help advise on client matters as our newest Client Service Associate team member.
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We are also very pleased to announce this year’s promotions. Chris Turso (CFP), who joined our firm as a Financial
Planning Associate has been promoted to Senior Associate. Fred Behrens (CFP, JD), who leads our Global
Families Practice, has been promoted to Senior Director. Congratulations to both and thank you for your
continued contributions and pursuit of excellence on behalf of our clients.
Please wish Steve and Emily Saunders a heartfelt congratulations on the birth of their son, Steven H. Saunders!

Respectfully submitted,
Round Table Wealth Management

Federal Reserve Briefing. January 3, 2022.
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