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In a year where COVID refused to go away, inflation picked up and became real to the consumer, and political infighting
continued to dominate the news, it is a strong reminder that planning and risk management are vital to clients’ long-term
success and short-term peace of mind. Risk asset classes such as the S&P 500 and NASDAQ Total Return Indices did well in
2021, returning 28.7% and 22.2% respectively.1

No analysts we follow predicted the violent rebound experienced from the pandemic selloff, a rebound which actually started
in March 2020. So, we can actually say “who knew?” In the extremes, markets vacillate between fear and greed. During the
early phases of the lockdowns, fear certainly ruled. However, when there is outsized fear there is generally also outsized
opportunity. During the lockdowns if one’s only source of information was the cable and broadcast media (let alone the
internet, which remains “undefeated”), one could have assumed the world was possibly “coming to an end.” During times
such as these, and our team has seen many over the decades, we are reminded of a quote from the respected newscaster Erik
Sevareid. In 1964 he opined,

The biggest business in America is not steel, autos, or television.
It is the manufacture, refinement, and distribution of anxiety.
Source: AZQuotes

As with the months surrounding 9/11 and the Great Financial Crisis, the pandemic-related events of the first half of 2020
resulted an exceptionally high level of anxiety and corresponding set of opportunities within a relatively short period of time.
Having said that, the rapid nature of the correction and recovery, as well as the disparate effects on various industries and
sectors, make the pandemic and its far-reaching impacts somewhat unprecedented in the modern era.

Ashton Thomas 1Q 2022 Macro Commentary

https://www.azquotes.com/quote/633450
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Rather than spend too much time peering through the rear view-mirror, let’s have a look out the windshield and how the
following factors are affecting the economy and markets going into 2022:

COVID and COVID related actions by government. There is a good chance the omicron variant of COVID will not be the last.
Going forward, the government shutting down parts of the economy it thinks most dangerous is a low probability event.
The Build Back Better Plan, if ever passed, will be a watered-down version. Fiscal stimulus, and the ensuing rise in taxes
during an election year brings reluctance on the part of Congress to pass a bill of the magnitude initially proposed.
2022 is an election year and, using history is a guide, we will continue to be fully invested in U.S. equities, as election years
historically are profitable years. At this time, the outlook is for a more neutral, balanced result, meaning that any
legislation—including tax hikes—will require bipartisan support. Markets over the years have performed best with a
balanced control of power in Washington, since the absence of change makes predicting the future and planning for
businesses less complicated. As for financial markets, gridlock generally is viewed as favorable.
Two related issues are the continued supply chain back up and the employment shortage. Currently, supply chain issues are
slowly healing, leading to business inventories picking up. In addition, the consensus is that the employment situation will
return to pre-COVID levels by the end of 2022.
As always, the Federal Reserve will be closely watched. Markets are presently pricing in three to four rate hikes this year,
depending on future inflation numbers and the tapering of quantitative easing. Since the present administration is dovish,
look for the bias to be on the downside of these moves.
Finally, there are corporate profits. Both margins and profits hit all-time highs in 2020, led by productivity increases and fiscal
spending. Higher wages which will be needed for lower unemployment and participation will lead to higher costs for both
companies and consumers.

Ashton Thomas 1Q 2022 Macro Commentary
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These factors all lead us to stay fully invested. However, as with any forecasts, there are risk factors which we are constantly
monitoring. These factors include, but are not limited to: 

The efficacy of government bonds at the historically low yield levels being questioned
Delays to the continued economic restart, possibly due to new strains of COVID
Higher-than-expected inflation leading to a 70’s style “stagflation” scenario
Global central banks’ unsuccessful efforts to revive growth and tame inflation 
Asset bubbles forming and bursting
Geopolitical conflicts, especially with regard to China and Russia
Tighter financial regulation, especially in cryptocurrencies
The de-conglomeration of Big Tech

As no forecasts are perfect, we continue to advise that our clients stay diversified. The models included in this report provide
guidance accordingly.

We genuinely appreciate your continued trust and your business, and we remain excited for 2022. The markets can bring us 
opportunities in many types of scenarios. As always, we will continue to work hard to uncover and discover resources and ideas 
to help clients to keep moving forward to their financial goals.

Ashton Thomas 1Q 2022 Macro Commentary
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INFLATION AND INTEREST RATES: A LOOK BACK

Going back to the Great Financial Crisis in 2009, governments worldwide have been extraordinarily accommodative in their
monetary policy, with the unintended consequence of raising values of risk assets such as stocks and real estate. The initial
purpose was to avoid recessions—and, for a moment, depression—but this has expanded to include social justice, climate
change, and other issues which central banks seem ill-equipped to solve. Add to this supply chain bottlenecks, shortages of
raw materials (such as copper and lithium), and government spending at levels never seen before, and it is no wonder the
consensus is for inflation and interest rates to rise in 2022 and beyond.

So that is the bad news. The good news is that we do not foresee 70’s style inflation with 18% mortgage rates occurring, as our
forecast is much more muted. As with any prediction we must use scenario-based analysis, because any forecast has a
tendency to be half correct at best. At Ashton Thomas, we look at history as a guide for potential future outcomes and then
employ modern tools and methodologies to help clients meet their financial goals. Inflation and rising rates are certainly a high
probability outcome for 2022, and we are continuously updating our assumptions so that guidance matches both client
planning needs and the varying potential market and economic outcomes for this year.

Looking at history and how different asset classes have performed, rising interest rates and inflation are not necessarily bad for
all asset classes. As the chart on the following page shows, there are periods of rising rates in which stock returns were
attractive. A good explanation is that there are companies which have the ability to pass through costs to the end consumer.
These entities with pricing power are the ones for which we and our managers aim when we are screening investment options.

Risk Management in an Era of Rising Interest Rates and Inflation
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Note that these are index returns, not
performance results from active stock
managers. During these rising interest
rate regimes, active managers have
the option to buy companies having
this pricing power, and to overweight
sectors having attractive inflation and
rising rate hedging properties. Three
sectors which traditionally have shown
above-average performance during
rising rates have been the energy,
financial, and real estate sectors. The
chart to the right looks at the last
seven cases of inflation since 1972 and
charts the average appreciation for
each asset class 12 months prior to the
inflation start date and 36 months
after.

Risk Management in an Era of Rising Interest Rates and Inflation

Source: Bloomberg, LP, Ashton Thomas Private Wealth, LLC

Higher Rates Are Often Bullish For Stocks

S&P 500 Index Returns Under a Higher 10-Year Yield (Gains of more than 100 
basis points)

Rising Rate Start 
Date

Rising Rate End 
Date

Duration 
(Months)

Change in the 10-year 
Treasury Yield

S&P 500 
Gain/Loss

12/28/1962 8/29/1966 44 1.67% 18.26%

3/16/1967 12/29/1969 33 3.60% 1.29%

3/23/1971 9/16/1975 53 3.21% -18.14%

12/30/1976 9/30/1981 57 9.04% 8.70%

5/4/1983 5/30/1984 12 3.83% -7.94%

8/29/1986 10/16/1987 13 3.21% 11.77%

10/15/1993 11/7/1994 12 2.87% -1.37%

1/19/1996 7/8/1996 5 1.52% 6.65%

10/5/1998 1/21/2000 15 2.60% 45.80%

6/13/2003 6/28/2006 36 2.13% 26.04%

12/30/2008 4/5/2010 15 1.93% 33.32%

7/24/2012 12/31/2013 17 1.64% 38.11%

7/8/2016 10/5/2018 26 1.87% 35.48%

3/9/2020 3/31/2021 12 1.20% 44.65%

Average 25.00 2.88% 17.33%

Median 16.00 2.37% 15.02%

% Positive 78.57%

EQUITIES AND INFLATION
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BONDS AND INFLATION
A question we often field is whether owning bonds is the
right thing to do when rates are rising. Certainly, long-
duration (longer due date) bonds generally do not
perform well, as their coupons are fixed and do not
compensate investors for loss of purchasing power.
However, shorter duration instruments naturally refund
sooner and are refinanced at higher rates. In addition,
credit quality management is imperative where
opportunities present themselves, as sometimes the
short-duration segment of the bond market can be
inefficient.

The conclusion is that, in a high inflationary/interest rate
environment, there are actively managed solutions. As
more and more money is being invested into passive
vehicles such as index funds and exchange traded funds
(ETFs), we are moving client assets to more actively
managed solutions to take advantage of the “hedging”
properties of these strategies in an inflationary and rising
rate environment.Source: Ned Davis Research
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PROGNOSTICATING

One of the most difficult questions we have to answer—and are asked regularly—is what we think the market will do over some
period of time. As every Wall Street firm gives out its market predictions towards the end of each year/quarter/month, we often
have a good laugh. Because, what one never really sees are the “grades” assigned for the accuracy of their forecasting
abilities. To be candid, it is actually too difficult to do on a year-to-year, or quarterly, or monthly basis with any degree of
certainty. To explain, let’s consider the following chart:

Timing the Market Versus Time in the Market

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

     

                   
    

            
    

            
    

            
    

            
    

            
    

                          
                          

The Ashton Thomas Asset Allocation Team
went back and observed the performance
of a fully invested portfolio in the S&P 500
from Jan. 1, 1995, to Dec. 31, 2021, and
compared results with a portfolio that missed
participating in various days in the market
during that timeframe. The first input one
must analyze with any chart is the
robustness of the data. The larger the
sample, generally the more reliable the data
and conclusions. Looking at this sample, it is
26 years of data, which certainly qualifies as
a robust dataset in our opinion.

Source:  Bloomberg, LP, Ashton Thomas Private Wealth, LLC
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REALITY CHECK

Doing a back-of-the-envelope calculation, we come up with 26 years composed of roughly 6,799 trading days. The first
conclusion is that this is a meaningful amount of trading days. If an investor would have committed funds on January 1, 1995,
went away and then measured the assets on December 31, 2021, she would have compounded her money at a rate of 9.8% a
year.2 Note that this is for analysis purposes in this exercise only and does not include any relevant taxes or fees applicable in
an individual situation.

If investors tried to time the market—selling when they believe it is going to fall and buying when they believe it is going to
rise—some stats we are about to highlight should make them think twice. If they missed just the best five return days during
this 6,799-day period, they would have paid a return penalty of 1.7% a year, compounding at a rate of 8.1%. Five days on a
denominator of 6,799 is only 0.074% of the time. A miniscule percentage. To bring this out further, if the investor missed just
the best 30 days (0.44% of the time), let’s just say they might as well have been in a money market fund and not have assumed
the risk of investing in stocks at all. The average annualized rate of return if an investor missed the 30 best days was 4.0%, less
than half of the return had the investor stayed invested during the entire 26-year period.3

Timing the Market Versus Time in the Market
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Source:  Bloomberg, LP, Ashton Thomas Private Wealth, LLC

The chart to the right plots
the daily percentage change
of the S&P 500 from January
1995 through the end of
2021. As we can see, some
of the best days in the
markets occurred just before
or very closely after some
of the worst days. Further
illustrating the difficulty in the
effort to try and time the
market.
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REALITY CHECK

Expressing this in dollar terms, if the investor committed $500,000 at the beginning of the period compounding at 9.8% per
year for 26 years, the portfolio would have been worth $5,688,865. If they missed the best five days, the ending value would be
$3,779,293 or $1,909,572 less. If they missed the best 30 days, the ending value drops to a mere $1,393,687 for the same time
period.

Timing the Market Versus Time in the Market

Source:  Bloomberg, LP, Ashton Thomas Private Wealth, LLC

$5,688,864.94 

$3,779,292.81 

$2,879,703.77 

$1,905,111.30 

$1,393,687.67 

$1,093,726.61 

$904,232.10 

All Days

Less 5 Best Days

Less 10 Best Days

Less 20 Best Days

Less 30 Best Days

Less 40 Best Days

Less 50 Best Days

Growth of $500,000 in the S&P 500:
January 1995 - December 2021

The chart to the right illustrates the potential
cost of trying to time the market. Just missing
the best five days of the market had a cost of
nearly $2 million. Missing the 20 best days
over a 26-year period had an opportunity cost
of approximately $3.78 million.

If an investor sat on the sidelines for an extended
period of time and did not experience the
gains of the 50 best days in the market, this
would have resulted in an ending portfolio
value of nearly $4.8 million dollars less than if
the investor bought and held for the duration
of the 26-year period.

Even though this was an example, it illustrates
the importance of having a plan and sticking
with it. Over the past 26 years, the stock
market did not go up in an orderly manner,
and there were several tumultuous periods.
Time in the market is more important than
trying to time the market.
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CONCLUSION

What can we conclude from these observations?

Most of the market returns come in very small periods of time. Timing when these days may occur is extremely difficult, at
best.
The fully invested portfolio overcame some very difficult times. The bear market of 2000-2003 lasted three years and saw
the S&P 500 decline 49.1% from peak to trough.4 During The Great Financial Crisis of the late 2000s saw the value of the
S&P 500 decline 56.8% from peak to trough.5 The recent pandemic-related bear market, although it recovered quickly,
saw a notable decline of 33.9% before it began to recover.6 Despite these events, the fully invested portfolio did quite
well.
Timing the market is more difficult than most think in that investors not only have to time it on the way out, but also time it
on the way back in. One side of this transaction is difficult. As with achieving fame, doing it that well twice is nearly
impossible.
The growth portion of investors return can be considered tax-deferred, as capital gains are not taxed until realized. This
inherent tax-deferral of common stock is sometimes overlooked. Trading in and out of markets realizes gains and thus
taxes, cutting down on returns significantly.

As many investors, including the great Warren Buffet, profess, it is time in the market, not market timing, which will help clients
meet their financial goals.

Timing the Market Versus Time in the Market
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HISTORY LESSON

As with all elections, the 2022 midterm cycle will bring with it unanswered questions and uncertainty. These are two factors
which normally mute, or even depress, asset prices. Markets and business in general value certainty, as planning, sales, and
financing are comparatively de-risked compared with times of uncertainly.

Looking at prior cycles—and the data is robust—markets generally are flat or even will trade off prior to elections. Here is
where uncertainty dominates. Once elections are over, markets and business have a better idea of what legislation will be
passed, and they have generally traded up over the next six and 12 months as shown in the charts below.

A Historical Perspective of Markets and Midterm Elections

Source: Strategas Source: Strategas
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Return is certainly part of the investment process, but risk management is equally important. In some cases, even more so.
There are several metrics for measuring risk, but the simplest, easiest measurement of risk is using drawdowns, the decline from
a peak to a trough, in the market. Stated plainly, how much did you lose.

In non-election years, the average drawdown on the S&P 500 has been 13%, which is considered a correction. A market
correction is defined as a decline between 10% to 20% from a recent peak. As we will see, that the average decline in non-
election years is lower than in election years. This differential is driven by the lack of uncertainty during the period between
elections. The party in power is known and the probably political agenda that will be advanced is known, or at least less
uncertain.

During election years where there was a drawdown, the S&P 500 had an average drawdown in those years of 19% prior to the
elections in November. This is very close to the definition of a bear market: a decline of 20% or more from a recent high.
According to one of our major institutional research providers, Strategas, the primary driver of this is increased uncertainty

A Historical Perspective of Markets and Midterm Elections

Source: Strategas

about future policy decisions, especially if there is a
likely reversal of power.

In retrospect, these drawdowns have created excellent
buying opportunities. Since 1962, the subsequent 12-
month average return from the bottom of the
corrections has been 32%. Looking at this more closely,
the S&P 500 has not declined in the 12-month period
following a midterm election since 1946. This is a
pattern that is often repeated with the markets
becoming more apprehensive as the election nears
followed by a typical rise in the markets. Companies
do not really care what the laws and regulations are.
They just want to know what the rules are so that they
are able to plan appropriately for the future.
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Shifting to post-election analysis, we can surmise two things
when we use history as a guide. First, as we have discussed,
markets and business value certainty. Per the chart below,
we can conclude that, in general, markets do much better
going forward when the outcome is no or little change in
leadership.

The second thought on outcomes is that, since 1933,
markets have done best with divided leadership. The
combination of a Republican Senate, Democratic House,
and a Republican President historically have resulted in the
most positive market performance.

A Historical Perspective of Markets and Midterm Elections

Lest we be thought to portray some form of bias, please
note that a Democratic Senate, Republican House, and
Democratic President have returns just slightly under the
first combination, but notably positive, nonetheless. The
conclusion is, again, that markets and businesses value
certainty and can even benefit from gridlock. This makes
sense, as changing legislation and tax policy means
investing in capital expenditures, labor, and financial assets
is more difficult because the rules of the “game” are not
clearly understood.

Source: Strategas

Source: Strategas
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KEEP THIS IN MIND

We will conclude with one important caveat. The observations noted here are based on historical data and are not intended to be
absolute or decisive for future action, only informative. One can learn much about what might happen in the future by studying
the past, but no past data is a perfect predictor or indicator of future outcomes.

This is why having a plan in place with objectives that move beyond market timing or index return capture is critical for long-term
success. While we endeavor to mitigate any long-term damage from market selloffs and capture as much upside within the
appropriate bands of risk for each client, this is not an exact science. Planning toward objectives and understanding a client’s
goals, as well as staying invested, are what generally factor into longer term outcomes.
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Key Economic Data
Dec 2020 June November December Change

Employment

Total nonfarm Payroll Employ Change -306,000 962,000 249,000 199,000 n/a

Unemployment Rate 6.7% 5.9% 4.2% 3.9% -0.3%

Inflation:  Consumer Price Index (CPI-U)

Month over Month % Change 0.2% 0.9% 0.8% 0.5% -0.3%

Year over Year % Change 1.4% 5.4% 6.8% 7.0% 0.2%

University of Michigan Survey of Consumers

Consumer Sentiment 80.7 85.5 67.4 70.6 3.2

Current Economic Conditions 90.0 88.6 73.6 74.2 0.6

Consumer Expectations 74.6 83.5 63.5 68.3 4.8

Housing Data

New Home Starts 1,661k 1,657k 1,679k 22k

Existing Home Sales 6.70MM 5.90MM 6.5MM 0.60MM    

Home Prices

National Median Price $309,200 $362,800 $353,900 -$8,900

Year Over Year % Change 12.6% 23.2% 13.9% 9.3%

Source: Bloomberg, LP
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Overview

The US equity markets continued their streak of
outperforming the international markets. For the
fourth quarter, the S&P 500 was up 11.03% while
the developed international markets bounced back
from their third quarter decline for an increase of
2.69%. Emerging markets continued their slump,
declining 1.31% for the quarter.

Equity markets extended their drawdowns at the
going into the beginning of the 4th quarter. The
S&P 500 had its largest drawdown of the year
declining 5.21% on October 4th.7 The MSCI All-World
ex-US Index initially saw a recovery during October
before declining 7.98% from its peak on November
30th, its largest drawdown on the year.8

Even with the S&P 500 and the MSCI All-World ex-
US indices suffer their largest peak-to-trough
drawdowns for the year in the 4th quarter, these
markets were still positive for the year. For 2021,
the S&P 500 gained 28.71% and the developed
international markets (MSCI EAFE) returned 11.26%.9

Putting the relatively low downside volatility into
perspective, there have only been three years since
1980 that have had intra-year declines of 5% or
less (1993, 1995, and 2017).10

Source: Bloomberg, LP
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With the decline in the broader markets to begin the 4th

quarter, as well as to bookend the close of the year,
defensive sectors and positions within the S&P 500
performed the best. For the month of December,
Consumer Staples gained the most, followed by the Real
Estate sector, Utilities, and Healthcare, increasing 9.7%,
9.33%, 8.83%, and 8.60% respectively.11

It should be noted that all sectors of the S&P 500 were
positive for the month of December; however, investors
appetite to take on risk waned heading into the end of
the year. This was most pronounced in December with
the Technology sector increase only 3.05% for the month.12

Political and monetary uncertainty played a role in the
increased volatility in the markets. The Build Back Better
bill was stalled in the Senate, with Senator Manchin of
West Virginia opposing the current spending package in
the bill.13 On the monetary side, the Federal Reserve
continued their transition from Quantitative Easing to
Quantitative Tightening, as Chairman Powell announced
in their December meeting that they would speed up the
pace of their taper.14

It is this uncertainty the drove volatility at the end of 2021
and is likely to continue to drive it as we head into 2022.

S&P 500 Sector Performance

Source: Bloomberg, LP
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Valuations

In looking at a broad set of fundamental valuations for the
S&P 500 as of the end of the year, they are indicating the
market is overvalued. However, this alone does not indicate
markets are due for a correction.

It is important to keep in mind that the stock market is a
forward-looking mechanism. The primary driver which will
continue to push the US and Global markets higher is the
expectation of future growth. These expectations are built
upon continually improving economic growth.

2021 was a continuation of the Great Reopening. Equity
prices and resulting valuations continued to climb on continued
improving economic data. Even with inflation headwinds of
7% on a year-over-year basis and shortages of key inputs into
the manufacturing process, most notably computer chips,
did not hold back the markets.15

Source: JP Morgan

S&P 500 Valuation Measures 12/31/2021

Valuation 
Measure

Description Latest 25 Year Average
Std Dev Over / 
Under Valued

P/E Forward P/E 21.18 16.83 1.3

CAPE Shiller's P/E 40.9 27.86 2.05

Div Yield Dividend Yield 1.35% 2.00% 1.97

P/B Price to Book 4.41 3.08 1.66

P/CF Price to Cash Flow 16.17 11.11 2.3

EY Spread EY minus Baa Yield 1.35% 0.16% -0.6

Driving the markets forward was one of the best earnings growth rates since the depths of the Great Financial Crisis in 2008-2009. The first three
quarters of the year saw the highest year-over-year earnings growth rates since 2010, with increases of 52.3%, 91.1%, and 39.8% for the 1st, 2nd, and
3rd quarters, respectively.16 FactSet is estimating that the 4th quarter’s earning growth rate for the S&P 500 is 21.4% on a year-over-year basis.17

Even though most of the widely-used valuation metrics are between one and two standard deviations higher than their 25-year averages, this does
not necessarily foretell an immediate decline in the markets. Valuation metrics such as the Case-Shiller Price Earnings ratio are excellent long-term
indicators and are relatively poor signals for short-term market movements.

https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/market-insights/guide-to-the-markets/mi-guide-to-the-markets-us.pdf
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Valuations

real interest rates driven by the fact that inflation is greater than the current yield on the 10-year Treasury. Even though equities are
relatively cheap relative to bonds, the current situation is analogous to proclaiming that Ferraris are relatively cheap compared with
used passenger vehicles. As we previously noted, the price of used cars have increased 46.6% on a year-over-year basis.18

   

   

   

  

  

  

  

                                                                        

                                                      
              

    

                   
                

                
                

Source: Bloomberg, LP, Ashton Thomas Private Wealth, LLC

The chart to the right plots the value of
the S&P 500 relative to the 10-year US
Treasury bond. The relative value is derived
by taking the 10-year average earnings of
the S&P 500 and dividing by the index’s
price to get an earnings yield. The 10-year
average yield on the 10-year US Treasury.

Very simply, if the long-term yield on the
S&P 500 is higher than the long-term yield
of fixed income, equities are relatively
cheap compared to fixed income.

By almost all standard valuation metrics,
the S&P 500 is expensive compared to its
historical averages.

The reason that stocks appear to be
relatively cheap compared to bonds is
that bonds are extremely expensive.

The reason bonds are so expensive
compared to equities is due to negative
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Market Technicals and Sentiment

averages. On October 14, the S&P 500 exceeded its 50-day moving average and then proceeded to gain 7.39% from this date until the
end of the year.20

Drilling further down, the number of stocks inside of an index trading above or below moving averages are also indicators of the
market’s tendency towards speculation or risk aversion. At the end of the year the percentage of stocks trading above their 200-day
moving average in the S&P 500 and Nasdaq Composite Index were 74% and 37%, respectively.21 With only 37% of the Nasdaq which is
comprised of 3,675 stocks, this might be indicative of a continued decline.

     

     

     

     

     

     

     

     

     

                           

                                                  

Source: Bloomberg, LP

Another set of technical indicators that are utilized
to gauge sentiment are price- and momentum-
linked. Moving averages are the average price of a
stock or an index over a set time period. Two of the
most highly used moving averages are the 50-day
and the 200-day.

The 50-day and 200-day moving averages are
commonly used to identify the price trend direction of
a stock, since the average smooths out the day to
day “noise.” When the price of a stock or an index
declines below its moving average, this is considered
a bearish signal, since the price of the stock is now
moving against its price trend.

On September 17th, the S&P 500 broke below its
50-day moving average and proceeded to decline
1.56% through October 13.19

The reverse is also true of this indicator. It is
considered a bullish sign when the underlying price
of a security goes through one of its moving
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Market Technicals and Sentiment

market recovered from this short-term decline with more stocks reaching 52-week lows than highs. From this date until this trend
reversed on December 23rd, the Russell 3000 declined 2.24%.24 However, it is important to point out that even when this indicator of
the markets’ willingness to speculate turned negative on September 8th, the Russell 3000 bounced back to gain 26.23% from this date
to the end of the year.25 In addition, the Russell 3000 Index was up 25.64%, including dividends, for the calendar year.26

    

    

    

    

 

   

   

   

   

   

   

                                                 

                                               

Source: Bloomberg, LP

In the chart to the right, the blue line is
the Russell 3000 Index, and the green
and red bars are the difference between
the number of stocks on the New York
Stock Exchange reaching new 52-week
highs and lows. When the number of
stocks making new 52-week lows exceeds
those making new highs, this has typically
signaled that the market has become risk
averse. This likely means investors are
becoming more selective on which
investments that they are willing to hold.

On September 8th, this indicator turned
negative with 29 more stocks hitting new
lows than highs.22 From this date until
price momentum reversed where there
were more stocks reaching 52-week highs
than lows, the Russell 3000 declined by
7.96%.23

On November 17th, this indicator again
turned negative after the broad US stock
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Outlook

Source:  Vanguard

The equity markets are driven by both fundamentals and feelings. In the
long-term, fundamentals such as earnings, profitability, and broad
economic data, will drive the markets. In the short-term, investor
sentiment and risk appetite will drive the day-to-day movements in the
markets. It is important to point out that even “irrational exuberance” of
the markets can persist for several years.

DALBAR, a financial services market research firm, has conducted a study
on investor behavior annually for the past 27 years. Their Quantitative
Analysis of Investor Behavior provides insight into the behaviors and
investment returns an average investor receives. Their 2021 study found
that gap from the return of the S&P 500 and what the actual investor
received increased to 2.11%.27 The primary driver of this underperformance
is an overreaction to volatility in the markets.

As we move into the new year, it is likely that we will experience higher
levels of market volatility in 2022 than in 2021. The primary drivers of
market volatility is uncertainty surrounding:

Omicron variant and potential restrictions and impact to the economy
Politics
Inflation
Monetary Policy implementation

Vanguard is forecasting low expected returns based upon elevated
valuations, high levels of inflation, and political and monetary uncertainty.

Equities Return Projections

US Equities 3.3%

US Value 4.1%

US Growth 0.1%

US Large-Cap 3.2%

US Small-Cap 3.2%

US REITs 2.9%

Global Equities ex-US 6.2%

https://advisors.vanguard.com/insights/article/series/vanguardeconomicandmarketoutlook#global-capital-markets-outlook
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The fourth quarter of 2021 saw interesting news headlines, economic data, Federal Reserve commentary, and a fair amount of
volatility. The fixed income markets reacted to all this and more by pushing the bellwether 10-year Treasury Note from 1.46% at the
beginning of the quarter to 1.51% at end the year. There was some fluctuation along the way, with the 10-year Note touching as
high as 1.70% on October 21st and a low of approximately 1.34% on December 3rd. We’ll examine what moved fixed income
markets in the final quarter of the year and what to expect in 2022.28

Overview
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1.9%

US 10-Year Treasury Yield

Source: Bloomberg, LP
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The Consumer Price Index (CPI), the main measure of inflation in the U.S. economy, continued to rise through the fourth quarter. It
went from a reading of 6.2% year-over-year in October to 7% year-over-year in December,29 a level not seen since June of 1982.30

Inflation continued to be the headline story of 2021, with strained and disrupted supply chains, accommodative monetary policy
from the Fed, higher commodity prices, especially oil, and surging home/rent prices, and soaring new and used automobile prices
adding fuel to the fire, pushing prices paid by consumers higher throughout the year.

Overview
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Source: Bureau of Labor Statistics, Bloomberg, LP
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Federal Reserve Chairman Jerome Powell, in testimony before Congress in December, stated it was time to retire the word
“transitory” when describing inflation in the U.S. economy.31 The Fed had hoped inflation pressures would ease and the CPI would
come back down to its target level of 2% to 2.5% year-over-year, but the exact opposite has happened. Faced with rapidly climbing
prices in inputs (commodities), disrupted supply chains with record numbers of cargo ships waiting to be unloaded in the ports of
Long Beach and Los Angeles,32 and rapidly rising housing/shelter and vehicle prices, the Fed officially announced their Taper in
November. The Fed is anticipating an easing of these inflationary tailwinds and CPI prints steadily dropping after the first 1Q2022.

Overview
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Since the onset of the COVID pandemic, the Fed had been buying $120 billion in bonds monthly ($80 billion in Treasuries plus $40
in Mortgage-Backed Securities). This injected liquidity into the market, while at the same time keeping rates low to stimulate the
economy as it recovered from the COVID shutdowns. The Fed announced in November that it would reduce its purchases by $15
billion each month ($10 billion in Treasuries and $5 billion in MBS)33, to ween the market off low rates and stimulus, especially as
economic growth rebounded and accelerated, inflation continued to print higher, and the labor market improved. The Fed has
since signaled they are willing to accelerate the speed of that taper to $30 billion per month ($20 billion in Treasuries and $10
billion in MBS),34 to combat persistently high inflation. This would mean an end to government bond buying in March or April of
2022, setting the stage for higher rates and rate hikes.

Overview

The market is now pricing in the probability of three
or four rate hikes by the Fed in 2022, with an over
70% chance the first hike comes in March of 2022 and
subsequent hikes in June, September, and December.
Goldman Sachs is pricing in four rate hikes in 2022
and JP Morgan CEO Jamie Dimon said more than
four hikes may be a possibility, as the Fed aggressively
fights inflation and tries to cool the economy without
causing a Recession—essentially trying to engineer a
“soft landing.”

MEETING PROBABILITIES
MEETING DATE 0-25 25-50 50-75 75-100 100-125 125-150

1/26/2022 94.40% 5.60% 0.00% 0.00% 0.00% 0.00%

3/16/2022 3.00% 91.60% 5.40% 0.00% 0.00% 0.00%

5/4/2022 1.60% 50.40% 45.50% 2.50% 0.00% 0.00%

6/15/2022 0.30% 10.60% 49.50% 37.50% 2.00% 0.00%

7/27/2022 0.20% 6.90% 35.60% 41.80% 14.70% 0.70%

9/21/2022 0.10% 3.50% 21.00% 38.60% 28.50% 7.90%

11/2/2022 0.10% 2.40% 15.20% 32.80% 31.90% 14.70%

12/14/2022 0.00% 1.00% 7.90% 22.70% 32.40% 24.50%

2/1/2023 0.00% 0.80% 5.90% 18.60% 29.70% 26.70%

Source: CME Group

https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
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Adding to the drama, part of the yield curve inverted in
2021. The 20-year Treasury Bond yields more than the 30-
year Treasury Bond. This inversion began in late September
and continued for the remainder of 2021.

Inversions in the yield curve tend to signal the possibility of
a recession, as Treasury investors are being compensated
more for less risk (in terms of time). Investors needing long-
term exposure have shortened duration to minimize the
impact of rising rates in 2022.

All investment-grade sectors of the fixed income market
(Treasuries, Agencies, Corporates, Munis, etc.) and a large
majority of the High-Yield market continued to exhibit
negative real returns in 2022 (defined as nominal yield
minus inflation rate), making fixed income investing
difficult, but still necessary in a diversified portfolio.

Overview

Source: Bloomberg, LP
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The market now expects the Fed to announce its
first rate hike on March 16, 2022, at the conclusion
of its accelerated Taper. Since 1980, Treasury yields
(as measured by the 10-year Treasury Note) have
always risen going into the first rate hike by the
Fed.35

Historically, the yield curve begins to flatten a few
months going into the first rate hike and continues
to flatten as the Fed continues hiking rates. This is
characterized by the short-end of the curve rising
or rising more than the long end of the curve. The
Fed realistically affects short-term rates and market
participants (through buying and selling) adjust the
long-end of the curve based on economic
expectations, income needs and confidence in the
Fed’s ability to tap the brakes on an over-heating
economy without causing Recession or Stagflation.

The Treasury market sold off aggressively in the
first 5-10 trading sessions of 2022, as fixed income
holders price in a much more “hawkish” Fed that
will potentially raise rates aggressively. In addition,

Fixed Income Investing In A Rising Rate Environment

Source: Ned Davis Research

with the Fed no longer purchasing so much inventory, the market is trying to find the level at which private buyers will be enticed to
buy. All of this led to +20bps movements in all maturities from the 3-year Note to the 30-year Bond.

https://www.ndr.com/invest/products/BMF22_03.PDF?card=3&source=CRH_EST202201111.HTML&downloadType=EL
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Market Drivers

Quality and Duration are the keys to fixed income investing in a rising rate environment. Keeping Duration as short as possible to get
the desired return has been a beneficial strategy historically. A key component of this is looking for higher coupon bonds, where the
income can offset some of the price erosion. Additionally, bonds from firms and/or municipalities that are cash-rich or have the ability
to weather the interest rate storm should certainly be considered. Firms and municipalities that have the ability to pass along higher
costs to their consumers/citizens tend to perform very well in rising rate environments, especially as the yield curve flattens. Banks and
Financial sector stocks and bonds tend to do very well in this environment because their yield spread (rate at which they borrow versus
rate at which they lend) increases, meaning they are able to readily take advantage of the changing landscape.
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Performance Charts:

Source: Bloomberg, LP
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Performance Charts: December

     

     

     

     

     

     

     

     

      

     

      

      

                     

             

                    

                       

                   

                    

               

               

                           

                

                                 

                      

                     

                                           

     

     

     

     

     

     

     

     

     

     

     

     

                

             

                        

                     

                        

                    

                         

                         

                     

                

         

         

            

                                                  

Source: Bloomberg, LP
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Performance Charts: 4th Quarter

      

     

     

     

      

     

     

      

     

     

     

     

                            

             

                    

                       

                   

                    

               

               

                           

                

                                 

                      

                     

                                             

      

     

      

      

     

      

      

      

      

     

      

      

                

             

                        

                     

                        

                    

                         

                         

                     

                

         

         

            

                                                    

Source: Bloomberg, LP
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Performance Charts:  2021

      

      

      

      

      

      

      

      

      

     

      

      

                         

             

                    

                       

                   

                    

               

               

                           

                

                                 

                      

                     

                                          

      

      

      

      

      

      

      

      

      

      

      

      

                               

             

                        

                     

                        

                    

                         

                         

                     

                

         

         

            

                                                 

Source: Bloomberg, LP
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Performance Charts:  Max Drawdown

Source: Bloomberg, LP
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Performance Charts:  Max Drawdown
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Investment Advisory services provided by Ashton Thomas Private Wealth, LLC, an SEC registered investment adviser. Tax services provided
by Ashton Thomas Tax Advisory, a DBA of Ashton Thomas Insurance Agency, LLC. Securities brokerage services provided by the entity
detailed in your Advisors Part 2B of Form ADV: Brochure Supplement in Item 4: Other Business Activities. Insurance products by the entity
detailed in your Advisors Part 2B of Form ADV: Brochure Supplement in Item 4: Other Business Activities. Though there are similarities
among these services, the investment advisory programs, brokerage services, insurance and tax services offered by Ashton Thomas’ advisors
are separate and distinct, differ in material ways and are governed by different laws and separate contracts with you. A copy of Ashton
Thomas Private Wealth LLC’s current written disclosure statement discussing advisory services and fees is available for review upon request.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk,
and there can be no assurance that the future performance of any specific investment, investment strategy, or product (including the
investments and/or investment strategies recommended or undertaken by Ashton Thomas Private Wealth, LLC), or any non-investment-
related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not
assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment
advice from Ashton Thomas Private Wealth, LLC. To the extent that a reader has any questions regarding the applicability of any specific
issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing.
Ashton Thomas Private Wealth, LLC is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should
be construed as legal or accounting advice. If you are an Ashton Thomas Private Wealth, LLC client, please remember to contact Ashton
Thomas Private Wealth, LLC, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose
of reviewing/evaluating/revising our previous recommendations and/or services. A copy of the Ashton Thomas Private Wealth, LLC’s current
written disclosure statement discussing our advisory services and fees is available upon request.

Ashton Thomas Private Wealth, LLC, is not affiliated with the third-party asset managers listed herein unless noted otherwise.
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