February 2022
Dear Friends and Clients,
In the famous words of the great investor Warren Buffett, “Be fearful when others are greedy. Be greedy
when others are fearful.” We have certainly seen the kinds of conditions that prompt these admonitions
over the past few years, including the very strong market performance in 2019, 2020 and 2021, and a
jittery start in 2022. In 2021, increased vaccination rates, fewer quarantine restrictions, and a low
unemployment rate contributed to strong economic growth and corporate profits reaching record highs.
The current volatility, while a normal part of the market cycle, feels more pronounced to investors because
the big equity run-up of the last 18 months did not include a pullback of any consequence along the way.
In 2021, all investment sectors in the S&P 500 generated double-digit returns, with energy, real estate, and
technology being the best performers. U.S. equity markets fared particularly well overall. With a gain of
28.7%, U.S. large cap equities were the best performing asset class, followed by U.S. mid cap stocks, up
22.6%, and U.S. small caps, up 14.8%. But we saw a very wide dispersion of returns internationally, with
large developed market international equities up 11%, while emerging market equities were down –2.2%
(Source: Wells Fargo Investment Institute).
The market posted these 2021 returns with little volatility (except for emerging markets), and we would
like to remind you that a steady upward climb is not typical in the stock market. According to FactSet, since
1980, the average intra-year peak to trough drop for the S&P 500 has been 14%. Last year, the S&P 500
index only had one 5% intra-year drop. In 2022, we have already seen the return of volatility, with the S&P
500 briefly reaching a 10% decline on January 24th, while the tech-heavy NASDAQ was down 15% during the
same period (Source: New York Times).
The market now faces a new paradigm, with inflation concerns, supply-chain disruptions, potential new
COVID variants, and the Federal Reserve widely expected to raise interest rates. To put this last part in
context, let’s look at periods in the past when the Fed raised interest rates. A study by MarketWatch using
data going back to 1989 found that during the five rate-hike cycles up to this year, the S&P 500 always
posted a positive return. In fact, the average return for the S&P 500 during rate hike cycles has been 30%
(Source: Wells Fargo Investment Institute). The Wells Fargo investment Institute expects inflation to remain
higher than the 10-year average but to move down from current levels to a 5.3% year-end target, as supplychain disruptions slowly begin to ease.
When we dig a little deeper, there are plenty of reasons for optimism. Households have historically high
levels of savings, coupled with pent-up demand for goods and services. There is the potential for new
infrastructure and social legislation that would result in significant increases in government spending. Thus,
robust private and public spending could continue to drive economic growth this year. The Wells Fargo
Investment Institute forecasts 4.5% GDP growth in 2022 both globally and in the U.S. and expects
continuing growth in corporate earnings.
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With increased volatility come the usual questions. Should I change my investment strategy? Does
international investing still work? What will happen with bond prices and yields? Emotions work against us
and our ability to stick to a sound investment strategy. Avoid being reactive or making investment decisions
from a place of fear or based on what worked best last year. Keep enough cash to meet your short-term
needs and to allow you to sleep soundly at night. This can alleviate some of the anxiety caused by the shortterm market fluctuations.
Our job is to keep the focus on your long-term plan and quiet the noise of short-term market disruptions.
Our goals-based investment planning emphasizes reaching your goals throughout your lifetime, regardless
of where the market is in any given year. This is especially important in times of volatile markets. Our
advice, as usual, is be patient, disciplined, and well diversified. Diversification is central to achieving a sound
financial plan. The attached chart is one of the more important pieces of information we send you. At first
glance, it may be a bit overwhelming, but it is actually very simple. Each major market index (as explained
on the back of the chart) is color coded and has the same color each year. So at a quick glance, you can see
how each index performed (best performance at the top) for every year going back 15 years. What this
chart tells us is how broad-ranging the market can be—how the heroes one year can be the goats the next,
and vice versa. It is one of those “lessons” that we keep relearning…year after year, cycle after cycle.
On a lighter note, this letter is also where we announce the winner of our “Guess the Dow” contest. Our
2021 winner was Jean V. Jean’s guess was 36,362, within an amazing 24 points of the Dow close of 36,338.
Of the several hundred guesses that we received, Jean’s was the eleventh highest. Your guesses were
generally conservative, although mostly positive, which suggests that you continue to take the balanced,
measured approach that we have been advising for so many years. Please let Lichelle know your 2022
“Guess the Dow” entry by March 31st, at lichelle.yalung1@wellsfargoadvisors.com or 703-739-4540.
We are hoping to be able to see more of you in person soon. We have greatly missed seeing you and are
holding to the hope that we can safely resume face to face meetings with many of you in our office later
this year. We are very much looking forward to that! On behalf of the entire team – Tristan Caudron, Matt
Megary, Laurie Blackburn, Ivana McNeill, Jessica Jackson, Lori Polonsky, Chalee Ricciardi, Melissa Rush, and
Lichelle Yalung – THANK YOU for affording us the honor and great pleasure of working with you. We wish
you a wonderful 2022, filled with health, happiness, and prosperity.
Very truly yours,

Tristan M. Caudron, CFP®

Matt Megary

Managing Director – Investments Managing Director – Investments

Laurie Blackburn CFP® CDFA®

Senior Vice President – Investments
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