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■

■

The growth environment we foresee for 2022 looks likely to be
supportive of risk assets. We expect growth to slow from 2021’s
strong pace but remain solidly above trend.

■

However, we believe 2022 will be a more turbulent and less
rewarding year, for US stocks in particular, as the Fed unwinds
extraordinary monetary accommodation in response to abovetrend growth, the rapidly falling unemployment rate, and
elevated inflation.

■

While solid economic growth is typically good for stock
market performance, high valuations, elevated rates of
inflation, and rising real interest rates seem likely to coincide
with lower returns, higher volatility, and larger drawdowns
than we saw in 2021.

■

Nonetheless, we believe stocks will outperform bonds again next
year as yields on the long end are likely to rise in response to the
shifting monetary policy environment. In addition, we believe
stocks will be supported by a continued rise in corporate profits.

■

Equity valuations have improved this year with profit growth far
outpacing stock market gains, but multiples are still elevated in
certain markets—especially in the US.

■

Outside the US, market valuation remains much more
favorable. This could fuel outperformance of non-US stocks
next year. However, this has been the case for several years, and
price momentum still favors the premium-priced and higherquality US market.

■

Similarly, valuation, higher rates, and elevated inflation should
favor value and small-cap stocks over large-cap and growth
within US equities. However, these conditions were also in place
in 2020 and bets favoring value and small-cap proved difficult to
time and delivered mixed results.

■

We are currently neutral on style and market-cap positioning
in the US, but we could shift in the direction of small-cap and
value stocks next year if we see more definitive signs that market
sentiment is moving in their favor.
We continue to look at commodity futures. They are an inflation
hedge and one of the few asset classes that is currently cheap
historically. Further, we think the pandemic ended a brutal
secular bear market in commodities, and supply/demand
conditions suggest the bull market should continue in 2022.

■

■

The global economic recovery from the 2020 pandemic-induced
recession continued in 2021, buoyed by massive policy support
and progress on COVID-19 vaccines and treatments. This
furthered a return toward economic normalcy, which unleashed
significant pent-up demand.
While the recovery has been a strong one—global growth likely
expanded by 5.8% in 2021—it has also been uneven. Growth
was especially robust in the first half of 2021, but the recovery hit
a speed bump in Q3, as the Delta variant spread across Europe,
the US, and many parts of Asia.
The global expansion is poised to continue in 2022,
underpinned by solid consumer income and excess savings,
inventory rebuilding, and increased business investment.
Growth should slow from 2021’s breakneck pace but remain
solidly above trend in the major economies.

■

While the emergence of the Omicron variant clouds the
outlook somewhat, at this moment we believe it will not derail a
continued strong expansion.

■

Consumer Price Index inflation in the US registered the largest
year-over-year percentage increase in 40 years in November.
While the rise in inflation has been a global phenomenon, with
some exceptions, it is most pronounced in the US (among
major economies) as that is where policy stimulus has been the
most robust.

■
■

■

In the emerging markets, inflationary pressure has been most
prevalent in EMEA (Europe, Middle East, and Africa) and Latin
America but much less of an issue in Asia.
In response to the elevated inflation trends, global central banks
have shifted toward phasing out emergency measures. While the
Federal Reserve (Fed) continues to provide substantial support to
the economy, it has shifted in a more hawkish direction recently
with respect to reducing the pace of asset purchases and moving
forward plans for rate liftoff.
The outlook for fiscal policy is also more complex after a strongly
expansive stance in 2020-21. Policymakers face more difficult
trade-offs as the growth tailwind from past fiscal stimulus fades
in an environment of elevated inflation.
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Consequently, global growth slowed in Q3 2021 as lockdowns
to contain the Delta variant severely disrupted supply chains.
The resulting dislocations hit US Q3 growth and drove a
downshift in China’s growth due to supply-chain pressures along
with the troubles in the real estate sector. Growth appears to be
reaccelerating at the end of 2021 as the Delta variant begins to
subside, global lockdowns ease, and supply-chain disruptions show
signs of abating.
Figure 1: Slower Global Growth in 2022 But Still Above Trend
GDP Growth (Consensus Forecasts)
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The economic recovery was especially robust in the first half of the
year, with strong Q2 2021 GDP growth in the US, Europe, China,
Taiwan, Brazil, India, and several other emerging markets (EM).
However, the recovery hit a speed bump in the second half with
the emergence of the more contagious COVID Delta variant and
its spread across Europe, the US, and many parts of Asia. High
vaccination rates in developed economies have weakened the link
between infection and deaths, reducing the need for more intrusive
restrictions and lockdowns. However, in Japan and emerging
markets, where vaccination rates were lower, the imposition of new
restrictions took a toll on growth.

Figure 2: As Delta Declines Omicron Rises
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The global economic recovery from the 2020 pandemic-induced
recession continued in 2021. Buoyed by massive and timely
policy support on the fiscal and monetary side, the recovery was
also fueled by the rapid development and distribution of effective
vaccines, which allowed a rollback of virus-related restrictions that
unleashed significant pent-up demand. Yet, while the rebound has
been a strong one, it also has been uneven.

Hemisphere is already resulting in a rise in cases (Figure 2), and
initial reports indicate the new Omicron variant is spreading faster
than the Delta variant. However, there is lack of clarity on the
virulence of the new variant (early data suggests it is less severe) and
the effectiveness of current vaccines in countering it.
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Slower Growth in 2022 but Still Above Trend

Cases (LHS)

Deaths (RHS)

Source: World Health Organization as of 12/10/21.

After the Q3 slowdown, we see US GDP growth strengthening
through the end of 2021 and early 2022. Improvements in the
public health situation achieved without lockdowns and restrictions
should support increased services consumption and labor market
participation. Supply disruptions may take some time to fully
ease, but as they do, solid goods consumption by households and
businesses should increase. As the labor market tightens further,
broad-based wage gains, combined with increased labor participation,
should underpin consumer spending. While the pandemic-related
fiscal measures from 2020 and early 2021 have largely expired,
consumers still have significant accumulated excess savings. The
latest infrastructure spending legislation, still-low policy rates, the
continued normalization of sectors hit hard by the pandemic, and
strong global demand are expected to keep US GDP growth at an
above-trend pace in 2022. Key measures of business sentiment in
the US (from The Institute for Supply Management) are currently
registering at extraordinarily strong levels (Figure 3).
Figure 3 : Exceptionally Strong Business Sentiment Readings in the US
US Institute for Supply Management (ISM) Indices
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Source: Bloomberg as of 12/17/21.
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On the virus front, the steady increase in the pace of vaccination
will likely slow growth in new cases globally, beyond a potential
increase during the winter in the Northern Hemisphere. However,
the emergence of the Omicron variant has clouded the outlook for
economic activity in 2022. Cold winter weather in the Northern

Index

The global expansion is on track to continue into 2022, as the
underlying fundamentals remain healthy with solid consumer
income and savings, the need for inventory rebuilding, and
increased business investment spending. While growth is expected
to slow from 2021’s breakneck pace, it should remain solidly
above trend in the major economies (Figure 1).
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Figure 4 : Inflation to Stay Elevated in 2022
Headline Inflation (Consensus Forecasts)
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Among developed economies, the inflation problem appears most
pronounced in the US, where fiscal and monetary policy stimulus
has been the most robust. Inflation data through the end of
November showed a continued increase, with headline inflation
rising 6.8% and core inflation up 4.9% (Figure 5). Alternative
inflation measures such as the CPI median and trimmed mean,
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Global headline inflation remains elevated in late 2021 and is
expected to rise by around 4.7% in the last quarter of this year
(source: JPMorgan). Strong gains in energy and commodity prices,
supply shortages, and higher transportation costs have been the key
drivers of elevated inflation. Headline inflation is expected to stay at
elevated levels globally and in the US and UK (Figure 4).
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China’s growth is likely to gradually moderate to a pre-pandemic
pace, with infrastructure investment poised to pick up as the issuance
of special bonds accelerates and as projects are frontloaded, the latter
offsetting the drag from the troubled real estate sector. The relaxation
of environmental regulations to address electricity shortages is also
expected to boost production. Further, the recent strong growth in
online sales indicates that consumption is gradually rebounding.
China is likely to maintain its zero-COVID policy for longer as the
new Omicron variant spreads globally.

Figure 5: Broad Based Increase in US Inflation
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Consumption remains the main driver of growth in the UK, with
unemployment expected to continue to decline. Business investment
spending is also likely to improve but continues to be held back by
uncertainty. The UK economy will likely continue to recover into
2022 with GDP growth expected to come in at about 5% following
7% growth in 2021.

which filter out outlier price changes, confirm that the rise in
inflation is broad based (Figure 5). We believe US inflation will
turn lower in 2022 but stay above the Fed’s comfort zone. While
some transitory supply-chain-driven pressures on inflation will
fade, demand-side pressures may intensify. So far, the increase
in wage inflation, for example, has lagged the general increase in
prices, leading to lower real wages for workers. In an environment
characterized by widespread labor shortages, we think workers will
have the bargaining power to recoup the loss in spending power
going forward.

CPI YoY% Change

Eurozone growth is expected to remain solid in 2022. The
vaccination rollout gathered pace in mid-2021 with about 75% of
the European Union population having received at least one dose of
the vaccine by mid-November. Private consumption and investment
should continue to benefit from the lifting of containment
measures and buoyant household spending, catalyzed by falling
unemployment. Economic activity will likely be further supported by
strong export growth fueled by the recovery in the rest of the world.

Core CPI

Source: Datastream, Federal Reserve Bank of Cleveland as of 11/30/21.

The divergence in inflationary outcomes across EM has been
reflected in EM central banks’ policy moves. Most Latin America
and EMEA central banks have shifted to a tightening stance, while
EM Asia has mostly held monetary policy steady in 2021. Inflation
has surprised to the upside in Latin America and EMEA with
rapid pickup in activity as mobility restrictions were eased, oil and
commodity prices rose, and rates fell to record lows in most EMs.
In Q4 2021 there have been sharp rate hikes in several countries,
including Brazil (150 basis points or bps), Czech Republic (125
bps), Poland (75 bps) and smaller rate hikes in Mexico (25 bps),
Peru (50 bps), and Colombia (50 bps). Central banks in a host of
smaller EMs and frontier markets have also hiked rates. Turkey has
been the one central bank that has moved in the opposite direction,
cutting rates by 400 bps to 15% on political pressure even as
inflation has risen above 20%. This has prompted a sell-off in the
Lira, which is down more than 40% against the US dollar in 2021.
Developed-world central banks have shifted further toward removing
monetary accommodation to address rising inflation by reducing
asset purchases and by hiking rates sooner. Further, the Omicron
variant is likely to complicate central banks’ task as they try to
rein-in inflation. When the COVID-19 pandemic first hit the global
economy in March 2020, inflation was low and policy makers could
bring out the heavy artillery to fight the recession. Policymakers face
a more difficult trade-off now.

In the US, monetary policy continues to provide substantial
support to the economic recovery, through the near-zero federal
funds rate and the Fed’s asset-purchase program. However, in
an acknowledgment of stubbornly elevated inflation, the Fed
announced it would double the pace of its asset purchase taper
and signaled it would move forward raising rates to the first half of
2022. In August, the Fed was expected to hold rates steady for all
of 2022, and not hike rates until 2023. Now markets are expecting
three rate hikes in 2022 and a fourth in early 2023.
Figure 6 Shift in Fed Policy: Markets Now Expect Mid-Year Liftoff
Fed Funds Expectations (Fed Funds Futures)
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Expect a More Turbulent and Less Rewarding Year
US stocks delivered stellar returns in 2021, but globally returns
were more mixed. We saw double-digit increases in Europe
and the UK and many emerging markets bourses. However,
poor performance in China, driven by government regulatory
crackdowns and property sector woes, dragged down the emergingmarket index to negative returns. Japanese stocks were about flat
for the year. US REITs and commodities were particularly strong
performers this year (Figure 7), benefiting from their status as real
assets during a period when inflation surged to levels not seen in
decades. Bonds mostly posted negative returns, as yields bounced
around but generally ended the year at higher levels. In the US, for
example, the 10-year Treasury yield began the year at 0.9% and is
currently trading at a yield of 1.467% as of 12/21/21. The entire
increase, however, came in the first quarter when the yield hit
1.74% on 3/31/2021 and has since traded back down.
Figure 7: US Stocks, REITS, and Commodities Top 2021 Performance Derby

25 bps

May-23

Apr-23

Mar-23

Feb-23

Jan-23

Dec-22

Nov-22

Oct-22

Sep-22

Aug-22

Jul-22

Jun-22

Apr-22

May-22

Feb-22

Mar-22

Dec-21

Jan-22

2021 YTD Returns

Source: FactSet as of 12/16/21.

The outlook for fiscal policy has become more complicated after a
strongly expansionary fiscal stance in 2020-21. Policymakers now
face more complex challenges as the tailwind from fiscal stimulus
fades. Fiscal policy remains supportive in the near term, largely due
to the continued implementation of measures announced in 2020
and early 2021. In the US, most crisis-related fiscal support has
already been withdrawn. However, the earlier relief payments have
resulted in significant accumulated savings that should continue
to support the economic recovery. Longer-term public spending
plans related to physical infrastructure are likely to start being
implemented next year, with new funding for transport networks,
broadband upgrades and improvements to power and water
systems. Looking ahead, the recent $1-trillion infrastructure law,
and the $1.75-trillion budget reconciliation bill currently being
negotiated are expected to add around 0.3% of GDP growth in
both 2022 and 2023.
In the Eurozone, national fiscal policies provided substantial
support to the economy in 2020 and 2021. Governments
provided discretionary stimulus in excess of 2% of euro-area
GDP in 2021, but a gradual consolidation is expected in 2022
and 2023 as exceptional support measures are phased out.
In Japan, the new government has announced a fiscal-policy
package, which includes measures such as increasing the health
care system’s in-patient capacity, continued support for affected
households, and promotion of sectors that can help strengthen
supply-chain resilience.
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The growth environment for 2022 looks to be supportive of
risk assets. We believe above-trend global growth is still likely,
although growth should slow from 2021’s torrid pace. The outlook
for economic activity is somewhat clouded by the emergence of
the Omicron variant. Experts are still studying the variant, and
more data will be available in the coming weeks. However, at this
moment, we believe Omicron is unlikely to derail growth next
year. Rather, it is more likely to represent another economic speed
bump in an ongoing expansion.
That said, we believe 2022 will be a more turbulent and less
rewarding year for US stocks in particular, as the Fed unwinds
extraordinary monetary accommodation in response to abovetrend growth, the rapidly falling unemployment rate, and elevated
inflation. While solid economic growth is typically good for stock
market performance, high valuations, elevated rates of inflation, and
rising real rates seem likely to coincide with lower returns, higher
volatility, and larger drawdowns than we saw in 2021.

Nonetheless, we maintain the view that stocks will outperform
bonds next year as yields on the long end are likely to rise in
response to the shifting monetary policy environment. This should
translate into another year of negative returns for the Bloomberg
Barclays US Aggregate Bond Index. Meanwhile, equities should
be supported by a continued rise in corporate earnings. Moreover,
stocks typically perform well in the early stages of Fed rate hikes,
which seem likely to begin next year. The real damage from higher
rates tends to occur later in the tightening cycle when tighter policy
flattens/inverts the yield curve; we are still not at that point.1 Things
could be different this time, though, as the Fed is hiking rates after
inflation is already running at levels substantially above its target.
We expect profit growth to continue but to slow from this year’s
blistering pace. 2021 was a banner year for corporate earnings
as profits rose globally by more than 50% due to several factors,
including base effects, increased revenue from pent-up demand,
operating margin expansion, and declining interest costs. Triple-digit
earnings growth rebounds in emerging markets Latin America and
EMEA were driven by sharply higher oil and commodity prices.
Given the tough comparison and expected slower economic
growth, profit growth should come back to earth in 2022. US and
global earnings are expected to grow at a high-single-digit pace
next year (Figure 8).
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Equity valuation multiples had risen sharply over 2020 as earnings
collapsed due to the COVID recession, while stocks prices rose
sharply in response to unprecedented monetary and fiscal policy
stimulus, and in anticipation of a rebound in profits in 2021. During
2021, valuations improved with price/earnings (PE) multiples
contracting as earnings growth in the 50%-70% range outpaced
stock gains in the 10%-20% range. The forward PE ratio on the S&P
500 Index, for example, has fallen to 21 from 24 at the end of 2020
(Figure 9). While this is still elevated relative to its 10-year average,
we do not view it as excessive given the current level of interest rates
and with profitability for S&P 500 firms at a record level.
Outside of the US, market valuations are much more favorable.
As shown in Figure 9, multiples in non-US markets have generally
fallen more decisively than those in US from 2020 levels. Eurozone
equities exhibit forward multiples not too far above the 10-year
average, while UK (FTSE) and Latin American stocks are trading at
significant discounts to the same measure. As a result of the much
better valuation starting point, non-US markets could see significant
outperformance over US stocks next year. However, this has been the
Taking the Tantrum out of the Taper, Credit Suisse Securities, Jonathan Golub, 12/13/2021.
2
Russell 1000 Growth and Value indexes.
All data from PGIM Quantitative Solutions unless otherwise noted.
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Figure 9: Equity Valuation: Elevated in Some Markets But Off 2020 Highs
Forward PE Ratios
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Commodity futures stand out as one of the few major asset classes
that remains historically cheap (it’s worth noting the Bloomberg
Commodity Index fell nearly 75% from mid-2008 to April 2020),
so even with this year’s strong performance, the commodity index is
still nearly 60% below its prior peak. We think the pandemic marked
the bottom in the secular bear market for commodities, and a new
bull market should continue into 2022. Further, price gains should
be driven by elevated inflation trends, constrained supply, (driven
by a decade of underinvestment due to falling prices, environmental
policies and ESG investing), and buoyant demand (due to economic
normalization from the fading impact of the pandemic and past
government fiscal and monetary stimulus).
Figure 10: 2021 Rally Still Leaves Commodities Way Below Prior Peak
Bloomberg Commodity Index
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Consensus Earnings Outlook

1

Similarly, valuation, higher rates, and elevated inflation should favor
value and small-cap stocks over large-cap and growth. However, these
conditions were in place this past year as well, and bets favoring value
and small-cap proved difficult to time and delivered mixed results.
In the US large-cap space, value stocks charged out of the gate this
year, besting their growth counterparts 18.4% to 1.6% through May.2
However, since then it’s been almost the mirror image with growth
beating value 16.0% to 2.5%. Similarly, the small-cap Russell 2000
Index was also beating the large-cap S&P 500 Index at mid-year
but is now trailing by a large margin (see Figure 7). We are currently
neutral on style and market-cap positioning in the US but could shift
back in the direction of small-cap and value stocks next year if we see
more definitive signs that market sentiment is shifting in their favor.

P/E Ratio

Figure 8: Earnings Growth to Slow Next Year, But Remain Positive

case for several years, and the momentum still favors the premiumpriced and higher-quality US market. We are currently neutral on
US, EAFE, and emerging-market stocks.

Source: Datastream as of 12/15/21.

AUTHORS

ABOUT PGIM Quantitative Solutions

Edward L. Campbell, CFA, Managing Director and Portfolio Manager
John Praveen, PhD, Managing Director and Portfolio Manager
Manoj Rengarajan, CFA, Principal and Portfolio Manager
PGIM Quantitative Solutions Global Multi-Asset Solutions Team

PGIM Quantitative Solutions began managing multi-asset
portfolios for institutional investors in 1975. Today, we
manage systematic quantitative equity and global multiasset strategies as part of PGIM, the global investment
management businesses of Prudential Financial, Inc. Our
investment processes, based on academic, economic and
behavioral foundations, serve a global client base with $113.7
billion in assets under management* as of 9/30/2021.

FOR MORE INFORMATION
To learn more about our capabilities, please contact PGIM Quantitative
Solutions by email at contactus@pgim.com or by phone in the US
at +1 (866) 748-0643 or in the UK at +44 (0) 20-7663-3400.

*Assets under management (AUM) are based on company estimates and are subject
to change.

Notes to Disclosure
Sources: Bloomberg, Datastream, FactSet, Federal Reserve Bank of Cleveland, IBES, MSCI, PGIM Quantitative Solutions and World Health Organization (WHO). This is intended for
Professional Investors only. All investments involve risk, including the possible loss of capital. Past performance is not a guarantee or a reliable indicator of future results.
PGIM Quantitative Solutions LLC (PGIM Quantitative Solutions or PGIM Quant), formerly known as QMA LLC, is an SEC-registered investment adviser and a wholly-owned subsidiary of PGIM,
Inc. (PGIM) the principal asset management business of Prudential Financial, Inc. (PFI) of the United States of America. Registration with the SEC does not imply a certain level of skill or
training. PFI of the United States is not affiliated in any manner with Prudential plc, which is headquartered in the United Kingdom or with Prudential Assurance Company, a subsidiary of
M&G plc, incorporated in the United Kingdom.
The comments, opinions and estimates contained herein are based on and/or derived from publicly available information from sources that PGIM Quantitative Solutions believes to be
reliable. We do not guarantee the accuracy of such sources of information and have no obligation to provide updates or changes to these materials. This material is for informational
purposes and sets forth our views as of the date of this presentation. The underlying assumptions and our views are subject to change.
In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and
regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (“EEA”), information is issued by PGIM
Netherlands B.V. with registered office: Gustav Mahlerlaan 1212, 1081 LA Amsterdam, The Netherlands. PGIM Netherlands B.V. is authorised by the Autoriteit Financiële Markten (“AFM”) in
the Netherlands (Registration number 15003620) and operating on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in
reliance of provisions, exemptions or licenses available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union.
These materials are issued by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are
professional clients as defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). PGIM Quantitative Solutions, PGIM Limited and/or PGIM Netherlands B.V. are indirect,
wholly-owned subsidiaries of PGIM. These materials are not intended for distribution to, or use by, any person in any jurisdiction where such distribution would be contrary to local or
international law or regulation.
In Japan, investment management services are made available by PGIM Japan, Co. Ltd., (“PGIM Japan”), a registered Financial Instruments Business Operator with the Financial Services
Agency of Japan. In Hong Kong, information is presented by PGIM (Hong Kong) Limited, a regulated entity with the Securities and Futures Commission in Hong Kong to professional investors
as defined in Part 1 of Schedule 1 of the Securities and Futures Ordinance.
In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM Singapore”), a Singapore investment manager that is licensed as a capital markets service license holder by the
Monetary Authority of Singapore and an exempt financial adviser. These materials are issued by PGIM Singapore for the general information of “institutional investors” pursuant to Section
304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) and “accredited investors” and other relevant persons in accordance with the conditions specified in Sections
305 of the SFA. In South Korea, information is issued by PGIM Quantitative Solutions, which is licensed to provide discretionary investment management.
These materials are neither intended as investment advice nor an offer or solicitation with respect to the purchase or sale of any security or financial instrument. These materials are not
intended to be an offer with respect to the provision of investment management services.
The opinions expressed herein do not take into account individual client circumstances, objectives, or needs and are therefore are not intended to serve as investment recommendations. No
determination has been made regarding the suitability of particular strategies to particular clients or prospects. The financial indices referenced herein is provided for informational purposes only.
You cannot invest directly in an index. The statistical data regarding such indices has been obtained from sources believed to be reliable but has not been independently verified.
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends as of the original date of this
document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you
should not rely on such forward-looking statements in making any decisions. No representation or warranty is made as to future performance or such forward-looking statements.

SPECIAL RISKS

Foreign investments may be volatile and involve additional expenses and special risks, including currency fluctuations, foreign taxes and political and economic uncertainties. Emerging and
developing market investments may be especially volatile. Investments in securities of growth companies may be especially volatile. Due to the recent global economic crisis that caused
financial difficulties for many European Union countries, Eurozone investments may be subject to volatility and liquidity issues. Value investing involves the risk that undervalued securities
may not appreciate as anticipated. Small and mid-sized company stock is typically more volatile than that of larger, more established businesses, as these stocks tend to be more sensitive
to changes in earnings expectations and tend to have lower trading volumes than large-cap securities, creating potential for more erratic price movements. It may take a substantial period
of time to realize a gain on an investment in a small or mid-sized company, if any gain is realized at all. Diversification does not guarantee profit or protect against loss.
Emerging markets are countries that are beginning to emerge with increased consumer potential driven by rapid industrial expansion and economic growth. Investing in emerging markets
is very risky due to the additional political, economic and currency risks associated with these underdeveloped geographic areas. Fixed-income investments are subject to interest rate
risk, and their value will decline as interest rates rise. Unlike other investment vehicles, U.S. government securities and U.S. Treasury bills are backed by the full faith and credit of the U.S.
government, are less volatile than equity investments, and provide a guaranteed return of principal at maturity. Treasury Inflation-Protected Securities (TIPS) are inflation-index bonds that
may experience greater losses than other fixed income securities with similar durations and are more likely to cause fluctuations in a Portfolio’s income distribution. Investing in real estate
poses risks related to an individual property, credit risk and interest rate fluctuations. High yield bonds, commonly known as junk bonds, are subject to a high level of credit and market risks.
Investing involves risks. Some investments are riskier than others. The investment return and principal value will fluctuate and when sold may be worth more or less than the original cost.
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