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Highlights
Equities continued to demonstrate remarkable resiliency
during the quarter, despite numerous headwinds.
The S&P 500 Index posted a fourth-quarter gain of 11.0%
(+28.7% YTD), fueled by exceptional economic and
earnings growth.
Foreign equities continued to underperform domestic
stocks, with developed markets posting a fourth-quarter
increase of 2.7% (+11.8% YTD) and emerging markets
declining -1.2% (-2.2% YTD).
Lingering supply-chain disruptions, persistent inflationary
pressures, and diminishing fiscal/monetary policy support
will create a more challenging backdrop for financial
markets in 2022, but positive economic and earnings
growth should continue to support equity prices.

While U.S. equity valuations remain stretched overall—
with the S&P 500 Index trading at a forward P/E multiple
nearly 30% above its historical average—select pockets
of the market continue to offer value.
Individual stock selection may become increasingly
important to boost/preserve returns, as market
concentration risk has become extreme with the top 10
stocks in the S&P 500 now accounting for nearly one-third
of the index’s value.
Interest rates are likely to move higher in 2022,
dampening the return outlook for fixed income securities.
We expect positive, but more modest returns for equities
in 2022 — compared to the outsized returns reported over
each of the last three years.
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Market Review and Outlook
Despite concerns over new COVID-19 variants,
soaring inflation figures, and the initiation of monetary
policy tightening, equities continued to demonstrate
remarkable resilience during the fourth quarter.
Domestic stocks sustained their impressive rally and
closed the year near new highs. The S&P 500 Index
tacked on an additional fourth-quarter gain of 11.0%
(+28.7% YTD), due to robust economic expansion
and corporate earnings growth. In overseas markets,
returns were more measured. Developed
international equities (EAFE) posted a fourth-quarter
return of 2.7% (+11.8% YTD), as investors were able
to look beyond the temporary economic drag from
surging COVID cases and focus on relatively
attractive valuations. Meanwhile, emerging markets
(EM) suffered a quarterly decline of -1.2% (-2.2%
YTD), as solid gains across several regions were
more than offset by the sustained pullback in Chinese
stocks (one-third of the EM Index) amid government
crackdowns on the country’s technology/internet
sector.
U.S. equities benefited from near-ideal conditions in
2021: the economy expanded at a projected 5.6%
annual rate, corporate earnings grew an estimated
45%, and highly accommodative fiscal/monetary
policy remained in place for much of the year. As
we move into 2022, the market backdrop is likely
to prove more challenging. The recent emergence
of the Omicron variant suggests that the COVID-19
virus is far from over and could remain a lingering
threat to the economy for some time. Likewise,
supply-chain bottlenecks are expected to endure for
at least the next couple of quarters (and perhaps into
2023). Finally, a shortage of both materials and
workers could continue to drive up prices—forcing
the Fed to accelerate interest rate hikes in order to
curb inflation pressures.
It’s hard to envision a scenario in 2022 that would
match the explosive growth generated by the global
reopening over the last several quarters, but
increasing levels of global immunization (via natural

and vaccine-induced immunity) should continue to
spur a return toward normalcy in the coming quarters.
Moreover, the U.S. economy has clear pillars of
support. The employment picture continues to
improve and escalating demand for goods/services
is projected to drive 4.0% U.S. GDP growth in 2022—
a downshift from the estimated 5.6% growth in 2021,
but still well above the post-financial crisis (20102019) average of 2.3%. With potential for aboveaverage economic growth and some pricing uplift
from elevated inflation in 2022, consensus S&P 500
revenues are projected to be up a strong high-single
digit for the year. If profit margins hold steady and
share repurchases continue, the consensus 2022
EPS growth estimate of 9% seems achievable (and
perhaps conservative).

S&P 500 EPS

Source: FactSet (as of 12/17/2021)

Based on the above 2022 consensus earnings
forecast, the S&P 500 closed 2021 trading at
a forward P/E multiple of 21.2x—well above the
25-year average of 16.4x. Rather than focusing on
the composite index’s overall valuation though, we
believe it is more relevant to look at its underlying
constituents. The index encompasses what we
believe are both incredibly overvalued and widelyheld securities, but also tremendous pockets of
undervalued or underfollowed hidden gems.
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The disproportionate weighting of the 10 largest
companies on the S&P 500 Index’s performance is a
key source of concern. The top 10 stocks in the S&P
500 are trading at a 68% premium to their historical
average P/E multiple (vs. the 26% premium for the
remaining stocks) and these index leaders now
account for an unprecedented 31% of the S&P 500’s
market capitalization—well above the previous
concentration peak seen at the height of the tech
bubble.

Weight of top 10 stocks in the S&P 500
% of market capitalization of the S&P 500

Source: FactSet, Standard & Poor’s, JP Morgan Asset Management

P/E ratio of the top 10 and remaining stocks in the S&P 500
Next 12 months

There is no question that the largest market cap
companies in the U.S. (including Apple, Alphabet,
Microsoft, Amazon, etc.) operate superb businesses.
But just like the prior index leaders they replaced,
history indicates these big-name stocks will
eventually encounter lackluster growth and returns.

Annualized relative performance of 10 largest U.S. Stocks

Source: FactSet, Standard & Poor’s, JP Morgan Asset Management

Earnings contribution of the top 10 in the S&P
Based on last 12 month’s earnings

Source: FactSet, Standard & Poor’s, JP Morgan Asset Management

Source: Dimensional Fund Advisors (Ten years: before 10% / after -2%;
five years: before 19% / after-1%; three years: before 24% / after 1%)

Given the mega-cap companies’ current outsized
composition of the S&P 500 Index, more modest
returns (or a sustained pullback) in these stocks
could create a drag on the benchmark’s performance
as a whole. Thus, individual stock selection could
become particularly advantageous moving forward.
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Despite high valuations and our longer-term concerns
about market concentration risk, equities with
reasonable valuations appear poised to continue
to generate positive returns until the outlook for
corporate profit expansion reverses and/or bond
yields move significantly higher. We’re expecting
2022 to exhibit slower (but still solid) economic
growth, ongoing inflation pressures, rising interest
rates, and diminishing fiscal/monetary policy support.
This may present more headwinds and volatility for
investors than have prevailed since the pandemic
lows, but sustained growth in corporate earnings
could continue to push equity prices higher in 2022—
albeit likely at a much more measured rate than
witnessed in 2021.
Portfolio Transactions
During the fourth quarter, we initiated positions in
Penn National Gaming, SoFi Technologies, and the
SPDR S&P Biotech ETF.
Penn National Gaming is the operator of gaming (i.e.
gambling) and racing properties and video gaming
terminals (“VGT”) in the U.S. It also operates retail
sports betting across its property portfolio, as well as
online sports betting through its subsidiary Barstool
Sports—a leading digital sports, entertainment, and
media platform that has an audience of over 66
million loyal fans. While the company’s land-based
casinos and VGT operations have been negatively
impacted by COVID, we expect those businesses
to continue to recover as people return to their
pre-pandemic entertainment outlets. Moreover,
we believe the company’s popular Barstool Sports
platform offers a compelling way for the company
to quickly gain share in the rapidly expanding sports
gambling industry. With its strong balance sheet,
Penn should be able to weather near-term risks from
COVID and capitalize on its opportunity for earnings
growth acceleration over time.
SoFi Technologies is a financial services company
that targets young, high-income individuals that may
be underserved by traditional full-service banks.

Initially known for its student loan refinancing
business, the company has expanded its product
offerings to include personal loans, credit cards,
mortgages, investment accounts, banking services,
and financial planning. The company intends to be
a one-stop shop for its clients’ finances, operating
solely through its mobile app and website. With its
acquisition of Galileo in 2020, the company also
offers back-office payment and account services for
debit cards and digital banking. We like the growth
potential of SoFi’s digital customer-facing financial
solutions, but we believe the company’s Galileo asset
could prove to be the crown jewel of the business—
as 70 of the top 100 fintech businesses in the world
outsource their backend operations (regulatory and
technology services) to Galileo. Thus, SoFi provides
investors a diversified, multi-faceted approach to
participate in the secular growth of fintech and digital
banking.
The SPDR S&P Biotech ETF provides diversified
exposure to over 185 individual (mostly domestic)
biotechnology firms. The biotechnology industry
focuses on novel drug development and clinical
research aimed at treating diseases and medical
conditions. While most of these prospective new
drugs fail to reach approval, the medications that
do succeed can generate tremendous returns for
shareholders. Given the high-risk, high-reward nature
of the industry, we believe investing in a diversified
portfolio of these businesses through an ETF
provides an attractive way to participate in the
industry’s overall success without taking on
significant company-specific risk. We had previously
purchased the fund back in 2Q19, but sold our
position a couple years later in 1Q21 when biotech
valuations moved appreciably higher. A sizable selloff
from the peak prices reached 1Q21 gave us another
opportunity to reinvest in the fund during 4Q21.
We exited our holdings in Texas Instruments and BP
during the quarter.
Texas Instruments is the world's largest maker of
analog chips, which are used to process real-world
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signals such as sound and power. The company also
has a leading market share position in digital signal
processors used in wireless communications and
microcontrollers used in a wide variety of electronics
applications. Texas Instruments is a well-run
company that offered a compelling and extremely
effective way to participate in the technologic
evolution taking place. The stock’s valuation,
however, had recently surged to a level where
we believed downside risk over the near term
outweighed its intermediate upside potential. We sold
our position in the company as a result, but we would
gladly invest in the company again at a more
attractive valuation level.
BP is an integrated oil and gas company that
explores for, produces, and refines petroleum around
the world. While the company has benefited from the
rebound in oil and gas prices in recent quarters,
we became increasingly skeptical of the company’s
aggressive pivot away from its legacy cash-flowproducing hydrocarbon business towards more
speculative investments in alternative energy—where
the company lacks a clear competitive advantage in
an increasingly crowded space. Therefore, we sold
our stake in the company in order to focus our energy
exposure on companies better positioned to
capitalize on escalating commodity prices and
focused on redeploying cash flows back to
shareholders.

moved steadily higher during the final months of
2021, consistent with the Fed’s announcement that
it will stop pumping money into the system with bond
purchases by mid-2022 and begin raising rates
shortly thereafter. However, the longer end of the
curve (e.g. 10-year yield) finished the fourth quarter
unchanged from the closing September level—
despite strong economic activity and multi-decade
highs in inflation—as the long-term structural impacts
of demographics, technology, and productivity that
have kept rates low for so long are still in place.
We believe both short- and long-term interest rates
could move higher in 2022, given near-term inflation
pressures and the expectation for above-trend
economic expansion. Even a slight uptick in interest
rates could put downward pressure on fixed income
returns, but we believe maintaining a moderate
allocation to bonds remains prudent for most
portfolios in order to offset potential equity market
volatility.
Final Thoughts
It’s hard to believe we’ve now entered the third year
of this global pandemic. We thank you for the
continued trust you have placed in us during this
challenging and uncertain period. Hopefully, we can
all get back to worrying about other things soon.
All the best to you in 2022!

Fixed Income

Parkside Investments, LLC

The prevailing trend in the Treasury market of late
has been the flattening of the yield curve. The short
end of the Treasury yield curve (e.g. 3-month yield)

For an audio snapshot of this letter, listen to our
podcast at https://www.parksideinv.com/podcast/
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Please contact your Parkside representative at 312/778-7700 if there are any changes to your financial situation or
objectives, or if you wish to modify any restrictions on your account.
Parkside Investments, LLC maintains a business continuity plan and periodically reviews the plan for disaster
preparedness. In an emergency, news updates will be posted to our website www.parksideinv.com until the critical
situation has been resolved. You may also contact us through our individual phone lines and e-mails or by our main
phone 312/778-7700 and e-mail address info@parksideinv.com. Your calls and e-mails will automatically forward to
other devices away from our offices.

Disclosures: The information contained in this message is intended to provide general information only and should
not be construed as an offer of specifically tailored individualized advice or results. Clients or prospective clients
should not assume that their performance will equal or exceed historical market results and/or averages. The
securities identified and described do not represent all of the securities purchased, sold, or recommended for client
accounts. The reader should not assume that an investment in the securities identified was or will be profitable.
With any investment, there is the possibility of loss as well as gain. Past performance is not indicative of any
specific investment or future results.
Benchmark performance shown for various market indices is shown with interest and dividends reinvested and
gross of all fees and expenses. An investor’s individual performance would include interest and dividends
reinvested, but would be net of all fees and expenses incurred from transactions and management of their portfolio.
No one can invest directly in a benchmark.
Views regarding the economy, securities markets or other specialized areas, like all predictors of future events,
cannot be guaranteed to be accurate and may result in economic loss to the investor. All statements other than
statements of historical fact are forward-looking statements (including words such as “believe,” “estimate,”
“anticipate,” “may,” “will,” “should,” and “expect”). Although we believe that the expectations reflected in such
forward-looking statements are reasonable, we can give no assurance that such expectations will prove to be
correct. Various factors could cause actual results or performance to differ materially from those discussed in
such forward-looking statements.
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