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Challenges

• COVID-19 continues to take a toll 
• Inflation is rearing up and interest rates are or about to rise 
• Margins may be vulnerable
• Valuations are elevated
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1st Challenge: 
COVID-19 continues to take a toll
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COVID-19 has taken a tremendous toll and reported related 
deaths are probably understated. 
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Excess deaths = The number of people who die from any cause in each time period minus the historical 
baseline from recent years

Source: The Economist, Wikipedia



COVID-19 is 
already one 
of the 
deadliest 
events in 
world history 
in a very 
short time

Source: Wikipedia 5



The world stepped up vaccinations to combat the virus 

Source: Financial Times 6



The world continues to go through COVID-19 waves 

Source: New York Times 7



Central banks implemented significant monetary stimulus. They are 
now starting to tap on the breaks.

8Source: JP Morgan Asset Management



Governments have implemented significant fiscal stimulus

Source: International 
Monetary Fund
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2nd Challenge: 
Higher inflation and interest rates
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Inflation is on the rise

Source: FactSet 11



Real GDP growth and inflation accelerated in 2021. Real GDP growth is 
expected to moderate in 2022-2023. Inflation may ease but remain 
elevated versus pre pandemic levels. 

Source: OECD December 2021 Forecast 12



The debate continues whether inflation will persist. If inflation proves 
transitory and retreats, investment returns may hold up well. If inflation persists 
above 6%, investment returns may take a hit.

13Source: Capital Group
Past performance is not a guarantee or predictor of future performance.



History 
suggests 
stock returns 
are more 
muted the 
first year or 
two after the 
Fed starts 
hiking 
interest 
rates.

14Source: Ned Davis Research
Past performance is not a guarantee or predictor of future performance.



Concerns about rising 
rates and the negative 
impact on stocks appear 
overblown.

Inflation’s impact on 
profit growth is more 
important.

Source: Ritzholtz Wealth Management 
Past performance is not a guarantee or predictor of future performance. Average annual S&P return over these periods = 10.5% 15



3rd Challenge: 
US margins may be vulnerable, and a 
contraction would likely serve as a 
stock headwind
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The S&P generally tracks earnings over time

Source: FactSet
Past performance is no guarantee of future performance. 17



Consensus forecasts call for 
S&P earnings growing 70%, 
10% and 10% in 2021, 2022 
and 2023. This forecast 
assumes historically strong 
margins. 

If companies have trouble 
passing on cost inflation, 
margins may be vulnerable. 
If margins contract profits 
will be pressured. This trend 
would likely serve as a stock 
headwind.  

Source: S&P and FactSet

Margin contraction is a risk
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4th Challenge: 
Stock valuations are elevated
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US large cap stock valuations are high versus history

Source: Value Line Investment Survey 20



Value Line studies suggest positive mid single digit 
stock returns over the next 3-5 years
The Value Line Standard Edition statistics as of 
11/12/21 are:
• Median P/E 17.7x

• Dividend yield 1.9%

• 3-to-5-year average annual appreciation 
potential +10% to +13%

From 1968 through today when the statistics 
were at today’s levels, subsequent three and  
year average annual investment returns were: 
• Median P/E: 3 Year +8.7%, 5 Year +4.0%

• Dividend yield: 3 Year +10.1%, 5 Year +7.5%

• 3-to-5-year average annual appreciation 
potential: 3 Year +9.1%, 5 Year +3.9%

• AVERAGE OF THREE APPROACHES                       
3 Year +9.3%, 5 Year +5.1%

Source: Value Line Investment Survey and FactSet
Past performance is not a guarantee or predictor of future performance. 21



The S&P Shiller P/E is high suggesting more muted returns over the next 5 years

22
Source: FactSet
Past performance is not a guarantee or predictor of future performance.



Different ways to invest in the US stock market

• Passive indexing 
• Enhanced indexing 
• Sectors
• Individual stocks
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1st Opportunity: 
Passive Indexing
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Stocks are the most volatile in the short run while volatility across 
stocks and bonds is similar over the long run

Asset allocation perspective: 

You should have these traits to be 
invested in common stocks 
• Average to high risk tolerance
• Average to high risk capacity 
• An intermediate to long time 

horizon

If don’t have these traits, please 
re-evaluate your stock allocation.  

If you have these traits, history 
suggests you should enjoy solid 
returns over the long run. 

Source: JP Morgan Asset Management
Past performance is not a guarantee or predictor of future performance. Financial plans are hypothetical in nature and intended to help you in making decisions on your financial future 
based on information that you have provided and reviewed. Assumptions need to be reviewed regularly. Stocks are not guaranteed and have been more volatile than other asset 
classes. Government bonds and Treasury bills are guaranteed by the full faith and credit of the United States government as to the timely payment of principal and interest.
Diversification does not eliminate the risk of experiencing investment losses.
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It is time in the market not market timing that 
makes a difference over the long run

• “The Big Money is not in the buying and 
the selling. But in the waiting.”                    
– Charlie Munger

• “Look at market fluctuations as your friend 
rather than your enemy; profit from folly 
rather than participate in it.”                        
– Warren Buffett

• “The courage to press on regardless-
regardless of whether we face calm or 
rough seas, and especially when the 
markets howl around us – is the 
quintessential attribute of a successful 
investor.” – Jack Bogle

Source: Peter Lynch One Up On Wall Street, Legg Mason, www.brainyquote.com, 
www.quotefancy.com 26



It is time in the market not market timing that 
makes a difference over the long run
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S&P 500 Bull Markets Often Surpass Bear Markets in Both Duration and Magnitude

Source: Morningstar
Past performance is not a guarantee or predictor of future performance.

ETF to 
consider:
Vanguard 
Total Stock 
Market 
<VTI>
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2nd Opportunity: 
Enhanced Indexing
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Value, small cap, quality, momentum and low volatility stocks 
have generally outperformed the broader market over time

Past performance is not a guarantee or predictor of future performance. 29



Research Affiliates provides data on US factors. Checks reflect attractive valuation gaps.

Source: Research Affiliates
Only valuation gaps of 20% or greater are highlighted in the table. Past performance is not a guarantee or predictor of future performance. 30



Value looks relatively attractive versus growth

31
Source: FactSet
Past performance is not a guarantee or predictor of future performance.



US small cap stocks look relatively cheap versus large caps

32
Source: FactSet
Past performance is not a guarantee or predictor of future performance.



Advanced factor approach:
Combining valuation and the economic cycle
• Valuation looks attractive today

• Momentum
• Small Cap 
• Value 

• Factors usually outperform during different times 
in the cycle

• Recovery
• Small Cap
• Value

• Growth
• Momentum
• Quality

• Slowdown
• Low Volatility
• Momentum
• Quality
• Value

• Recession 
• Quality 

• Conclusion where valuation and economic cycle meet
• Recovery – If you expect economic growth to accelerate 

from here 
• Small Cap 
• Value 

• Growth – If you expect economic growth to stay steady 
from here 

• Momentum
• Slowdown – If you expect the economy to slow modestly

• Momentum
• Value 

• Recession – If you believe an economic slowdown 
noticeably 

• No factor meets both criteria

• ETFs to consider
• SPDR S&P 600 Small Cap <SLY>
• iShares MSCI USA Momentum Factor <MTUM>
• Vanguard Value <VTV>

Source: Resource Affiliates
Past performance is no guarantee of future results. 33



3rd Opportunity: 
Sectors 

34



Sector Momentum
Leaders: Consumer Discretionary, Industrials, Information Technology
Laggards: Utilities, Consumer Staples, Real Estate

Rank Scale: 1 Best, 11 Worst
Source: S&P, Value Line Investment Survey 35



Sector Near-Term Valuation
Leaders: Financials, Materials, Communications
Laggards: Real Estate, Technology, Consumer 
Discretionary

Sector 3-5 Year Annual Appreciation 
Potential
Leaders: Energy, Financials, Materials
Laggards: Real Estate, Technology, Consumer 
Discretionary

S&P 500 Sector 3-5 year projections reflect Candor bottom-up analysis, Overall S&P 500 3-5 year projections 
reflect Candor bottom up and top-down analysis
Rank Scale: 1 Best, 11 Worst
Source: S&P, FactSet, Candor Asset Advisors
Past performance is no guarantee of future performance. 36



Overall Perspective
Leaders: Energy, Financials, Materials
Laggards: Real Estate, Utilities, Technology

ETFs to consider: Energy Select Sector SPDR Fund <XLE>, Financials Sector SPDR Fund <XLF>, Materials 
Select Sector SPDR Fund <XLB>
Rank Scale: 1 Best, 11 Worst 

37



4th Opportunity: 
Individual stocks 
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Compelling stock ideas 
• Cigna <CI>

• Cigna is well positioned as a top 10 health insurer that benefits from local operating scale and network effects. 
• Express Scripts is a top 3 pharmacy benefit manager that has tremendous operating scale and benefits from high switching costs. 
• Combining Cigna and Express Scripts with new strategic partnerships should round out the service offering and enable cross selling. 
• Employing new lower sites of care, digital tools and end-to-end clinical programs should improve patient access, lower healthcare costs and 

drive market share gains.  
• The valuation is compelling with a 10x P/E and 1.3% dividend yield. Cigna offers 15%+ 3–5-year annual return potential. 

• Lazard <LAZ> 
• Asset management and financial advisory businesses operate in a complementary way, offer diversification and earn attractive rates of return. 
• The asset management franchise is well positioned with a focus on global, regional and emerging market institutional investment 

management. These areas are generally stickier and less fee sensitive. Revenues should benefit from asset appreciation over time. 
• The financial advisory business benefits from a global platform, an extensive advisory services offering, and network effects. These advantages 

have translated into market share gains over the last 15 years. 
• Growth opportunities remain via inorganic team acquisitions and organic talent hiring, technology investments and geographic expansion. 
• Lazard offers 20%+ 3–5-year annual return potential. The stock now trades at trades at 9x earnings and has a 4.3% dividend yield. 

• LyondellBasell <LYB>
• Lyondell enjoys global production scale and diversification. Lyondell has earned #1-3 share positions through being a cost competitive supplier. 
• Recent capacity expansion and JV initiatives should aid EBITDA by a significant amount in the coming years.
• Management has done an excellent job improving the balance sheet and driving down costs. 
• Lyondell offers 17%+ 3–5-year annual return potential. The current valuation is attractive at a 4.7% dividend yield and 6x P/E. 

39



For more information

• Check out our website at:
www.candorassetadvisors.com • Sign up to receive our insights by 

emailing us @:
• info@candorassetadvisors.com

• To schedule a conversation, use 
the following link:

• https://calendly.com/bhawes-
1/brief_conversation

40
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William E. Hawes, CFA, CFP®
512 522-8501

bhawes@candorassetadvisors.com

1250 Capital of Texas Highway South
Building 3, Suite 400
Austin, Texas 78746

www.candorassetadvisors.com

42

Investment advisory and financial planning services offered through Candor Asset Advisors, LLC, a registered investment advisor.



Disclosures

• Investment advisory and financial planning services offered through Candor Asset 
Advisors, LLC, a registered investment advisor.

• Past performance is not a guarantee or predictor of future performance.
• Financial plans are hypothetical in nature and intended to help you in making decisions 

on your financial future based on information that you have provided and reviewed. 
Assumptions need to be reviewed regularly.

• Stocks are not guaranteed and have been more volatile than other asset classes. 
Government bonds and Treasury bills are guaranteed by the full faith and credit of the 
United States government as to the timely payment of principal and interest.

• Diversification does not eliminate the risk of experiencing investment losses.
• Candor Asset Advisors does not endorse or support the contents or opinions of third-

party providers. 
• Candor Asset Advisors is not responsible for the content, privacy and security of a third-

party website.
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Appendix

• Recessions
• Corrections and Bear Markets

44



Recessions, corrections, bear 
markets and rallies
Providing historical context

45



What is a recession?

A recession according to the National Bureau of Economic Research 
(NBER), which is the official arbiter in characterizing business cycles, 
defines an economic recession as "a significant decline in economic 
activity spread across the economy, lasting more than a few months, 
normally visible in real GDP, real income, employment, industrial 
production, and wholesale-retail sales." In practice this means a 
recession can represent a slowdown in economic growth over a few 
quarters rather an actual decline in economic statistics.  

46



US Business Cycle 
History Since 1854

Data highlights
• The average economic 

expansion lasts 2.2 to 6.3 
years

• The average economic 
contraction lasts 10-22 
months 

47



The New York 
Federal 
Reserve Bank 
has a model 
that has 
predicted 
most 
recessions 
since 1959.

The model 
currently pegs 
the odds of a 
recession as 
6% over the 
next twelve 
months.

48Source: New York Federal Reserve Bank



Corrections and bear markets

• Stock market corrections are defined as a 10-20% drop in stock prices.
• Corrections usually occur every one to three years.
• Bear markets are defined as a drop of 20% or more in stock prices. 
• Bear markets have occurred every 2.7 to 12.6 years since 1929. On 

average bear markets occur every 7.5 years. 
• Since 1929, the average bear market decline registered 42% with the 

maximum bear market decline registering 86% from 1929-1932.  
• The average bear market lasts 22 months.  
• The 2020 bear market lasted only a month and registered a 34% 

decline. 

49
Past performance is not a guarantee or predictor of future performance.



Bear market history

Sources of bear 
markets: 

% of the time 
• 77% recessions
• 54% extreme 

valuations
• 46% aggressive fed 

actions
• 31% commodity 

spikes

The % of time a 
recession occurs due 
to 
• 23% one factor
• 46% two factors
• 31% three factors

50Source: JP Morgan Asset Management 
Past performance is not a guarantee or predictor of future performance.



The S&P is 
up most 
years but 
intra year 
drops occur 
regularly 
and are 
often 5-20%

51Source: JP Morgan Asset Management 
Past performance is not a guarantee or predictor of future performance.


