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As we enter a new year, we would like to share our outlook for the 
economy and the financial markets for 2022. Surely, this is a dynamic 
period of time, with many areas experiencing rapid shifts and big 
changes, and we believe this will continue into the new year.

2022...A New Year, A New Outlook

Expect Volatility

Our expectations also include 2022 being a stock pickers market. 
With expanded valuations, those companies and sectors that can 
meet or beat earnings will outperform the general market. Going 
hand in hand with volatility, PE expansion is a primary source of 
volatility. A mix of other dynamics including the aforementioned 
sources of volatility will affect every sector differently. For example, 
higher interest rates could hurt growth company valuations, while 
boosting value company valuations. We are also looking forward to 
developing "story" stocks whose narratives will grab the attention of 
the market.

While we are expecting a positive year for the equity market we do 
think that volatility is set to rise for the year. Our reasons for this 
include inflation and efforts by the Fed to try and contain it, high 
valuations in certain areas of the market, and the likely political 
rhetoric around upcoming midterm elections. Also, we would be 
remiss not to mention the possibility of geopolitical events in relation 
to Taiwan and Ukraine. That said, we want to remind investors that 
volatility is a normal part of the investment cycle.

Stock Pickers Market

Taking Profits

Some investors have issues with 
taking profits in their equity holdings, 
preferring to hold them for long 
periods of time and minimizing 
capital gains taxes. As a firm, MH 
& Associates typically adheres to 
this strategy. However, we also 
recognize that there are periods in 
the market where it does make sense 
to be more short term oriented and 
realize a larger amount of profit 
than normal. Over the past year we 
felt it appropriate to take advantage 
of opportunities in equities which 
had rapidly outsized gains and the 
risk to reward was not as favorable 
anymore.  Locking in gains in a period 
of volatile markets can definitely 
make a positive contribution to 
performance. There are always risks 
when investing and prudence keeps 
these risks at arms length.  Investors 
should not be too wary of taking 
gains and, in keeping with our 2022 
outlook for volatility, it may continue 
to be appropriate in the new year.

In November, the House of Representatives passed President Biden’s Build Back Better Act only for the Senate 
to shoot it down the following month.  We expect with some minor modification the bill will ultimately be 
passed in the new year.  However, of important note is that the House version does contain several tax changes 
but nothing like the raft of originally proposed tax increases on wealthy individuals.  We do not expect that the 
ultimate passage by the Senate will increase the tax burden from the House version.  Our expectations are that 
individual income tax brackets will likely remain the same as will tax rates on capital gains.  However, there will 
likely be higher rates on those earning $25 million+. The step-up in basis on inherited assets will remain intact 
and the $10K deduction on state and local taxes implemented by President Trump may be increased to $80K.  
On the corporate side the expectations are that a minimum tax rate of 15% will be implemented.  This is bound 
to be a big topic for 2022.

Build Back Better Act...Moderate Tax Changes
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Do Small Caps Hold The Key?

C3.ai - Artificial Intelligence
We added an initial position in C3.ai, an artificial intelligence (AI) software company that has 
been out of favor since it went public late last year. AI will be an enormous opportunity over 
the coming decade, with some outspoken analysts declaring the market opportunity to be 
worth several trillions. C3.ai built its platform quietly over the past decade, being founded 
by a well-known industry veteran. After an initially successful IPO, investors were spooked 

by a few quarters of lumpy growth which caused the shares to drop over 75% from their high. The company 
is focused on selling AI software to the financial, industrial, energy and medical sectors and also to defense, 
intelligence and other government agencies.  We believe that these are very early days for the company and that 
C3.ai will take its share of the opportunity. 

Technically Speaking

While the media is awash in commentary 
about the NASDAQ and S&P 500, there is 
rarely any discussion about small cap stocks.  
We are guilty of it as well, as in these technical 
articles we generally provide outlook based on 
the main indices.  However, one of our main 
talking points through the year has been a lack 
of health in the underlying market.  Most of 
this "unhealthiness" comes from the fact that 
small cap stocks (measured here by the Russell 
2000 Index) have been in a sideways trading 
range for the majority of 2021.  A breakout 
in early November was quickly nullified as 
inflation and COVID fears overwhelmed the 
market, followed by strong tax loss selling in 
small caps that have come down from February peaks.  For now the index has maintained support at the lower 
green line, but a break below this will mean that the November breakout was indeed false and could lead to a 
fast decline.  In general, the longer an index stays in a trading range, the sharper the move will be when you get 
out of it.  This movement can be either up or down.  What was encouraging was the index climbing back above 
its 200 day moving average (red line) after closing below it for the first time since September 2020.  As long as it 
can maintain this, the bullish trend can continue.

A key to the small caps breaking out is in the lower window, a ratio of the Russell 2000 to the QQQ index (the 
top 100 NASDAQ stocks).  When this line is downtrending, the Russell is underperforming the QQQ.  Notice the  
period from October 2020-March 2021 and how sharp the move up was in the index itself while the Russell 
outperformed the QQQ.  We regard this kind of outperformance will be necessary for the Russell to move out 
of its trading range and indicates that investors are putting their money into a different basket of stocks and not 
focusing on momentum trading.  This does tend to happen in the early part of January as the most beaten up 
stocks find buyers and money comes out of the best movers from the prior year.  The first quarter will certainly 
be interesting as there are many headwinds, but potentially some tailwinds as supply disruptions improve and 
hopefully we see the end of another strong COVID wave.


