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Tectonic Shifts in the Investing Landscape
April 20, 2022
Much like the heat from radioactive processes inside the Earth causes tectonic plates to move—sometimes in one
direction and sometimes in another—the dynamic shifting of corporate winners and losers remains a constant.
Reflecting on Unique Times
As we begin the second quarter of 2022, we reflect on the unique environment we have experienced the last two
years.
The nature of the economic cycle, originally due to the COVID pandemic, has been amplified. We’ve experienced
an extreme closing and reopening of the global economy accompanied by unprecedented liquidity and
pronounced rotations in style—first with growth outperforming strongly, and more recently value charging back.
Lastly, the Russian invasion of Ukraine continues to impact the economy and the markets, and in response we
have reassessed our outlook leading into this year.
What is that outlook? Similar to our forecast earlier this year, we see a natural slowing of economic growth from
the very high levels seen in 2020. We anticipate rising inflation, which implies a further deceleration of earnings
growth. We also continue to analyze the rising-interest- rate environment and its relationship to valuations. We
will discuss these topics in great detail in our upcoming global disruption series, but for now, let’s look at each
area in brief.
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Growth: Post-Russian Invasion
In terms of growth, we continue to see risks of slower economic and corporate profit growth than we had originally
expected.
In contrast to our prior outlook, we now expect materially lower growth in Europe. Leading into the year, most
European economies remained much below their pre-pandemic output trajectory; now the Russian invasion of
Ukraine has created further downward pressure. Particularly in Eastern and Central Europe—expanding past
Russia into Hungary and Poland—we expect continued inflation acceleration, currency pressure, and higher
interest rates.
In the United States, we see less of an impact from the Russia-Ukraine conflict, and therefore expect growth to
remain at broadly similar levels to our pre-invasion base case: a significant sequential deceleration in economic
activity from approximately 5.5% growth (which we observed in 2021) to closer to 2.5% by the end of 2022.
Corporate profit growth expectations seem reasonable and remain high for most major countries.
In China, our outlook is mixed. We’ve seen a resurgence of COVID cases and lockdowns (which we expect to impact
economic activity and weaken growth in the first half of 2022) coupled with potential geopolitical risk. But we
believe the government’s focus on a stable economic environment will lead to a moderate fiscal and monetary
stimulus as well as potential for some easing of regulatory pressures. Valuations in China are also relatively
attractive, in our view, after a difficult 2021.
Inflation
The ongoing lockdowns and the military conflict in Europe have prompted us to revise our inflation projections
further. We originally expected inflation to peak early this summer; we now believe that it will peak at a higher rate
in the later part of the year and roll over thereafter.
Of course, we were always going to monitor wage pressures because they remain a key variable in the United
States and have the potential to impact global equity markets. Corporate earnings growth, especially outside the
United States, is expected to decelerate further throughout much of 2022, which will put further downward
pressure on multiples.
Valuation and Style Performance
Thus far in 2022, we’ve seen one of the most significant style rotations of the past few decades, and that leads us
to a discussion of equity valuations.
The general relationship between rates and valuations holds, and despite the influences of the Russia-Ukraine
conflict and persistent inflation, we believe we are in a long-term economic recovery. Thus, we expect gradual
monetary tightening and removal of excess liquidity—leading to further multiple contraction as the expansion
continues and rates go higher.
This has direct implications for the performance of growth equities relative to value equites, and we have seen this
play out significantly since the beginning of 2022. Valuation as a factor has been, by far, the strongest driver of
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performance year-to-date.
Does this imply that the very long run of quality growth over value is over? We don’t think so.
Many of the drivers of growth’s outperformance are still in place: positive but lower economic growth, low (albeit
rising) interest rates, and a competitive landscape in the real economy. (This competitive landscape acknowledges
the structural advantages of some areas of the economy over others as well as the structural advantages of
differentiated, innovative business models.)
Moreover, we believe interest rates, as measured by the 10-year U.S. Treasury yield, would need to rise
meaningfully from current levels (about 300 basis points) to significantly affect relative future profitability and
investment premiums.
The More Things Change…
As the saying goes, the more things change, the more they remain the same. We believe the innovation and
disruption cycle remains solid (and, arguably, has even accelerated). The dynamic shifting of corporate winners
and losers is a constant, and again, may have accelerated. Importantly, durability (or improvements in corporate
competitive advantage) will likely remain underappreciated.
We believe this environment will create an important backdrop for active investing. Understanding companies
with differentiated business models, unique cultures, and durable competitive advantages will be increasingly
crucial to determining investment performance in this complex environment.
Ken McAtamney, partner, is the head of the global equity team and a portfolio manager for William Blair’s
International Growth, Global Leaders, and International Leaders strategies.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair &
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication,
without express written consent.

