
 EGA Innovation Strategy   

Quarterly Commentary 

From the EGA Portfolio Management Team  

4Q 2021 

Performance Recap And Portfolio Positioning  

The Innovation Strategy returned 6.0%/5.8% (gross/net, est.)* during Q4 and 26.5%/25.8% (gross/net, est.)* for 

2021. Individual portfolio returns may differ due to cash flows, tax management and other factors. Comparable 

period returns for the benchmark (Nasdaq Composite) were 8.5%, and 22.2% respectively. Quarterly returns were 

led by investments in artificial intelligence, cloud computing and digital transformation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

2021 was a volatile year for our peer group. Here’s what helped us outperform: 

1) Sticking to our process, which lays a strong emphasis on durability of earnings growth while being 

sensitive to valuation. 

2)   Refraining from adding new positions solely to gain exposure to disruptive themes.  

a) Picking disruptive themes is easy, but themes do not generate returns on their own. 

b) Despite being disruptive, very few companies can differentiate in the long-term. 

c) Theme baskets are good for trading, not for investing. We focus on the latter. 

3) Not participating in IPOs or SPACs. 

a) IPOs are one-sided storytelling events that do not adequately weigh all the risks. 

• These risks often surface a few months or quarters after the listing. 

Eagle Global Advisors, LLC    1330 Post Oak Blvd., Suite 3000, Houston, TX 77056    713-952-3550     www.eagleglobal.com 

*See performance disclosures on p. 7 of this document. 
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b) SPAC sponsors aren’t usually the most patient or rational buyers. 

i. The risk-reward for a SPAC sponsor is asymmetric. 

• If sponsors fail to create a combination within two years, the SPAC must 

be dissolved, all funds returned to the original investors and the       

sponsors lose their risk capital.  

• If they succeed in creating a combination, the sponsors earn shares in 

the combined corporation, often worth as much as 20% of the equity 

raised from original investors.  

ii. Rational investors are willing to be patient for a long time.  SPAC sponsors are 

bound by a two year deal clock. 

iii. When SPAC sponsors identify a target, their incentives are to promote the deal 

to obtain shareholder approval, rather than acting as fiduciaries. 

c) Valuations of IPO offerings and SPAC deals were unattractive. 

4) Compounding the time invested.  We sold out of only 2 of our ~22 positions (including one for 

tax loss harvesting) during the entire year. 

a) We place a high bar on adding a new position. 

b) For the positions we add, we believe in their durability for the long-term. 

i. Selling them on short-term events would result in us forfeiting a chance to     

participate in future opportunities.  

c) We believe half the battle in investing is to look at the right companies. A churn in     

portfolio holdings makes it harder to win that battle. 
 

The Risk Of A Wage-Price Spiral 

In the EGA Innovation Strategy, we do not manage investments based on macroeconomic analysis, but we 

pay attention to macroeconomics for pivotal events. One such potential macro event that we believe could 

be pivotal to the returns of equity markets is the risk of a wage-price spiral. Inflation is rising in a manner         

we haven’t seen since the 1980s. Price pressures have expanded from the re-opening of goods and services 

to broad-based increases across the consumption basket. 
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The broad-based nature of inflation, especially in stickier components such as rent, has pushed both inflation expectations 

and wage growth higher. As households and market participants continue to see strong price increases on a monthly 

basis, they have increasingly come to expect further increases on a forward looking basis.  

 

 

 

 

 

 

 

 

 

 

 

The expectation of higher inflation appears to be resulting in a demand for higher wages. Wage growth continues to push 

toward a 20-year high as labor supply remains tight and bargaining power has shifted to job-switching employees who 

are demanding higher wages, partly on account of higher prices. Businesses, in turn, are attempting to pass-through 

higher expenses by raising the price of goods or services they provide, further feeding to the inflationary pressure. The 

flywheel of higher wages feeding into higher inflation creates a key tail risk in unleashing an inflationary spiral.  
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The higher wage growth is currently unable to make up for higher inflation. Adjusted for inflation, real 

average hourly earnings have been declining for the last 3 quarters. 

 

 

 

 

 

 

 

 

 

 

 

Declining real wages are denting consumer sentiment and sowing a sense of discontent in the minds of 

constituents, who attribute deteriorating personal economic conditions to actions of elected and nominated 

officials. 
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The Federal Reserve now believes it would not be able to achieve its employment mandate unless it first controls inflation, 

suggesting that inflation and wage growth are now hindering the progress towards its employment goals. The Fed has 

already started removing accommodative monetary policy by accelerating the taper timeline and signaling more rate hikes 

in 2022 than previously forecasted. It would be a mistake to look at the absolute number of rate hikes currently predicted 

to extrapolate the impact of monetary tightening on economic growth. The number of rate hikes is an estimate that can 

change if conditions warrant. The conditions warranting rate hike (i.e. inflation trajectory) are fluid. If the wage-inflation spiral 

sustains, the Fed will have to go as deep on rate hikes as needed to crush that spiral. The recipe to crushing the spiral 

would inevitably involve slowing economic expansion and wage growth. This comes at a time when households (and 

previously corporations) have been the major supporters of net equity demand for the U.S. Additionally, as the Fed raises 

interest rates, guaranteed return products (e.g. high yield savings accounts) will begin to compete against risk assets (such 

as equity markets) for capital. Anticipating the upcoming competition from guaranteed returns, risk-averse investors may 

start withdrawing capital from risk assets well in advance of actual rate hikes. For other investors, the bar for deploying new 

capital is likely to increase. 

 

 

 

 

 

 

 

 

 

 

 

 

On a company level, the impact to fundamentals will be uneven. Companies with substitutes or alternatives will struggle to 

pass through higher inflation to their customers, taking a hit on profit margins. Companies sensitive to economic growth 

will face increased uncertainty on their growth trajectory. All in, inflation and tight monetary policy will have an outsized 

effect on the fundamentals of cyclical companies and companies that lack pricing power. While the Eagle Innovation 

Strategy won’t be immune to the impact of fund flows, inflation and tight monetary policy, our emphasis on competitive 

moats and sensitivity to free cash flow should help us weather this potential adverse outcome better than the benchmark. 

As this market volatility ensues we’ll continue to look for opportunities to add to our portfolio for the long-term.   

Thank you for entrusting us with the management of your assets. 

 - The EGA Innovation Strategy Team 
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Disclosures 

The indices shown are for informational purposes only and are not reflective of any investment. They are unmanaged 

and shown for illustrative purposes only. The volatility of the indices are likely materially different than the strategy 

depicted. Eagle Global’s Innovation Strategy includes buying and selling various innovative growth companies. Holdings 

will vary from period to period and innovative growth companies can have a material impact on the performance.  

No Warranties. The accuracy and/or completeness of any Eagle Global Advisors index, any data included therein, or any 

data from which it is based is not guaranteed by Eagle Global Advisors, and it shall have no liability for any errors, 

omissions, or interruptions therein. Eagle Global Advisors makes no warranties, express or implied, as to results to be 

obtained from use of information provided by Eagle Global Advisors and used in this service, and Eagle Global Advisors 

expressly disclaim all warranties of suitability with respect thereto. You Must Make Your Own Investment Decision. It is not 

possible to invest directly in an index. Index performance does not reflect the deduction of any fees or expenses. Past 

performance is not a guarantee of future returns. You should not make a decision to invest in any investment fund or 

other vehicle based on the statements set forth in this document, and are advised to make an investment in any 

investment fund or other vehicle only after carefully evaluating the risks associated with investment in the investment 

fund, as detailed in the offering memorandum or similar document prepared by or on behalf of the issuer. This 

document does not contain, and does not purport to contain, the level of detail necessary to give sufficient basis to an 

investment decision. The addition, removal, or inclusion of a security in any Eagle Global Advisors index is not a 

recommendation to buy, sell, or hold that security, nor is it investment advice.  
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July 1, 2018 through September 30, 2021 

EGA Innovation Composite 

EGA Innovation Composite - The EGA Innovation composite consists of those portfolios invested in innovative growth companies. 

• For GIPS purposes, Eagle Global Advisors, LLC is an independent investment advisor, registered with the SEC, actively manag ing individual investment portfolios 

containing domestic equity, international equity, master limited partnerships, and domestic fixed income securities, (either directly or through a sub-advisory    

relationship), for mutual funds, high net worth individuals, retirement plans for corporations and unions, financial institutions, trusts, endowments and foundations. 

SEC registration does not imply a certain level of skill or training. 

• Eagle Global Advisors, LLC claims compliance with Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance 

with GIPS standards. Eagle Global Advisors, LLC has been independently verified for the periods 1/1/1997 to 12/31/2020. The verification reports are available upon 

request. A firm that claims compliance with the GIPS standards must establish policies and procedures for complying with all the applicable requirements of the 

GIPS standards. Verification provides assurance on whether the firm’s policies and procedures related to composite and pooled fund maintenance, as well as the 

calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards and have been implemented on a firm-

wide basis. Verification does not provide assurance on the accuracy of any specific performance report. GIPS® is a registered trademark of CFA Institute. CFA 

Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. Only direct trading expenses 

are deducted when presenting gross of fee returns. In addition to management fees, actual client returns will be reduced by any other expenses related to the 

management of an account such as trustee fees or custodian fees. The reporting currency is the U.S. dollar. Returns are calculated net of non-reclaimable foreign 

withholding taxes on dividends, interest, and capital gains. Reclaimable withholding taxes are not accrued, but are cash basis as received. Eagle uses the           

asset-weighted standard deviation as the measure of composite dispersion of the individual component portfolio gross full period returns around the aggregate 

composite mean gross return. The 3 year annual standard deviation and internal dispersion are calculated using Gross of Fees returns. If the composite contains     

5 portfolios or less (<=5) for the full period, a measure of dispersion is shown as not meaningful (N/A) and the number of portfolios is not reported. Past         

performance cannot guarantee comparable future results. All investments involve risk including the loss of principal. This presentation is only intended for       

investors qualifying as prospective clients as defined by GIPS.  

• The composite start date is January 1, 2018 and was created in March 2020. The composite consists of separate account portfolios where the firm has full        

investment discretion, the portfolio contains over $100,000 in innovative growth companies and the portfolio properly represented the intended strategy at the 

end of the calendar quarter.  All performance returns assume the reinvestment of dividends, interest, and capital gains. 

• The benchmark is NASDAQ Composite, a market capitalization-weighted index that includes all domestic and international based common type stocks listed on 

The NASDAQ Stock Market. The NASDAQ Composite Index is a broad based Index. Benchmark returns are calculated using ETF (ONEQ), which tracks the 

NASDAQ Composite Index. 

• The indices shown are for informational purposes only and are not reflective of any investment. As it is not possible to invest in the indices, the data shown does 

not reflect or compare features of an actual investment, such as its objectives, costs and expenses, liquidity, safety, guarantees or insurance, fluctuation of principal 

or return, or tax features. Indices do not include fees or operating expenses and are not available for actual investment. Indices presented are representative of 

various broad based asset classes. They are unmanaged and shown for illustrative purposes only. The volatility of the indices is likely materially different than the 

strategy depicted. Eagle Global’s Innovation strategy includes buying and selling of various innovative growth companies. Such assets can and do include 

technology, communication services, consumer discretionary and stocks from other sectors of the market. Holdings will vary from period to period and due to the 

volatile nature of these companies can have a material impact on the performance. 

• The Eagle list of composite descriptions is available upon request. Eagle policies for valuing portfolios, calculating performance and preparing compliant       

presentations are available upon request. 

Eagle Global Advisors, LLC    1330 Post Oak Blvd., Suite 3000, Houston, TX 77056    713-952-3550     www.eagleglobal.com 

Q3 21 Q2 21 Q1 21 2020 2019 2018

Total Return (%) Gross 0.90 14.89 2.97 44.13 36.96 (14.69)

Total Return (%) Net 0.75 14.72 2.82 43.29 36.16 (14.96)

Nasdaq Composite Benchmark Total Return (%)* (0.23) 9.68 2.95 44.92 36.69 (11.20)

Composite 3 Year Std. Dev. 19.95 19.67 N/A N/A N/A N/A

Benchmark 3 Year Std. Dev. 20.99 20.70 20.54 21.05 14.52 13.81

Number of Portfolios <6 <6 <6 <6 <6 <6

Composite Dispersion (%) N/A N/A N/A N/A N/A N/A

Composite Assets at End of Period (US$ 000) 3,701 1,302 1,133 1,100 678 434

Total Firm Assets (US$ 000) 1,838,825 1,850,795 1,691,191 1,571,232 2,279,115 2,632,277

     * Benchmark: Nasdaq Composite Benchmark Total Return


