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Q:  Will AARK float or sink in 2022? 

 
Brian Lockhart:  The ARK innovation ETF made a huge splash during the recovery of 
the Nasdaq following the short but steep COVID recession in 2020. The Fund had steadily 
climbed since its inception in 2014, but never garnered much notoriety in the financial 
press and Cathie Wood was far from a household name. After falling about 35% between 
January and March 2020, her bets on transformative technologies exploded higher, with 
the Fund gaining nearly 400% over the following year. Heralded as a genius, everyone 
wanted to know what she thought about the future and where she was allocating capital. 
Her picks did come crashing back to life since, but the Fund remains up almost 100% 
from where it sat at the beginning of 2020.  

I do believe we are entering a shift in investor behavior that ultimately will favor value over 
growth as Fed policy makes a rapid turn from supporting the market with low rates and 
liquidity to tightening conditions in response to the inflation threat. The tailwinds of 
massive excess liquidity will be replaced with the headwinds of higher discount rates for 
future growth that tend to hurt tech companies disproportionately. Some of the names in 
her Fund will sustain strong growth and have pricing power and will thrive, but many will 
not. In rising rates your portfolio duration matters, and growth stocks have long durations. 
I would personally wait for a fundamentally more attractive time to buy.   

 
Clint Pekrul, CFA:  After becoming everyone’s darling in 2020, shares of ARKK have hit 
a rough patch in 2021. After soaring over 150% last year, ARKK easily doubled the return 
of the S&P 500 Index. The fund was certainly the benefactor of the stay-at-home trade 
due to the COVID pandemic. Fast forward to this year and the story is much different. 
Shares of ARKK are lower year-to-date by roughly -25% (as of December 29th) and are 
off their all-time high by approximately -40%. With the S&P 500 higher by roughly 30% 
for the year, ARKK has given back much of the alpha that it delivered in 2020.  

One can’t help but to make comparisons to the NASDAQ runup in 1999 and subsequent 
selloff in the years that followed. While I agree with Kathy Wood’s long-term thesis of 
investing in disruptive technologies, you must be mindful of valuations. The stocks she 
holds in the portfolio are by-and-large highly speculative and very long in duration. Some 
of the companies she is betting on might not earn a profit for many years and are highly 
sensitive to changes in interest rates. Likewise, they might not have pricing power in an 
inflationary environment. The effect of higher interest rates might not be fully priced in to 
ARKK shares, so there might be more downside in 2022. 


