
 
 

February 24, 2022 

Fear Worked Better Than Greed Last Week 

As the heat held strong on the Russian invasion of Ukraine, I have to wonder 
if Putin and China’s Xi bought index puts against the US stock market to 
benefit from the decline experienced last week? Most textbooks omit the 
chapter on what markets have historically done when war is expected to 
break out. Clearly, this isn’t the first time that there has been a scare of a 
possible war breaking out, but in almost all cases the action of the markets 
has been consistent: 

1. A conflict is in the offing and a flight to safety ensues. THIS TIME, 
the flight to safety is into cash, not into US Treasuries. Since we are 
in the throes of a series of impending interest rate hikes, money is 
simply going to the sidelines. To some extent, it has crept into the 
ultimate fear target: gold. But since the US Dollar has been super 
strong, a flight into gold from the US Dollar has been muted. 

2. The conflict either turns into some level of military action or it ends 
up just being saber-rattling, as is the case currently as Putin has 
been warned of very destructive economic sanctions should he 
invade. The markets normally rally at this point as the sell-off is seen 
as overdone and some level of normalcy returns. 

3. The last action is either the markets rise if economic growth is 
expected to continue, or markets recede as some level of recession 
ensues. This time it is interesting and a bit different since we are in 
a slow-growth inflationary environment coupled with a not-so-
friendly midterm election year. Since there is so much cash on the 
sidelines it could just sort of muddle around and frustrate the 
doomsayers and the growth proponents and be quite a stock-pickers 
market where selective companies and industries benefit but 
collectively the indexes don’t do much of anything. Again, I am going 
to put in the chart of the market action during midterms as I want 
to make sure you don’t forget it! 



 

 

How much worse can it get than a war with Russia over Ukraine? I didn’t 
want to sell positions that have accumulated large gains over the years and 
create a big taxable event if this is a digestion and not a full-blown 
correction. But I will admit, I have been downright cranky! So, what I do is 
look to see what “is working” and what “isn’t working.” 

I’m going to start with what is “normally” the place to go when equities are 
on the defensive: bonds. If one is to use the I Shares Core US Aggregate 
Bond ETF (AGG) as an indicator of general bond activity, it is clear that 
with interest rates on the rise, bonds are not keeping their values stable but 
rather are in a strong decline. See chart below. 

 

A longer-term view can be seen below if we track the action of rates since 
1980 when they topped, to the pandemic low when they began rising. 



 

 

As can be seen above, the rates hit a global shutdown low in 2020, and have 
moved back up. The question becomes "how far up they will come?" This is 
an elusive question that is being bantered about by academics across the 
globe. The most important issues as I see it are: 

1. Is the US Economy strong enough to sustain the economic 
slowdown that should ensue due to higher costs of capital? Or would 
this new rate hike cycle simply create more of a problem with 
economic decline than a benefit of extinguishing the rapid growth 
of inflation? To this point, I think that what is “different this time” 
is that the markets seem to be moving rates on their own just by 
Fed Chief Jerome Powell talking up the Federal Reserves' intentions. 
I guess we will see in March how serious the Fed Heads really are! 

2. For every one (1) interest point increase in the cost of money to the 
banking system, it creates an additional $568 billion in interest 
expense. This can eat away at all the capital that was thrown at the 
economy over the last couple of years in a pretty quick fashion. 
Again, is this the best answer for staving off inflation? I still don’t 
have an answer to this one either. I just know that the current 
administration is having enough trouble going into the midterm 
elections this November and they probably don’t want to be at the 
helm with the economy in a decline when moving into the polls for 
the 2024 election. 

So, what do I see as a good opportunity for investors? For this, I go to the 
chart of Dr. Copper, truly one of the most important industrial metals to 
be used by industrialized economies across the planet. 



 

 

If copper is looked at relative to the NASDAQ 100 it sure looks like it is 
getting ready to come back up to some extent. This could be said for many 
other commodities as well. Simply think about your own situation at the 
gas pump, the supermarket, or a local restaurant. Food, energy, and 
industrial metals are all rising in price at fairly aggressive rates. According 
to the relative strength work of Dorsey Wright & Associates, the Commodity 
Index began to show this change in relative strength a little over three weeks 
ago for the first time since October of 2011! 

 

This same issue can be said about the overall basket of Value stocks vs. 
Growth Stocks. It has been since October 2006 that Value has been handed 
the baton from Growth in style measurement. 

 



 

I’ve touched on a couple of important points but given that we are 
(hopefully) preparing for a rebound in equity markets in that latter part of 
this year as evidenced by history in the first chart I presented, I wanted to 
finish with the most popular question I have been asked of late: What could 
happen in the upcoming midterm election? 

Although we are a long way away from Election Day, it is important to note 
that a new president has historically lost about 30 House seats in the 
midterm election. With the Democrats holding a historically small majority 
in the House currently, a swing this size would of course give the 
Republicans control. “Yes, history would say the Republicans likely gain 
control of the House and very well could gain the Senate as well,” explained 
LPL Financial Chief Market Strategist, Ryan Detrick. 

 

The ultimate question is: How does this play out for your investments? 

We do expect Republicans to take the house right now, resulting in 
something close to a gridlocked Congress. What happens if Republicans 
take both the House and Senate? “The good news is one of the best scenarios 
for stocks is a Democratic President and Republican-controlled Congress. 
In fact, the late 1990s saw that same scenario and it was one of the best 
times for investors ever,” Detrick added. 

The “teaser” to this change over occurred this past week in San Francisco’s 
School Board Election. Three members were recalled by a margin of more 
than 70%. Voters were upset that the school board spent time trying to 
rename some schools, rather than focusing on reopening all the schools. 
San Francisco is and will likely remain one of the country’s most left-leaning 
cities. Still, it will serve as a reminder that even left-leaning voters can put 
up with only so much. Republicans also passed a bill, with partial 



 

Democratic support, that children cannot be forced to wear masks in public 
schools. 

Whatever your view on masks in the schools, this new law is a sign that 
there is a change in the mood toward current leadership particularly when 
it comes to the treatment of our children and the importance of education. 

If you are concerned about how the current political climate may affect 
your investments, please don't hesitate to contact our office and speak to 
someone on our team. We are always happy to address your worries and 
discuss strategies for weathering uncertain conditions.  



 

The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial 
professional prior to investing. All performance referenced is historical and is no 
guarantee of future results. All indices are unmanaged and cannot be invested into 
directly. 

All information is believed to be from reliable sources; however LPL Financial 
makes no representation as to its completeness or accuracy.  
 
Investing involves risks including possible loss of principal. 
 
The Standard & Poor's 500 Index is a capitalization weighted index of 500 stocks 
designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major 
industries. 
 
The Dow Jones Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and institutional 
investors. 
 
The Nasdaq-100 is a large-cap growth index. It includes 100 of the largest 
domestic and international non-financial companies listed on the Nasdaq Stock 
Market based on market capitalization. 

The Russell 2000 Index is an unmanaged index generally representative of the 
2,000 smallest companies in the Russell 3000 index, which represents 
approximately 10% of the total market capitalization of the Russell 3000 Index. 

This information is not intended to be a substitute for specific individualized tax 
advice. We suggest that you discuss your specific tax issues with a qualified tax 
advisor. 

 


