
 
August 24, 2022 

Positive Q2 Earnings Turn Eyes Toward 
Jackson Hole 

In past reports, I discussed the personality of mid-term election years 
coupled with the consequences of the Fed raising interest rates. From 
January 4th to June 16th, the S&P 500 incurred a 26% decline. In my note 
last week, I discussed the duration of time that market corrections (bear 
markets) last relative to the market uptrends (bull markets). Evaluating 
this perspective of time and space often has a value from a non-emotional 
standpoint. 

I want to make a special note before I continue, and that is that I like to 
take periods of time into consideration that include years prior to 1982. 
The period from 1982-2021 was a period of almost straight down interest 
rate declines from 21%-0%, whereas the present period is one of the 
interest rates rising. This is super important. Since bonds tend to be a 
trade-off to stocks in a "balanced" portfolio, segregating times when rates 
are rising is very important. The current correction has lasted 25% as 
many days as the uptrend from the March 2020 lows. Going back to 1942, 
the median period of time was 21%. So, from a space of time standpoint, 
this correction (currently at 25%) has very much dropped by a typical 
amount for a typical period of time. This has nothing to do with the 
geopolitical environment, supply chain issues, or the massive stimulus 
package that has been dropped on our economy, but every situation is 
different. This happens to be the set of bad cards dealt to us in our hands 
this time! 

https://www.tower68.com/blog/the-inflation-v-recession-tug-o-war-gets-muddier
https://www.tower68.com/blog/the-inflation-v-recession-tug-o-war-gets-muddier


 

 
The point that I am trying to make is that each Bear Market is relatively 
brief compared to the previous Bull Market. What needs to be 
remembered, also, is that even though the news tends to reflect the past, 
tends to continue beyond the point in time that the bottom of the 
market.  I believe that investors should expect the same in this correction. 

Since company prices eventually are a reflection of earnings growth, 
consistency, and overall economic expansion, it should be noted that this 
second-quarter earnings season for the S&P 500 is about over, with 95% of 
the companies having reported results. On average, 75% of these 
companies have reported earnings up by 8% and revenues up by 14.1% vs. 
a year ago. That hardly sounds like a bad earnings season. 

But even more important than this is what I call the "Magazine Cover 
Indicator." Quite often, when magazine covers from major financial 
publications (e.g. Forbes, Fortune, The Economist, etc.) are very negative or 
very positive, the negative or positive situation is already over. Well, below 
is the cover of Barron's from this last weekend… 
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I'm not saying that the whole world looks delicious right now, but I do 
think that the negativity of inflation and two-quarters of negative GDP 
growth could be pretty close to being over if not already bottoming. I am 
referring specifically to our domestic economy, as we have elevated 
inflation for the first time in almost four decades, weak global growth as 
China and Europe are struggling, central banks around the world that are 
mainly becoming more restrictive, as well as the Fed continuing its 
quantitative tightening, all of which combined are unprecedented. 

There are many who quibble with the rally since June 16th, citing this as a 
"short covering" or a "garbage rally." But market internals is arguing the 
opposite. There are several ways to see this but take a look at the advance/ 
decline line below: 

• The advance/decline line hit an all-time high on August 17th. 
• This is a sign of a massive expansion in market 

breadth/participation. 
• Moreover, since 1950, every all-time high in the advance/decline 

line has been followed by a new all-time high in the S&P 500.  
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• This strengthens the case for Thomas Lee of Fundstrat's forecast 

for the S&P 500 to exceed 4,800 before year-end! 

 

This all makes sense, but now that the markets have given back half of 
what they took away in the first six months of 2022, here is what 
worries me now/still:  

• Nearly 100% of those economists questioned believe that the 
rate of acceleration in inflation has topped and that due to an 
economic slowdown and commodity pricing, used car pricing, and 
new home pricing dropping possibly the inflation scare has 
reached its high point. None of this seems to take into account the 
additional burst of stimulus that has been dumped on the market 
by Biden's ludicrous Inflation package and the semiconductor 
package. 

• The US economy will likely not reaccelerate without a supply-side 
change for energy and a fall in crude or the beginning of Fed 
easing.  

• Earnings are not likely to accelerate going forward, but some 
disagreement on whether they should be flattish or should be 
lowered. Very few seem to have the view that there is a risk to 
forward profits like the COVID lockdown period or the Financial 
Crisis. This could be the roots of the "recessionary period." I 
actually believe that we very much will see recession- in some 
industries, and continued growth in others.  

• Nobody seems to have a view that a Fed easing is imminent. 
Since inflation may have stopped its acceleration but maybe not 
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completely reached its height, it may be some time before the Fed 
eases unless there is more substantial market weakness.  

• Many investors still seem firmly entrenched in the bear camp 
and believe that the rally that has been seen since mid-June is 
nothing more than a fake-out and the market will continue lower 
once again. Maybe this is why there is still a record number of 
short positions on the S&P 500 index.  

• Last, this week could continue to be difficult because nobody 
knows what Fed Chairman Powell is going to say at the Jackson 
Hole meeting this Friday (Aug 26). This is really the last time he is 
slated to make a big public announcement before the September 
21 Fed meeting.  

The immediate future for the markets is clearly unknown but based on 
history and current earnings and future earnings forecasts give us decent 
confidence in the direction of certain sectors and companies. It is and has 
always been my opinion that building positions in companies and sectors 
that will benefit based on the current and future environment are the best 
policy for investing for growth. 

 

As for income, selectivity is key as the interest rate markets still appear to 
be quite unfriendly. Time will tell, but patience is the word of the day in 
tumultuous times like we are currently in.  

Of course, please call with any questions you may have as we will adapt 
your portfolios to your individual situation, and address any concerns you 
may have. 

 

  

https://www.tower68.com/market-perspectives


 
Important Disclosures:  

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. 
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