
 
March 22, 2022 

A Bad Start to the Year Isn’t a Death Sentence 

In today's newsletter, I am going to cover what I believe to be the 
important points to cover that should be focused on instead of focusing on 
the continued death and destruction being espoused by the media. As far 
as I see it, these are the points that need to be watched today: 

1. Where is the market in its correction cycle that actually began back 
at the end of the Q3 of last year? 

2. What happens when the market starts a year as poorly as it has this 
year? 

3. What happens to the markets after the Fed begins raising interest 
rates? 

4. Where should an investor be focusing if they are choosing to play 
offense rather than defense (as has been the case for the last 4-6 
months)? 

To address number one above, I believe that it is really important not to 
focus on the fact that many of the cult favorite leading companies over the 
last couple of years have been absolutely trounced in this recent decline, 
but instead focus on more broad issues. When I am referring to more 
broad-based issues, I am looking at things like the number of new highs 
vs. new lows on the entire index. Take a second to ponder this. The 
markets swooned to low on February 24th, the day that Russia said it was 
invading Ukraine. When the markets were trying to resurrect itself, it was 
greeted with more selling that took it down a second time with March 8th. 
Then last Monday (03/14), in preparation for the eventual interest rate hike 
by Jerome Powell and the US Fed, the market dropped once again. 

Now, if one is to look at the chart below, it is glaringly obvious that each 
time the New Highs vs. New Lows tried to register a greater number of 
lows at the low, they would see the exact opposite! Each number of new 
lows was a lesser number of new lows. I guess a better way to say it was 
that things have become "less bad." Now, this doesn't mean that we are off 
to the races, but it is a start that should force us to poke around to see if 
anything else is starting to exhibit the same type of behavior. Viola! The 
Small-Cap Index is doing the same thing and has risen above its 50-day 
moving average of price. Same with Mid-Caps, Emerging Markets, and 



 
Developed International markets as well. To help translate: not only are 
things becoming "less bad", but the “less bad” move is happening in a 
very broad number of locations. 

 

The same theory applies in the Buying Power vs. Selling Pressure on the 
NYSE just below the Hi/Low chart.  

 

Now let's look at #2: What happens when the market starts a year as 
poorly as it has this year?  

Here are some stats: 

• In 1935 (World War I) it dropped -14.1% and proceeded to climb 
+64.6%. In this year, it started down -11.8%. 

• In 2009, the market was -16.9% in the first 48 trading days, the rest 
of the year it was +48.5%! 



 
• In 2020, it dropped -15.1% in the first 48 days, then it was up 

+37% by year-end. 

So where will we end the year? I would tell you, but my genie hasn't come 
out of the lamp yet! So, you might have a tough time believing these 
numbers as it is such a small sampling. So, let's add a few more examples: 

• 1933 was -11.6% and bounced back +28.3% 
• 1960 was -10.1% and bounced back +62.9% 
• 1982 was -10.8% and bounced back +8% 

 

 

Leon Tuey had this to say, "What transpired on Monday was a classic 
case of capitulation, a selling climax. Capitulation always occurs after a 
long or sharp decline when investors can no longer stand the pain of 
losses and visions of total financial loss dance in their eyeballs and are 



 
willing to sell at any price. They 'throw out the babies with the bathwater.' 
It always marks the end of a correction/ bear market. In my 60 years as a 
market observer, I've heard the following over and over again, 'Policy 
error,' 'They are behind the curve,' 'This time is different,' 'They've lost 
control', 'They are running out of bullets', ad nauseum. These folks always 
think only they know 'the problem' and the Fed is totally ignorant. 
Noticed, however, they never provide any solutions. As mentioned in my 
previous reports, if they truly believe the Fed doesn't know what is going 
on or what to do, we'll all end up in a bread line with no bread. Ladies 
and gentlemen, the nearly year-long correction are over, and the secular 
bull market has resumed. An outstanding opportunity is being presented." 

As for #3 above, what do we need to know about interest rate hikes? 

After we start a rate hike cycle, what could happen next? Investors need to 
remember that Fed rate hikes usually happen near the middle of the 
economic cycle, with potentially years left of gains in stocks and the 
economy. In fact, a year after the first hike in a cycle has been fairly 
strong, higher a year later the last six times!  

 

Although last month a 50-basis point hike was priced in by more than 90% 
chance, we only got a 25-basis point hike last week. During periods of 
extended rate hiking cycles (like the one we appear to be at the beginning 
of) stocks have done quite well.  



 

 

Four or five hikes this year sounds like a lot, but expectations are currently 
sitting around six or more. Remember that we've seen many years that saw 
many rate hikes, as shown in the chart above. The bottom line is rate hikes 
usually aren't Bearish events and we don't expect this cycle to be any 
different. Fed chief Powell has made it perfectly clear; he has laid out the 
economic facts he is basing his decision on, and the number one thing he 
does not want to do is tighten too fast and throw the economy into a 
slowdown/recession.   

This brings us to our 4th and final point in today's letter, where should an 
investor be focusing if they are choosing to play offense rather than 
defense? 

• This week investors will look to see if last week's rally will hold 
through current economic and geopolitical news flow. 

• Last week we saw interest rates go up and strangely enough 
(according to some Debby Downers) the equity markets of the 
world found a footing and had powerful rallies across the globe.  
Today, our major US indexes stand higher than they did at the date 
Russia invaded Ukraine. 

This clearly suggests that Leon Tuey's comments above could possibly be 
correct. Mixed economic reports for the last week showed consumer 
sentiment and spending moving lower and spending moving higher. Last 
week the indexes were pretty much all up from 4.2% to 8.18%% for the 
NASDAQ even in the face of the "feared" rate hike and continued 
destruction in Ukraine. It's also worth noting that all the indexes were high 
from the February 24th lows as well. Given all this info, and the rest of the 
information in this letter as a backdrop, where am I focusing: 

• I continue to favor US Equities over Foreign Equities and Bonds. 
• Where possible, we are looking for US Equities that are growing 

and paying rising dividends if possible. 



 
• I have noticed the greatest opportunities in materials, commodities, 

and selected technology.  
• I am particularly interested in materials /energy/commodity-based 

companies with high dividends to provide the income component 
offered by bonds while at the same time being able to raise income 
levels due to inflation.  

• I am focusing on technology and growth companies that are not 
"broken" in their price declines but instead have worked off the 
overvaluation they enjoyed since the lows of 2020. 

These may seem like tall orders, but this is why our team here at Tower 68 
spends endless hours researching day in and day out. If you would like to 
discuss what we are finding and where the opportunities exist, please feel 
free to call us, we will be happy to share what our portfolios are 
concentrated in and what is currently developing.  

As a final note, there was a very good interview in Barron’s over this past 
weekend, A Financial Storm Is Brewing In Europe. Where To Hide. I 
highly recommend that you read this to get an understanding of the 
economic effects the Russian / Ukraine conflict is having on China and the 
rest of Europe. 

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. 

https://www.barrons.com/articles/russia-ukraine-stocks-bonds-europe-51647594003

