
 
 

 
 

 
Reasons for Hope in a World of Bad News 

 
It's extremely difficult to watch the news and not feel overwhelmed by the avalanche of negative headlines.  Some of 
them, such as the war in Ukraine, are heartbreakingly negative, outright terrifying, and tragic.  Others such as inflation, 
the corresponding looming Fed hikes and extreme volatility are clearly linked, but, at the same time, add to the sense of 
gloom that pervades the current US equity markets. 
 
Despite this glut of negativity that we see playing out on television each day, are there reasons to be constructive on 
market performance for the remainder of 2022?  Believe it or not, we believe there are. 
 
Let’s start with the on-going war in Ukraine.  Clearly what is happening there is a human tragedy on a level that is hard to 
find adequate words for.  Further, it’s clear that it has had a negative effect on the market for a litany of reasons.  Setting 
aside the incredible human cost, what effects are likely to impact the market for the remainder of 2022? We will not 
pontificate on how we see this ending other than to say it feels like a poorly planned miscalculation on the part of Putin. 
We would feel arrogant attempting to claim we know how this will end, particularly when Putin seems to be relying less 
on calculated precise strategy and more on pure emotion. While this event is casting a scary pall over the market, it is not 
the first nor the last “bad news” event that in the moment feels like a headwind that can never be overcome. We aren’t 
suggesting any of the below events carry the same magnitude as today's current events, but, for example, if you flashback 
to March of 2020 at the onset of the Pandemic, was the market convinced at that time that the market would be materially 
higher over the next 18 months? No. Circumstances change and markets evolve.  
  

 
Sources: J.P. Morgan Private Bank. FactSet. [1] Cumulative total returns for S&P 500 are calculated from December 31 of the year prior until 
January 31, 2022. 
 
Clearly, each of these headwinds were unique, but the point is that it seems reasonable that the current war alone should 
not be enough to keep the market negative. We have priced in quite a bearish scenario as we look at individual companies 
from a valuation perspective. 
 

VALUE CREATION THROUGH CONSTRUCTIVE ACTIVISM 



What about inflation and the corresponding rate hikes?  The CPI release on March 10, 2022, was just the most recent data 
point reflecting high inflation and the necessity for rate hikes (with the first 25 basis points of tightening occurring on 
3/16).  Our last piece from February 2022 that can be found here made the strong case that small cap equities had 
historically experienced strong performance following the first Fed rate hike in a cycle.  The chart below, which we included 
in that piece makes a strong case for the potential for positive market performance of small cap stocks over the rest of 
2022 despite the looming rate hikes. 
 

  
Source: Perritt Capital Management 
 
Not surprisingly, war and inflation lead to high volatility.  This is to be expected.  However, historically this kind of volatility 
has both presented buying opportunities and has not normally resulted in negative annual returns for the US equity 
markets.  As the chart below shows, despite average peak to trough drops of 14.1%, the market has had a positive annual 
return in 31 of 41 years.   
 

 
Sources: FactSet, Standard & Poor’s, J.P. Morgan Asset Management - Guide to the Markets. Returns are based on price index only and do not 
include dividends. Intra-year drops refer to the largest market drops from a peak to a trough during the year. For illustrative purposes only. Returns 
shown are calendar year returns from 1980 to present year. Data is as of January 31, 2022. It is not possible to invest directly in an index. Analysis is 
based on the J.P. Morgan Guide to the Markets – Principles for Successful Long-term Investing. 
 
By far, the most fundamental reason to maintain a positive outlook on US equities for the remainder of 2022 is that the 
US economy remains strong and is expected to grow, and a strong US economy means continued earnings growth.   



 

 
Sources: (Top left) Macroeconomic Advisers, Bloomberg Finance L.P, J.P. Morgan Private Bank. Data is as of November 30, 2021. Note: Actual GDP 
extended through September using Fed Weekly Economic Index. (Bottom left) Bureau of Labor Statistics, NBER, Haver Analytics. Data is as of 
January 31, 2022. (Top right) U.S. Census Bureau, NBER, Haver Analytics. 
Data is as of January 31, 2022. (Bottom right) U.S. Census Bureau, NBER, Bloomberg Finance L.P. Data is as of January 31, 2022. 
 
Further, all of the above negative factors should ultimately be overwhelmed by strong earnings growth, which currently 
most analysts believe that we will continue to see.  Investing in companies that are able to navigate through these 
myriad issues and grow their earnings has historically been a winning formula. 
 

 
Sources: Standard & Poor’s, FactSet, J.P. Morgan Asset Management. Data as of January 31, 2022. S&P 500 NTM EPS refers to analyst estimates for 
S&P 500 earnings over the next 12 months. 
 
One final reason that we see for optimism around the US equity market is actually somewhat counterintuitive.  The two 
charts below show the VIX and consumer confidence during various bull markets over the years.  As you can see, 
volatility, as measured by the VIX, is extremely high despite the bull market that US equity markets have been 
experiencing.  This suggests that despite the run up in the market, many investors have trepidations.  Further, consumer 
confidence is as low as it has been during a bull market—another indication of underlying concern.  This suggests to us 
that despite the strong upward move in the market since 2020, there has remained a constant fear amongst investors.  
We believe this fear has caused the market to sell very quickly on any hint of bad news, but further, and importantly, it 
has likely provided a floor to market sell offs as nervous investors have likely already taken steps to manage downside 
risk given the jitters that the charts below imply they are experiencing.  
 



  
Source: The Leuthold Group 
 
Note: The information discussed above is solely the opinion of 180 Degree Capital Corp. Any discussion of past 
performance is not an indication of future results.  Investing in financial markets involves a substantial degree of risk.  
Investors must be able to withstand a total loss of their investment.  The information herein is believed to be reliable 
and has been obtained from sources believed to be reliable, but no representation or warranty is made, expressed or 
implied, with respect to the fairness, correctness, accuracy, reasonableness or completeness of the information and 
opinions. 


