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Rob Rants 

 

 Making Money By Losing Money 

 
 

2022 is the year of the singles hitter 

 

 

In these extreme market conditions, we tactical managers use a consistent process to poke around looking for one of two 
things: market segments that have potential to extend their existing upside momentum, or areas whose prices have been 
pushed down further than is warranted. And if there’s one thing that characterizes Wall Street these days (other than the 
usual hot air and useless advice on the part of many big-firm commentators), it’s how highly “correlated” the stock market 
is. So many zigs and zags together. 



 

It doesn't matter what market segment you buy. If it’s part of a class investors consider to be "risk-on" investments, it’s 
likely to move several percentage points in either direction (or both) in a single day. So, in this market climate, you take 
what you can get. Or as an older member of my family once said, "you get what you get, and you don't get upset." So, I 
am not upset to take tidy short-term profits in 2022, rather than hold out for some type of homerun situation. To continue 
the metaphor, this is the year of the singles hitter. 

 

There are opportunities, but they happen very differently than they did in the bull market we had for about 12 years prior 
to about a year ago. We are always looking for how to make money, rather than looking for the "right time" to be 
invested in the stock market. If there was even an environment in which outright market-timing and algorithmic 
trading strategies are likely to run into trouble, you are looking at it, right now. 

 

To us, investing is never black-and-white. So, at a time when our indicators point to high risk, we don't abandon our 
offense entirely. Instead, we look for ways to play offense in a way that can pursue profits in an up market, but also "lose 
less" or even make money as a "flight to safety" for equity investors if things get worse.  

 

That, plus a solid defense, allows us to not only defend, but exploit bear markets in stocks and bonds. This market 
environment makes everything a "rental" and not something we expect to own for years. That leads us to expand our 
“opportunity set” of strategies, investment segments and tactical approaches to making money in 2022. 

 

ETF Arbitrage: the art and science of investing in 2022, on display 

 

The first chart in our “Chart Me A Story” segment just below this article shows the elements of one strategy that has been 
pretty kind to investors this year, if they know how to execute it. As I have written in the past, I am a big fan of so-called 
“ETF Arbitrage” investing. As I define it, you need 3 things to make a concerted effort to make money this way: 

 
1. A major market segment (S&P 500, Nasdaq, Small Caps, Long-Term Treasury Bonds, Emerging Markets, etc.) 

that you think will underperform most other segments in the coming months 
2. A different market segment that you believe will perform better than the segment you chose in #1 above. 

 

Note that I did not say anything about how the general market performs. More on that in a moment. 

 
3. If you own the market segment you chose in #2, and also own the segment you chose in #1, but via an inverse 

security (ETF or mutual fund), you are effectively “arbitraging” that part of your portfolio. That means that your 
performance will be the difference between how the “long” security does and how the “inverse” security does.  

 

Now, see that first chart below. This is a good example; in that it charts the performance trend between the Dow 30 (DIA) 
and the Nasdaq 100 (QQQ). For much of 2021, the Nasdaq roared, thanks to investor giddiness. The Dow did OK, but not 
nearly as well. As 2022 continued and FAANG stocks are breaking down, the Dow is now outperforming. So, 
theoretically (and this is NOT investment advice), if you had 50% of your portfolio in DIA and another 50% in PSQ 
(which performs inversely to the Nasdaq 100 Index), your return would be a result of the outperformance of the Dow 
versus the Nasdaq.  



 

Did I say that the market went up or down? No, because it doesn’t matter. You have neutralized market direction, and 
simply decided that one area of the market may outperform the other, and that’s what you want to profit on. There have 
been times where one of these two areas outperformed the other by 10-15% in a few months, and if you take half of that, 
that would be your approximate return in a 50%-50% theoretical mix.  

 

The key takeaway: this is a market environment that calls for taking out all the stops, so to speak. And I DO NOT 
mean stop-loss orders, since the market’s habit of gapping up or down at the open can destroy sell orders placed at 
arbitrary prices.  

 

60/40 Portfolio: to the dustbin of history 

 

So, whether it’s arbitrage, tactical trading, or many other methodologies, it’s time to replace that 60/40 portfolio with 
something more modern than Modern Portfolio Theory (by about 50 years, in fact!). And openness to focus on results, not 
style points, in a market environment that offers historical threats…but also historical opportunities.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Chart Me A Story 

 

Dow vs. Nasdaq: This Round Goes To The Old Guy

 
 

The Dow has been around much longer than the Nasdaq, though the Nasdaq has become the market darling in recent years 
(as it was during the Dot-Com Bubble). This shows 3 month rolling returns of both, and as you can see, the less-growthy 
Dow is holding its value much better lately. Just one of many flight-to-quality signs we see in the current market.  



 

Tech Sector: All Fall Down

 

 

Some market pundits will try to convince you that this is a time where stock-picking in industries or sub-sectors is 
somehow a cure for a tech-led bear market. We don't think so. As you see above, many varieties of tech stocks are way 
down, 20-35% year-to-date. Nowhere to hide for now.  



 

 

 

Volatile...but not crash-worthy?

 
 

The VIX (volatility index, or "fear gauge") has spent most of 2022 at an elevated level. But is it elevated enough to make 
us think there is some type of long-term S&P 500 bottom in place? Nope. As you see, past bear market episodes (2008 
and 2020) hit a crescendo, with VIX popping to 60 or way more. So far, the market jitters have driven VIX to the 30-35 
area more than once...but no crescendo. There is no rule that this needs to happen. But in an emotionally-charged market 
like this, with the bear playing out in drip fashion rather than a quick crash (a la 2020), we are skeptical that bottom-
hunting will be fruitful.

 
  



Strategy Report 

Investment Climate Indicator™ (ICI) 

Sungarden's proprietary measure of investing RISK. Investing offers potential reward, but at what cost? 

 

 

Current Reading: Stormy 

 
 

ROAR Score™ 
Investment strategy is a constant tradeoff. How to balance reward and risk boils down to how you position your 
portfolio across the spectrum of Offense vs. Defense (investing to grow what you have vs. avoiding big loss). 

We refer to this spectrum as ROAR: Return Opportunity And Risk. Each week, we express our opinion about 
what the current market environment is favoring across those competing approaches. 

 
ROAR CHARTS Position (0-100 scales, 50 = "normal" positioning) 

Defense/Offense (lower= more defensive) 0 

 

 

 

 

  



Market Outlook Factor Overview (MOFO)™ 
With all the noise out there, what should investors focus on now? This MOFO aims to figure that out! We think 

these are the 10 factors most likely to impact investors’ portfolios in the intermediate term. We update the 
rankings each week, based on our opinion. 

This Week 
Ranking Factor Comment 

1 Inflation  It’s here. The bond market cares and now stocks do too.  

2 Fed Policy  Powell announced 1st rate hike.  Let the market obsession begin! 

3 Market Sentiment  January lows could be the final stand for long-time stock bulls  

4 Short-Term Bond Rates  Risen to the point where they are competition for weak equities 

5 Hidden Leverage This is the type of environment where financial blowups happen  

6 Economic Growth  The R-word is getting more popular. Recession coming? 

7 Corporate Earnings   Q2 reports could be the final straw for a nervous, hopeful market 

8 Equity Valuations  Been high a long time, will matter eventually  

9 Russia/Ukraine One of many market overhangs, but far from the only one  

10 China’s Covid Lockdowns  Suppression of a huge economy likely to reverberate globally 

Notable up movers from last week 

Notable down movers from last week 

 

Weekly Summary 

No change in the MOFO again this week. That's primarily because none of the 10 investor concerns have subsided 

 

 

 

 

 
 

 

 



S&P 500 X-Ray™ 
For risk management, we think asset allocation is over-rated, and technical analysis (charting price patterns) is under-

rated. Rob Isbitts applies his more than 40 years of charting experience to set S&P 500 Index risk ranges for 3 different 
time frames. Updated each week. 

 

S&P 500 closing price on 5/24/22 = 3941 

 
 Top Range Bottom 

Range 
Implied 
Upside 

Implied 
Downside 

 

Short-Term 4,200 3,700 7% -6%  
Intermediate-
Term 

4,800 
 

3,200 22% -19%  

Long-Term 5,000 2,000 27% -49%  

 

Take Away 
 
Investors are likely still obsessing over the "S&P 500 in bear market" headlines from last week, as that major 
index hit a level 20% below its January peak. However, while the stock market continues to grind slowly lower, the 
bond market has suddenly "caught a bid." The 10-Year US Treasury Bond yield topped out at 3.11% (for now) 2 
weeks ago, and closed Tuesday down at 2.76%. Make no mistake: we still despise bonds long-term. However, when 
the market gives you a tactical opportunity to consider making short-term profits from a quick retracement in 
interest rates, you should at least move up toward the edge of your seat. 
 
 

 

  

Disclaimer 
The material on our website is for informational purposes only. We are not asking you to buy or sell a security and are not offering 

you investment advice. Information on our website is believed to be reliable. Please understand it is not guaranteed. Past performance 
is not a guarantee. It is also not a reliable indicator of future results. Investing means taking risks. You may not use any part of our 

website without asking us. You need our written permission. 
Sungarden Investment Publishing, LLC provides links for your convenience to websites produced by other providers or industry 

related material. Accessing websites through links directs you away from our website. Sungarden Investment Publishing, LLC is not 
responsible for errors or omissions in the material on third party websites, and does not necessarily approve of or endorse the 

information provided. Users who gain access to third party websites may be subject to the copyright and other restrictions on use 
imposed by those providers and assume responsibility and risk from use of those websites.   

Information about your visits to our website: We store records of the activities on our sites in our web server logs, which automatically 
capture and save the information electronically. The information we collect helps us administer the site, analyze its usage, protect the 

website and its content from inappropriate use, and improve the user’s experience. 
 

See our Terms and Conditions and Privacy Policy on the website. 
Copyright © 2022 Sungarden Investment Publishing, LLC. All rights reserved. 
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