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Last Year’s Up-Down Market Pattern 
Continues into February

While January was a good 
month overall for the finan-
cial markets, February was 

more of a mixed bag. Although the 
stock market finished the month with 
losses, the pullback was fairly minor 
considering the fact that long-term in-
terest rates took a big jump. What did it 
all mean for your portfolios, and what 
can we expect for the months ahead? 

Before I get to those questions, let’s 
take a closer look at what happened in 
February. Again, after a strong Jan-
uary, Wall Street slipped in February, 
and all three major indexes finished 
the month in the red. The Dow ended 
February down 4.2%, while the S&P 
500 fell by 2.6% and the Nasdaq by 
1.1%.1 Meanwhile, even though the 
Federal Reserve made good on their 
promise to only raise short-term inter-
est rates by a quarter-percent at their 
February meeting, long-term rates 
nevertheless spiked during the month. 
The interest rate on the 10-year gov-
ernment bond rose from 3.42% on Feb. 
1 to 3.99% by March 1.2 

All of this occurred after a January 
in which the stock market rose by 
some 6.5% and long-term interest 
rates fell by about 0.3%. Why the re-
versal of fortune, and why the discon-
nect between the big spike in interest 
rates and the fairly minor pullback for 
the stock market? 

Let’s start with the first question 
because the answer is easy: the Fed. 
As I’ve discussed many times, when-
ever the Federal Reserve is actively 
raising short-term interest rates, the 
markets tend to be volatile. They’re up 
one month then down the next. We 
saw this pattern throughout 2022, 

from the beginning of the year when 
the Fed first announced they intended 
to raise rates to fight inflation, all the 
way to the end of December. 

Although the Fed has slowed its 
pace and is nearing the end of its rate-
hiking schedule, they are still actively 
Continued on page 3
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other ways to get your portfolio closer 
to your desired allocation.  For in-
stance, any new investments should be 
made in areas that are underweighted 
in your portfolio.  Or you may be able 
to reallocatein your tax-deferred ac-
counts, where you typically won’t 

 https://empowermentrs.com/videos/

P eriodically, you should thoroughly 
review your portfolio to ensure it 

is still helping you work toward your 
investment goals.  Follow these steps 
during that review: 

Review your current portfolio 
mix.  List the current value of all your 
investments.  Determine what per-
centage of your portfolio is held in 
stocks, bonds, cash, and other invest-
ments, but don’t stop there.  Take a 
closer look at where the stock portion 
of your portfolio is invested.   

Analyze each investment.  Deter-
mine whether it still makes sense to 
own each investment.  Review why 
you purchased each investment and 
whether those reasons are still valid.  
Consider whether you would buy it 
today at its current price. 

Determine if changes are needed 
to your current allocation.  If we’ve 
learned anything over the past few 
years, it’s that your portfolio should 
not be highly concentrated in one area 
or sector.  Instead, look to broadly di-
versify your portfolio.  Some points to 
consider include: 
• Decide how much to allocate to 
stocks and bonds.  Your stock and 
bond mix is a major factor in deter-
mining your expected portfolio re-
turn and how much your portfolio 
will fluctuate with market move-
ments.  Make this decision based on 
your financial goals, risk tolerance, 
and time horizon for investing.   

• Reassess your stock allocation.  
The stock market moves in cycles, 
with different sectors outperform-
ing other sectors at different times.  
Since no one can predict when one 
sector will outperform, it is typical-
ly best to broadly diversify your 
stocks over all areas. 

move your allocation closer to 
your desired allocation.  When making 
changes, first consider the tax ramifica-
tions of the transactions.  If you can 
make changes without incurring tax li-
abilities, you may want to make the 
changes immediately.  But if substantial 
tax liabilities will be incurred, look for 

incur tax liabilities.  However, if you 
can’t get your allocation in line within 
a year using these approaches, you 
might want to sell some of the poor 
performers and reinvest the proceeds. 

If you’d like help reevaluating 
your portfolio, please call.      zxxx
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raising rates, so it’s no surprise that this 
up-down pattern for the stock market 
is still going. The Fed has slowed down 
mainly because inflation also slowed 
down consistently for the last six 
months of 2022 before edging back up 
just slightly in January of this year. 
strong Data 

Ironically, the reason the stock 
market didn’t see a bigger pullback in 
February probably has a lot to do with 
the fact that inflation is, as of now, still 
higher than normal. Remember, infla-
tion comes from too much demand 
chasing too few goods and services. 
The whole idea behind raising short- 
term rates is to try to decrease demand 
by raising borrowing costs. Although 
we’re seeing some signs that the strat-
egy is working, the bottom line is that 
demand remains high, which is a sign 
the economy is fairly strong. And it’s 
not the only sign. 

In January, the U.S. unemployment 
rate fell to 3.4%, beating estimates and 
hitting a 53-year low.3 The strong job 
data came on the heels of news that 
GDP growth for the fourth quarter of 
2022 was a healthy 2.9%. Add all this 
to the fact that the Fed is slowing 
down and nearing the end of their rate 
hike schedule, and it probably ex-
plains why the stock market ended 
February with only a minor pullback 
even though long-term interest rates 
spiked by over half a percent. 

Still, it was a pullback which 
means that, despite all the positive 
data, investors remain somewhat con-
cerned about the potential of a reces-
sion hitting sometime this year. 
Although recession fears have ebbed 
since last year, many analysts believe a 
sharp economic downturn could still 
happen in 2023. I also still believe a re-
cession is likely, given that the Fed’s 
historic record for achieving a “soft 
landing” when raising rates is not 
great. But, as I’ve also said before, I 
think that if a recession does occur it 
will be relatively minor and brief. 
Your Portfolios 

And speaking of minor, just as the 
impact of February’s interest rate spike 
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was fairly minor in terms of the stock 
market, it was also minor in terms of 
your portfolios. At the end of January, 
most of you saw your values up by 7-
8% on average, depending on your 
holdings, and—as you might recall — I 
noted in last month’s newsletter there 
was a good chance we’d give some of 
that back, given that the Fed was still 
raising rates. And in February we did 
give some of it back, but only about 2-
2.5% on average, which means most of 
you are still up by about 5% for the year. 

Psychologically that’s good, but, of 
course, as I always point out, regardless 
of whether the values of the bonds and 
bond-like instruments in your portfolios 
go up or down (as they likely will con-

tinue to do for a while yet), it’s largely 
irrelevant when you’re investing for 
income. The most important point is 
that your interest-and-dividend return 
has remained consistent and that you 
can continue to count on that consis-
tency no matter what the markets do 
from one month to the next. 

As always, be sure to contact our 
office if you have any questions about 
your statements or any other ques-
tions or concerns at all. In the mean-
time, Think Spring!      zxxx 

1 “Dow Erases 2023 Gains as Stocks Finish Febru-
ary in the Red,” MarketWatch, Feb. 28, 2023 

2  MarketWatch.com 
3 “Jobs Report Shows Increase of 517,000 in January 

as Unemployment Rate Hits 53-Year Low,” 
CNBC, Feb. 3, 2023
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