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Weekly Market Flash 
 

Earnings and Inflation Are Top H2 Concerns 
July 1, 2022 
 
And just like that…it’s already the second half of 2022. Not too many folks other than habitual short sellers 
and permabears will be sad to see the year’s first half slide into the history books. The big headline making 
its way through financial news platforms today is that the stock market’s performance in the year to date 
is the worst since 1970, fully 52 years ago.  
 
That headline should come with an asterisk (though of course it won’t), in that the period from January 3 
to June 30 2022 is not anywhere close to being the worst six month stretch ever during this half century 
of activity. The 21.1 percent decline the S&P 500 registered upon its June 30 close falls far short of the 
bear market drawdowns of 2000-02 (48 percent) and 2008-09 (57 percent), to say nothing of 1987 (34 
percent) or 1973-74 (48 percent).  
 
But the 2022 decline had the dumb luck of starting on January 3, the first trading day of the year. That 
was the last time the S&P 500 hit a record high, meaning that this bear market neatly coincides with the 
calendar markers everyone obsesses over. Is there any practical difference between a six month stretch 
that runs from January 1 to June 30 and one that spans, say, March 15 to September 14? Of course not. 
But we are a calendar-centric species, and so “worst first half since 1970” is here to stay. 
 
Bracing for Earnings 
 
As we look ahead to the second half, there are a couple early hurdles to clear if we are going to avoid 
having “worst first half” extend to the year’s final two quarters. Already we are getting a preview of how 
the second quarter earnings season, which officially gets under way late next week, is going to shape up 
in terms of expectations meeting reality. A handful of companies that report outside the “official” earnings 
season (usually because their fiscal years do not follow the calendar year) have already warned that 
forthcoming revenues and earnings are likely to be meaningfully lower than what they previously thought. 
Micron Technologies and General Motors both cut forward guidance in their reports this morning.  
 
Meanwhile, analysts are still forecasting 2022 earnings to grow by more than 10 percent, higher today 
than their consensus estimates back in March. That outlook seems destined for a sharp downward 
revision. Just to cite the Micron Technologies example, in the aftermath of today’s report brokers cut their 
earnings estimates for the next quarter by more than 20 percent. We can expect to see plenty more where 
that came from. 
 
How Much More Inflation? 
  
Earnings forecasts are trending lower because consumers are starting to adjust their spending plans in 
light of the persistence of high inflation. In the coming months we will see how effective the Fed, ECB and 
other central banks are in taming inflation with their increasingly stringent interest rate targets. The good 
news, such as it is, is that core inflation does not seem to be accelerating from month to month. The Core 
Personal Consumption Expenditure measure, which is the Fed’s preferred inflation gauge, showed an 
increase of 0.35 percent from April to May, which is roughly the same month-on-month increase seen in 
the four previous periods. That’s good. But the core measure excludes the two things most households 
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care about the most – food and gas prices – and those are largely beyond the control of central bankers. 
That’s not so good. 
 
Things are worse over in Europe, as we discussed in our commentary last week. The Eurozone CPI report 
for June came out this morning, and it shows an 8.6% year-on-year increase in headline inflation, higher 
than economists forecasted. There is not likely to be much relief for beleaguered European households 
as long as the war in Ukraine drags on – and with the days of cold weather inching ever closer, the energy 
problem in particular is going to be vexing. 
 
What’s Next? 
 
So what does this mean for portfolios? How much of the reality about earnings and inflation has already 
been baked into the cake, so to speak? There are no clear answers to that, but we think it is reasonable 
to expect more intermittent rallies and pullbacks of short duration, similar to what we have seen in the 
past month or so. Just since late May we have seen the S&P 500 rally by more than 6 percent on two 
separate occasions, only to fall back after stalling out. These “dead cat bounces” don’t do much to improve 
longer-term sentiment, but they do act as a brake against things going from negative to all-out panic.  
 
In fact, despite being stuck with the “worst first half since 1970” label, what we really did not see in the 
first six months of 2022 was panic selling. We think this is in large part due to important differences in 
today’s environment versus, say, the pandemic pullback in March 2020 or the financial crisis of 2008. 
Those were genuine panic-inducing events: in one, that the whole world was getting sick from this 
rampaging virus, and in the other that the entire global financial system seemed to be on the edge of 
collapse. Investors couldn’t get to the exits fast enough. 
 
What we have today is different. We have a clear problem, which is inflation, and we have clearly 
identified agents – central banks – trying to fix that problem with as little collateral economic fallout as 
possible. We have external variables that have made the problem worse, notably the war in Ukraine and 
China’s zero-Covid lockdown, but we also have a strong labor market and (at least up to now) resilient 
consumer spending. This kind of environment lends itself to speculation about different outcomes, which 
are getting fleshed out in market chatter using the analogy of landing a plane – hard, soft, bumpy, short 
runway, aircraft carrier, air traffic control, and on and on. The point is, there are coherent cases to make 
for a variety of scenarios. As long as that is the case, we expect this push and pull dynamic to continue – 
high intraday volatility with periodic pullbacks and relief rallies. We don’t think this is the right time to be 
calling a screaming buy on the market; nor do we think it is a slam-dunk sell. Stay the course is our advice 
as we head into H2 2022. 
 
Masood Vojdani  Katrina Lamb, CFA 
President & CEO Head of Investment Strategy & Research  
 
 

Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor.  MV Financial 
Group, Inc. and MV Capital Management, Inc. are independently owned and operated. 
  
Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or 
product (including the investments and/or investment strategies recommended or undertaken by  MV Capital Management, Inc.), 
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any 
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of 
current opinions or positions.  Moreover, you should not assume that any discussion or information contained in this newsletter 
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent 
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that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, 
he/she is encouraged to consult with the professional advisor of his/her choosing.  MV Capital Management, Inc. is neither a law 
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting 
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and 
fees is available for review upon request. 


