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When will the misery end? Earnings and Valuations will Determine the Next Rebound 
Investors search for direction – Bulls follow Bears 

The Traumatic 1st Half of 2022 is History 
• A multitude of factors conspired to generate 

the stock market's worst first half since 1970, 
all centering on inflation.  

High-growth technology companies' valuations 
took a beating as the Fed began raising interest 
rates and draining liquidity from the market. The 
largest losses were often in the vary stocks 
having had the largest gains in the few years just 
before 2022. 

We were spoiled by years of record-low interest 
rates, low inflation, massive Fed stimulus, and 
government spending. Programs like PPP 
(Paycheck Protection Program) helped 
businesses pay workers during the pandemic and 
kept the economy from tanking. 

Russia's invasion of Ukraine has caused our food 
and energy costs to surge. It is much worse in 
most of Europe, where heating bills are expected 
to triple in the winter. (The US has limited ability 
to increase production, since refineries are near 
full capacity.) 

While the US is experiencing increasing food 
costs, there is a far more severe food shortage 
crisis in many other countries, primarily related to 
the Russian War. 

US consumer spending exploded from 
accumulated pandemic savings, creating a vast 
demand for restaurants, hotels, and many other 
workers. Travel has boomed, but there is a 
shortage of ground crews, TSA workers, and 
controllers. Many pilots took early retirement after 
being furloughed during the pandemic. On 
7/2/2022, Envoy Air – the regional affiliate of 
American Airlines – is offering pilots triple pay in 
July and a 50% pay increase until August 2024.   
CNBC 6/27/2022 

Across the economy, many older workers took 
early retirement, and many women are unable to 

work due to lack of affordable child care. The 
unprecedented spike in demand combined with a 
broad lack of workers and needed immigrants has 
added to the inflation pressure of higher wages and 
scarce goods in many sectors of the economy.  

Manufacturing hubs in China again went into 
lockdowns with China's zero-Covid strategy. The 
electronic supply shortage from China affects 
many industries. As an amateur radio operator 
(WØJKT) for over 50 years, I notice new "ham" 
equipment is often on backorder for six months 
since modern radios rely on semiconductors and 
integrated circuits vs. the old days of tubes that 
glow and heat up our "shacks." I have an extensive ham 

bio at https://www.qrz.com/db/w0jkt Also a 2-minute entertaining 
singing video, "Two nuts on a 100-foot tower singing about ham 
radio" at WØJKT.com (Note it's a zero not an "OH.") 

Early July Conditions Are Improving 
Early July has welcomed broad gains in the US 
markets as more analysts think the ongoing rate 
increases have already been priced in the market. 
Others are not so sure. 

WTI crude oil prices dropped from $123 a barrel to 
under $100 for the first time since May. The 
national average gas at the pump has dropped 
from its peak of $5.02 on June 14th to $4.80. (AAA) 

The average 30-yr. fixed-mortgage rate has 
dropped from 6.28% to 5.3%, the fastest-paced 
decline since 2008 due to a decrease in mortgage 
applications Bloomberg 7/7/2022 In December 2021, I 
did a cash-out refinancing at 2.9%.  

The US Dollar hit a two-decade high against the 
Euro, reflecting our relatively strong economy. The 
strong dollar hurts US multinationals with foreign 
income but can help reduce US inflation by making 
it cheaper to buy European products. abcnews 

7/7/2022  

"The Eurozone outlook looks bleaker by the day," 
said Fawad Razaqzada at Forex.com. "The 
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weakness is driven by rampant inflation, concerns 
over energy, and rising borrowing costs." 

Boris Johnson's resignation brings more political 
uncertainty as recession fears grow in the UK. In 
the UK, a cost-of-living crisis threatens to 
impoverish millions more people this winter, and 
there is a risk of a damaging trade war with the 
European Union with the failures of Brexit. Inflation 
hit a 40-year high of 9.1% in May, the highest 
among the G7 leading economies — and is 
forecast to climb above 11% later this year despite 
a series of interest rate hikes. Reuters 6/22/2022 

Comparatively, the US economy is holding up well, 
with robust fundamentals such as employment, 
strong corporate balance sheets, and for the most 
part, being able to maintain profit margins by 
passing on cost increases to customers.  

What Drama or Opportunity Lies Ahead? 
So far, corporate earnings estimates have not 
declined as much as many have expected. While 
it will be late July/August before most 2nd quarter 
earnings are announced, initial indications are 
positive. For example, on 7/7/2022, one of the 
largest chipmakers reported the strongest 
quarterly earnings growth in at least four years, 
which lifted the technology sector. 

As of 7/7/2022, Yardeni Research reports 
analysts' forecasts for S&P 500 companies to 
have earnings growth of 10.8% in 2022 and 9.1% 
in 2023. This compares to 47.5% growth in 2021. 
By sector, the only estimated earnings declines 
for 2022 are in Communications, Real Estate, 
and Financials. By 2023 these sectors will return 
to earnings growth per analysts' estimates. 

Depending on the success of the Fed in reducing 
inflation and how high it will have to push interest 
rates, corporate earnings could dramatically 
change either way. So far, the earnings part of the 
valuation measure Price/Earnings ratio looks 
solid. The more significant unknown is the 
expected stock price as higher rates tend to 
reduce especially high growth stock valuations 
vs. value stocks. 

A Recession: To Be or Not To Be? That is less 
of the question vs. corporate earnings and 
valuations. A short, shallow recession is not to be 
overly feared.  

Yardeni and other analysts predict about a 50% 
chance of a brief recession by the end of 2022 but 
a rebound in 2023. Yardeni also concludes that 

the S&P500 will recover in 2023, coming close to 
its January 3, 2022 record high.   

A Bear Market – Is It Time to Hibernate? 
Like a bear sleeping, Ignoring the market's recent 
plunge might be wise. Many investors were 
rewarded by "staying the course" in prior 
significant declines vs. missing the often rapid 
recoveries that usually follow. A waking bear may 
growl, but often only minor adjustments are 
needed in a balanced, diversified portfolio. 

For those still working or with extra cash, bear 
markets can present buying opportunities.  

The Bulls (up markets) follow the Bears 
It is important to remember that the best long-
term returns can follow significant market 
declines. The chart below shows that returns 
were significant a year after the last six bear 
markets ended. 

 

Add More Value Equities? 
While for the most part "stay the course" 
is recommended, there can be changes I am 
recommending individually based on specific 
investments.  

UBS Highlights 7/1/2022: "Despite their recent 
outperformance, value stocks' valuations are still 
relatively attractive as they are trading at a 47% 
price-to-earnings (P/E) discount to growth, 
versus an average of 29% since 2007.  

"So we advise gaining exposure to value. Value 
stocks can offer more upside, in our view. Though 
inflation is expected to subside from current 
highs, it will likely remain above pre-pandemic 
levels, and interest rates will likely rise as we are 
just beginning a new hiking cycle." 

Stock Valuations 
Stock prices relative to earnings or price-to-earnings 
(P/E) ratios have fallen below their 15-year 
averages for the S&P 500. Coming into this year, 
they were near 15-year highs. Chart next page 



  

Valuations can remain dislocated for long periods, 
so investing based solely on valuations is 
challenging; however, valuations can be a 
determinant for long-term returns. Like other things 
in life, not overpaying can be important.  

This chart shows the S&P 500 forward 12-month 
P/E over time. Forward P/E means looking at the 
projected 12-month P/Es rather than the last 12 
months. Remember that earnings projections can 
fall, making forward-looking guidance inflated in 
hindsight, which happens when growth slows faster 
than expected. 

 

Fed Challenge: To shrink its $9 trillion 
balance sheet while raising the federal fund 
rate, without causing market mayhem. 
See this separate analysis from a few days ago. 
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