Worst First Half in Half a Century

The Thinking Man’s
Approach

Global markets closed out the most tumultuous first half of a year in decades driven
by accelerating inflation, the war between Russia and Ukraine and a doubling of riskfree interest rates (including yields on riskier securities). The S&P 500 fell 21%,
suffering its worst first half of a year since 1970. Investment-grade bonds, as
measured by the iShares Core U.S. Aggregate Bond exchange-traded fund, lost 11%—
posting their worst start to a year in history (or at least since 1842). Non-investmentgrade (or “junk”) bonds, as measured by the iShares iBoxx High Yield Bond exchangetraded fund, fell 15.4%. Also, both stocks and bonds posted a negative first and
second quarter, consecutively.
This has been the result of a global phenomenon, not just a US one. Stocks and bonds
in Europe, markets in EAFE, and emerging markets all tumbled, hurt by slowing
growth and stickier than expected inflation.1 And cryptocurrencies came crashing
down, burdening institutional and individual investors alike with steep losses.
Anecdotal evidence does show that younger generations have been hit the hardest,
as sectors like Crypto, IPOs, SPACs, and super-high growth areas like EVs, AI, Robotics
and Cloud Computing are down over 70% from their all-time highs back in 2021.
About the only thing that rose in the first half was commodity prices. Oil prices surged
above $100 a barrel, and U.S. gas prices hit records after the Russia-Ukraine war
disrupted imports from Russia, the world’s third-largest oil producer. However,
investors have been underweighted commodities after years of underperformance
and under-investment in the sector.
Volatility has increased dramatically in all markets. For example, the VIX (an index
that measures the expected volatility of the S&P 500) has more than doubled from a
level of 12-15 during the QE (quantitative easing period) to around 30 today. During
the first half of the year, 90% of trading days had an intraday range greater than 1%
range. This is the highest level since 2009 when 99% of the trading days saw ranges
greater than 1%.
We see no reason for volatility to subside in the second half. The Fed and central
banks from India to Brazil to New Zealand plan to keep raising interest rates to try to
rein in inflation, which has become a global issue. The moves will likely slow down
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growth, potentially tipping economies into recession and generating further tumult across markets.
The good news for investors is that markets have not always done poorly after suffering big losses in the first
half of the year. In fact, history shows they have often done the opposite. There have been just five instances
in history where both stocks and bonds posted negative returns for two consecutive quarters. Recessions have
been associated with three of the previous four periods and the jury is still out on this latest instance. Wall
Street is split between the 50% that think we are already in a recession or will have one within 2022, and those
that still think that we could see a soft-landing2. However, no one is speaking about a deep or prolonged
recession. There is an overall general agreement and consensus about a shallow and short recession.
When the S&P 500 has fallen at least 15% the first six months of the year, as it did in 1932, 1939, 1940, 1962
and 1970, it has risen an average of 24% in the second half, according to Dow Jones Market Data. Fund
managers currently have larger-than-average cash positions, smaller-than-average equities positions and a
markedly high degree of pessimism about the economy. All these factors should make for a better second half
of the year. The below table summarizes 1H ‘22 performance for the major asset classes, volatility, and crypto.

Exhibit 1: YTD Asset Performance
Rates

Dec-21

Jul-22 % Change

Equities

Dec-21

Jul-22 % Change

UST 2 Yr
UST 10 Yr
UST 10 Yr - 2 Yr
US 30 Yr Mortgage

0.73%
1.51%
0.78%
3.27%

2.80%
2.87%
0.07%
5.74%

283.6%
90.1%
-91.0%
75.5%

SPX
DJIA
Nasdaq
Russell 2000

4,766
36,338
15,645
2,245

3,784
31,097
10,989
1,710

-20.6%
-14.4%
-29.8%
-23.8%

US Agg Corp % YTW
US Agg Corp % Spread
High Yield % YTW
High Yield % Spread

1.75%
0.93%
4.20%
2.81%

3.72%
1.55%
8.89%
5.69%

112.6%
66.7%
111.7%
102.5%

Eurostoxx 600
Shanghai
Nikkei
MSCI ACWI

488
3,632
29,302
755

407
3,388
25,936
597

-16.6%
-6.7%
-11.5%
-20.9%

DXY

95.67

105.24

10.0%

SPX Earnings Yield

4.40%

5.99%

36.1%

Inflation
CPI Y/Y
CORE CPI Y/Y
CORE PCE Y/Y
10 Yr Breakeven
Volatility
VIX
Nasdaq Vol

Dec-21
6.80%
4.90%
4.89%
2.59%
Dec-21
17.22
21.20

Jul-22 % Change

Commodities

8.60%
6.00%
4.69%
2.36%

26.5%
22.4%
-4.1%
-8.9%

WTI Oil
Gold
Copper
FAO Food Index

$75.21
$1,795.00
$446.40
135

Jul-22 % Change

Cryptocurrency

Dec-21

27.73
35.32

Bitcoin
Ether

$46,195
$3,679

61.0%
66.6%

Dec-21

Jul-22 % Change
$107.87
$1,798.90
$361.70
157

43.4%
0.2%
-19.0%
16.3%

Jul-22 % Change
$19,247
$1,057

-58.3%
-71.3%
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A soft landing is a term used to describe the goal of the U.S. central bank when it seeks to raise interest rates just
enough to prevent an economy from overheating and experiencing high inflation, without causing a severe economic
downturn.
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Important Disclosures and Disclaimers
This material is distributed for informational purposes only and intended solely for BigSur Wealth Management, LLC
(“BigSur” or the “Adviser”) clientele and or other parties to whom BigSur chooses to share such information. The discussions
and opinions in this document (or “report”) are intended for general informational purposes only, and are not intended to
provide investment advice and there is no guarantee that the opinions expressed herein will be valid beyond the date of
this document. While taken from sources deemed to be accurate, BigSur makes no representations regarding the accuracy
of the information in this document and certain information is based on third-party sources believed to be reliable, but has
not been independently verified and its accuracy or completeness cannot be guaranteed. Any asset allocation proposals
described herein are based on proprietary ratings and categorizations which involve varying levels of subjective analysis
and interpretation. The asset allocation breakdown is intended to be a summary of BigSur’s view on each asset class and
its risk components which includes various factors including, but not limited to: market conditions and trends, correlation
of securities, volatility, interest rate and issuer risk.
This article is not intended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation, and the particular needs of any specific investor. Views regarding the economy, securities
markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be accurate and may result
in economic loss to the investor. Any strategies referenced BigSur believes may present opportunities for appreciation over
the subsequent time periods. BigSur closely monitors securities discussed and client portfolios and may make changes
when warranted as a result of evolving market conditions. There can be no assurance that any investment strategies and/or
performance included or referenced in the article will remain the same and investment strategies, philosophies, and
allocation are subject to change without prior notice. Any specific securities or companies identified and described may or
may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that any investments in securities and/or sectors
identified and discussed were or will be profitable. BigSur may change its views on these securities at any time. There is
no guarantee that, should market conditions repeat, these securities will perform in the same way in the future. Any
performance illustrations shown herein have not been audited and may reflect the reinvestment of dividends, interest and
other earnings. Any performance and return illustrations have not been independently verified or audited by BigSur.
Returns may be estimated and may not reflect actual performance. Further, past performance and returns may be subject
to revision. BigSur does not undertake to update this information, and the results discussed may change without notice.
There are many factors that an investor should be aware of when trading options which can impact their overall
performance such as market volatility, interest rates, and time horizon. Investors should only engage in options trading that
is best suited to their financial condition and option experience. There is the potential to lose your entire investment in
options as well as suffer unlimited downside loss. The options strategy outlined in this commentary only reflects BigSur’s
opinion and is subject to change at any time. Before trading options, you should understand these risks and carefully review
and read the booklet entitled “Characteristics and Risks of Standardized Options” which is available at www.theocc.com.
BigSur can provide you a copy of this booklet as well.
Please also note that this commentary is not investment research or considered a research recommendation for regulatory
purposes as it does not constitute substantive research or analysis. In discussion of any strategy, results and risks are based
solely on assumptions and hypothetical examples. Actual results, performance and risks will vary depending on specific
circumstances. You are urged to consider carefully whether such services in general, as well as the products or strategies
discussed in this material, are suitable to your needs.
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Certain public offerings of Alternative Investment products (e.g. interests in real estate, private equity and hedge funds)
are generally offered in reliance upon an exemption and do not require registration under the Securities Act of 1933.
Alternative Investments, therefore, pose additional risks which are different from those inherent in traditional
investments. Investments in Alternative Investments may also involve the use of leverage which involves a high degree
of risk factors including substantial loss of initial investment. Alternative Investments are not required to provide
periodic pricing or valuation information to investors. As such, Alternative Investments are highly illiquid and are
generally not transferrable without the consent of the sponsor/issuer.
This report may include forward-looking statements and all statements other than statements of historical fact are to
be considered forward-looking and subjective (including words such as “believe,” “estimate,” “anticipate,” “may,”
“will,” “should,” and “expect”). Although we believe that the expectations reflected in such forward-looking
statements are reasonable, we can provide no assurance that such expectations will prove to be correct. Many factors
including changing market conditions and global political and economic events could cause actual outcomes, results or
performance to differ materially from those discussed in such forward-looking statements. BigSur shall not be
responsible for the consequences of reliance upon any opinion or statements contained herein, and expressly disclaims
any liability, including incidental or consequential damages, arising from any errors, omissions or misuse.
This information is highly confidential and intended for review by the recipient only. The information should not be
disseminated or be made available for public use or to any other source without the express written authorization of
BigSur. Distribution of this document is prohibited in any jurisdiction where dissemination of such documents may be
unlawful. Please contact your investment adviser, accountant, and/or attorney for advice appropriate to your specific
situation.
For complete disclosure information please go to: https://www.bigsurpartners.com/disclosures/
BigSur Wealth Management, LLC
1441 Brickell Avenue, Suite 1410
Miami, FL 33131
Office (Main): 305-740-6777 ext. 8006
Fax: 305-350-9998
http://www.bigsurpartners.com
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