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YRI Podcast. In our latest video podcast, Dr. Ed discusses the main points of today’s Morning 
Briefing. 
  
Inflation I: The Japanese Model. Debbie and I believe that Japan’s economy continues to serve 
as a useful model for the likely course in coming years of the other major industrial economies 
around the world. If so, then CPI inflation rates are likely to remain relatively subdued in these 
countries. That doesn’t rule out transitory post-pandemic rebounds in these inflation rates. 
  
Why look to Japan’s economy as a bellwether? Consider the following: 
  
(1) Population. Japan has a rapidly declining and aging population. The 12-month sum of deaths 
has exceeded births since July 2007 (Fig. 1). The total population has decreased by 2.4 million 
since then through April, while the population aged 15 years and older is down 0.2 million through 
February, less than the total population has dropped because people are living longer (Fig. 2). 
  
(2) Fiscal policy. The Japanese government has been running huge budget deficits for many years, 
mostly to offset the deflationary consequences of Japan’s rapidly aging demographic profile. In 
effect, the government has been building bridges and roads to nowhere that nobody needs 
because old people don’t venture out much. As a result, the national government debt has 
skyrocketed from 50% of nominal GDP during 1993 to 220% during Q4-2020 (Fig. 3 and Fig. 4). 
  
(3) GDP. Yet Japan’s nominal GDP during Q4-2020 was only negligibly higher than it was during 
1996 (Fig. 5). Amazingly, it has been virtually flat around ¥135 million over this entire 24-year 
period. While real GDP rose 2.5% over this period, the GDP deflator fell 11.5%. That’s an 
extremely prolonged period of deflation in the face of so much fiscal stimulus. 
  
(4) Monetary policy. The Bank of Japan (BOJ) joined the battle against deflation many years ago. 
The BOJ first introduced its zero interest-rate policy at the start of 1999 (Fig. 6). During the first half 
of the 2000s, the BOJ implemented its first round of quantitative easing (QE), resulting in a 69% 

 
Check out the accompanying chart collection. 
  
(1) Something very Zen about Japan. (2) Japan’s population is shrinking and aging rapidly. (3) Japanese 
government debt at 220% of GDP. (4) Flat nominal GDP for 24 years. (5) Prolonged period of deflation. (6) 
Japan has been doing MMT for at least a decade. (7) Used car prices soaring. (8) Missing chips. (9) Soaring 
home prices could soon boost rents. (10) PPI inflation rates heating up some more in US and Asia. (11) CPI 
inflation rates remain subdued in US, Eurozone, and Asia. (12) Extreme alternative inflation scenarios: 
Japan now vs Germany from 1921-23. 

https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jZ33lGn_V1-WJV7CgSYfW6lQvzP791YlLW58KRQt8gRV1pW5NJCD92s8-j9W2t7fGc6yhfT1W2h4Gc-8QY-LpW8HF6SN84h4fNW7Q9TG569ZL2NV_rQqY1kPRYpW1cdm7h1N9DF5W7HzqBw8y47HYVs8C5X23cXkdW4zNfwR2_wl4qVcWjj83pDmTmW8VQWb569H1p0N4YbLSPn3W8sW6XtljZ5FHH_RW3JZt9K1J95cKW7CjcX46cnLRmW3VTsqZ1zbw37W4-5N4Q7122F2W4Q2GXH8_jMMJW7blfDs1zt7vWW55lQJy4fFmP6W8WX85w1PJllxW1Zjrkm3Q2wjQW1pkv-N4Jqzc-N6_ZXT-xsGTTVcPmgP4X6STNN607Rm66B46zW6HdgYT6SBMY333XM1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgWqmVSs3dN3nvfjxW1pt0hS81WxN7N4Mrb_y5brcvW6QpGfK6Hn9ZrN5kCLY-82dHGW13Lb028PSbBMW7bPwTg6CV5MXN7DVmDvwb0mfW4_NbW3484930W1BBWXN33qT-cW4XH5YX3BLb78N6Djtx4D7DqvW8q_ppC4rPM6-W86_s-J5DyCY9N99-KHDnJTRSW1lC9ZR1YzC7SW5BdH6m6lFf98W64sLL181zB5rW6t3BW44GDZ41W4m_NBF6_Pqqf33Vf1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgQh2N4RjVCch3MpFW3FrYyX8VjjT3W35gYCH8-xMT3W7l0JqL3Tj1pXW4MGqly7Yp-97VjS_5m1nvThPW8wTqtv5p7jGTW60txX54Qg8-vVfP-R449HDPkN2NqLTQdLrrQW6JxCC872B4jDW6YfwYH1K31t_W5PkPNm49NgZKN4Dcz7KdXDXSVksF2W1ZJ29QN44bM_61kF-vN1cJVS72RvmJW2Jg2N-3WQLh6W7QT63l7dLVy_W4KNg625c00KT3jYB1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgKnhW9flLPp4zMPwSW5wJKTd3TvCShW7l4VH758WbR7W3HBk3W5dyTf2W338J3P2DtRH1VNXsZW16pxmkW4Pw3f_53gCp7W14s3GP16Bjp4W97ct1S4KCkNXVDWFyf2882tVW17C7jc2J-jXzW7vVBhX45hrtZW6SGMLx4V5N6kW7kGTNW4DGnhwW8bvxdF28sJtzW6Kt5851ds26fW3h8y7t6MlH2VW8MbYW74b6tK0W5W913V5rF3X_V5548V3t-JFr32MB1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgCpkW2bQK2z5XJp5YN3wQL-Bzd661W3l-6pB60NcpKW1rSMXB223P3xW8Zdsjb5C-gY5W8K_tzR3jMXqmW2d0J6j8Dsq_NW5m6KL63Svh0wW5GC0ZV5X1SrxW4pN5L_4ck0zxW52m7ST30dkwzW68KX2J2CFy2JW2zDXQc2TyZ74W6dKFtf4vhqD8W2LgMSY1dRXbwW7qH8w12w0lQhVdP5HS369kkDW7Kc9j75XGTBkW6gpYWM7WgDBcW3-B4Ds8Yfs-F3dnD1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgPcbW4cK5y83-zMQCW3p86Xb529-TQN89dBYxMTtMRN3T6MtpcMJblW7Zy3HT8kVdLgW4snr3D1LrcM3Vl1SLv1bP1GtN5BMy3lR2YgzN4QWGYD8CbWJVbgc1R4qqJ5VW5hwQY87w_4q5W50BlwZ4skfpNW355Gwv2WQBY_W6sVjbN899n-7W67C5BB900vJ_N19bMC31FNGjW1scGqq3D10XMW5rQGtg4LnJdvW3mPHL67z9ZZgW5l6cNg4_b-LQ33yt1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgZchW5BWw8G6lFkd6W6b8b1q3sk3XsN2cPKK2nBzjYN5MYh3GT2MLgW5vlcC-2j2XmFW51-3_087y44VW1XtnjM8MSMCTW1FNQF84TcgtsW8y9_T_8wXS5SW7fpq2J4rrSJhW1JWfVx5WWfPhW5GzKTD5bqg6rVSKZKY63R3zcW5q_4Cb71K3PLW4B1c2B6QsPl5W3DjMQP3VDRjLW7MqXMB7d0Zb_W2zj36j4gGWwrM2RPqLF4bsgW8KktJn38d7FN3k6q1
https://hn.t.hubspotemail.net/e2t/tc/VWF1zy3F7vQMW870PX22KdrtTW3Jh9SL4qTJ-wN6klYW53lGmwV1-WJV7CgTcMVhrrty8MFq9ZW3xYH-07H8fzDW5B12Z788vFdhW5jSzpP468-q6W3X3TZ94yC0CmV9Jldv7RNJn8W3qDYfq4JQmsQW3MSh6G8_QMJzW9kHfJd1jPBs8W3qCNd_52k03vW44CKp17Qm56WW33f43839mg-8W2xZlT88fdBXJV9br6r70SlXmN7SGf5tJ8KrJW6cyVFn8qWwf5W61GYZ83Z7RQFW7dpfT51J656nW45DQ1m4NGJHGW8PB-b46N5nQj38_W1
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increase in the monetary base (Fig. 7). 
  
The BOJ’s second round of QE started during April 2013 and continues to this very day. The 
monetary base has increased 356% since then through March of this year. The ratio of the national 
government debt to the monetary base has dropped from 7.2 to 2.0 over this period (Fig. 8). 
  
This implies that the BOJ in effect embraced Modern Monetary Theory (MMT) many years ahead 
of the other major central banks, which did so only after the pandemic started early last year! Yet 
inflation remains remarkably subdued near zero in Japan. 
  
Could it be that MMT is actually the right policy response to the voluntary self-extinction of the 
human race in countries like Japan, where fertility rates have fallen below the population 
replacement rate? This has happened nearly everywhere around the world, mostly as a result of 
urbanization; the exceptions are India and Africa. 
  
We will revisit this admittedly startling thesis in coming weeks. For now, let’s have a look at the 
latest inflation indicators here and there. 
  
Inflation II: More Signs of Trouble in US Auto Market. In the US, inflation may be starting to rear 
its ugly head. Once upon a time, before Covid-19, Fed officials often suggested that they would 
wait to see the whites of inflation’s eyes before they would raise interest rates. Now, even though 
the pandemic is abating as the pace of vaccinations picks up and a V-shaped recovery is 
underway, officials seem set to hold off on raising rates until they see the back of inflation’s head. 
Consider the following: 
  
(1) Used car prices soaring. The whites of inflation’s eyes are very easy to see in the headlights of 
used cars. The Manheim used vehicles value index rose 26.3% y/y during March (Fig. 9). That’s 
the highest since the start of the data during 1996. This index is very highly corelated with the CPI 
for used cars and trucks, which was up 9.4% y/y during March. The former tends to lead the latter, 
especially during periods when used auto prices are moving sharply up or down. 
  
(2) Easy credit. Manheim has a database of more than five million used vehicle transactions 
annually. The company has developed a measurement of used vehicle prices that is independent 
of underlying shifts in the characteristics of vehicles being sold. (View the index methodology.) 
Manheim recently reported: “Using a rolling seven-day estimate of used retail days’ supply based 
on vAuto data, we see that used retail supply is below normal levels, at 33 days. Wholesale supply 
is down to 17 days for the most recent seven-day period, when normal supply is 23.” 
  
Furthermore, the company recently reported: “Our Dealertrack Auto Credit Index measured 
loosening of credit in September, October, November, and December, and again in February and 
March after tightening in January. Credit remains modestly tighter than February 2020 before the 
pandemic began.” 
  
(3) Plant closings. The problem is that the supply of new cars is very tight (Fig. 10). That’s boosting 
the demand for and the prices of used cars. There are continuing interruptions in global supply 
chains. The result has been plant closings and shortages of popular models. New car inventories 
won’t be back to normal for a while. The biggest bottleneck is a global shortage of microchips. 

https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgGt-N8-0g-KT-7Y7W1rD0rT9lHQGXW335msD4lKSbhW8G81SV1GKPgLN8Sd9K5f2ltwW7Dt-pP77ncXPW4Y7FnN6Db7wKW93ZjQM8yGsJ-W3CDKHC5q-Y2GW7Q_RSP7Nhk04VGtKSX4HNpLdW2N1XYC6QYthrW6TC92k4xnH-zW1Wj4KS1ScKBZW4HRQqx5qPPgBW3mlKBB4S56LHW6zCRLB2XNys7W36tfZX1nXBX7W8zWqpj5cVthwW8g_W3j8JFQWl2RK1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgS-PN1C2fQVPXYd0N6RlkBQR3NCTW4Z7hb-2MWKqYW7rpjvd4_mtdVW6_TJdz7T7gFsN5T2WlV_PzMhW48G97C7PrtG1N77097V-5Y7MW3BlJnx79zZTkN92kNMn8FRQgW1YzdX18h8mV6W3Gh10k5VtgVLW2bSmkQ5zKYb2W47JKJX6Kq2HLV_5PFV2nWnxZW8FTkHk90k0ldW5MZQWX39fK8KW7RpzDG15jcH6W8xvFDp75j0lGVG0rMF8qZMTj37pD1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgQjTW3FgxSl2NHM7jW7QFJFt8Mxz94W4MdJBC5S4s6fW8WdBjx4qdxr7W1nBb0F5lz0vhW8hFsTz694-Q8W51qFpl3kSNRHW3rTypl4SL9qlW58FWJY5wlGdQN796K8PXLNslW8rybPW2prZfhVFTx8s7NgqZQW1S__k69jWnKDW7hXHtv9gp2QwW235hwJ6LZ7S-N1zjYHTTGS6XW7LYLL74jZxfFW164RfV74tcW-N8tTZfzkvBPVN3P5Wk_d-2qT3b1R1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jYt3lGnpV1-WJV7CgKljW23F2qX2pNlfWW31j6Mk8cPMpLW3FMb613_k7x4W4v-ksq6Yg8V_W6CSWvK4DhY93W3cMkyX8sf_-0W8nVKKZ41bDkHW648nlS1bgHtbVzPd0X2knGpnW9jqhft2hC1hkW30wFTK1SmWfRW8gQPm367SlK3N9kqKMyNwZ78W6kyxMP10lVdFW4RNMrQ5Z0sMHW4n940s5t46pfN2lRTjGdgSSgW34Szhm1x9S6RN3J5Xl3LnWgwW59WmHm6y9xS2W4qJ0R45_1V4kW5jcR3C70158rW2Vx9Pz8fwTy8W3B6lV_1HMxx4W3QHzKp68GvMKW5F43lh46h_893d5z1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgJRsTcSvT6_bqG-W4T28rT1v0chzVLhZtf2SMtwqW6PXkkV95lbWZW86mNct2dnlBZVbYrn55jLLvgW1QWlVb8RgRZZW4swdzJ29YsQYN1L-_cR-1sMHW6pT9rd2jpjQMW3c9r0956dW9dW6qwLPh8cTk_VW2p6T8Z2bgJptW3qFh6k2VqqMYW6CM0mC6G1s5gW8sQDM_8rPT0SW8cBPzk49-4lnW6YwHD-1vtP0_W10T7Fy2HlH34VGg14m4lktls3lvw1
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They are critical for everything from car engines to infotainment systems. Unfortunately, they’re 
also used in every other consumer electronic device, and the booming car industry has to compete 
for a limited supply of chips. 
  
(4) Buying bigger better. According to industry analysts at J.D. Power, the average price of new 
vehicles reached $37,314 in Q1-2021. Compared to Q1-2020, the price is $3,000 higher. 
Compared to Q1-2019, it’s $4,000 higher. Of course, much of the price difference comes from the 
types of vehicles consumers are choosing. The new car market has shifted strongly away from 
affordable compact and midsize cars to more costly SUVs and pickups (Fig. 11). 
  
(5) My kingdom for a chip. An April 19 US News & World Report article observed that 
“[a]utomakers are prioritizing their production by using microchip supplies for their most profitable 
models—namely, full-size pickups and SUVs. Many automakers—including GM, Ford, and 
Stellantis (formerly Fiat Chrysler Automobiles)—are closing plants or reducing shifts. Ford is 
building 2021 Ford F-150 pickups without vital components and parking the unfinished vehicles 
until the right parts arrive. General Motors is building (and selling) 2021 Chevrolet Silverado and 
2021 GMC Sierra pickups without their Active Fuel Management cylinder deactivation systems, 
which will lower their fuel economy.” 
  
(6) Set for upside surprise. The CPI for new vehicles has remained subdued despite the surge in 
used car prices (Fig. 12). The former was up just 1.5% y/y during March. However, it could surprise 
on the upside, much as it did during 2009 coming out of the Great Financial Crisis. 
  
Inflation III: US Rents Subdued While Home Prices Soar. The median price for an existing 
single-family home rose 18.4% y/y during March to a record high of $334,500 over the past 12 
months (Fig. 13). A year ago, this inflation rate was 8.1%. This jump clearly is not attributable to a 
“base effect” but rather to a pandemic-related surge in demand and a severe shortage in the 
supply of existing and new homes for sale. The Fed boosted demand with its ultra-easy monetary 
policy in response to the pandemic, which caused mortgage rates to fall to record lows last year. 
They’ve been rising in recent months. 
  
The supply of new and existing homes for sale was at 1.21 million units during March, little 
changed from January’s record low of 1.17 million units (Fig. 14). Home prices are not included in 
the CPI. However, a shortage of homes for sale combined with rising home prices and mortgage 
rates could frustrate lots of would-be homebuyers and convince them to continue to rent instead. 
That could start putting upward pressure on rent inflation, which is a major component of the CPI 
(Fig. 15). 
  
Inflation IV: Comparing PPIs and CPIs in the US and Asia. The cold war between the US and 
China has been heating up since President Donald Trump was in the White House. However, their 
two economies remain very codependent. That’s evident in the very high correlation between 
China’s PPI for total industrial products and America’s PPI for final demand of goods (Fig. 16). 
During March, China’s was up 4.4% y/y while the US’s was up 7.0%; both have been heating up 
over the past year. 
  
So far, the rebound in China’s PPI hasn’t shown up in the country’s CPI, which rose only 0.4% y/y 
through March (Fig. 17). The correlation between the two countries’ CPIs isn’t as high as between 

https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgRn5W6pj5wF3jqCjLW1Dd59r58XrC3W6WbB6F8TF86kW25MgDX4F5zw1W161t0r3F27mNVsbQdR38QzrwW8BQhKm3Yl6-1W1pTcxK2VM0ZgW4NvqBQ8yVFngW157FlQ6Hf0ZmW7mbpYG3Sj4J3W58vTLT6h7rNTW1sCDGD410F8zW555nrw5tvVMrW1P6C1p341XcrW6qTdD45H9lTZW4n466d7PkQZtV5hJt97J9nBPW5LHX1Z6n221LW55Ms3l65jqHd37qQ1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXV3lGmQV1-WJV7CgZblW3Rx3fD13DjtMW2ByVX757qvZ8W5l4rcs1hdfMpN95lM8zBcdpQW9hG8S914xxXrV1t5pf7XF_jqW3LHm0Q3MxC7dW4zKgsm4N7F3cW1mg5F41WR2d6W4s1Mmf5CMxFpVCqs-b5BJrWxW8rd8Z797VCfFW2rGyPf7Ll9LkN4F2-vGSJQkkW5vxctq9k8vXXW839q4x5hdh_FN7KBmtSg9x1BW5rJl0x8qKn5wN6NgWBc1M2znW7LL0z02b8D0hW39LHXk61HyQlW3WkVQ36-x74933Mf1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgJCQW2WjX8b2q3X-hW8z8Dqy1LhHdQW7_xljQ8T-kSMW4N1PSz8zfNWHN5JHZ_gh9D1MW7Km3m_9504D5W5S93WM7kG2YKW5YD3Mz7XKT6ZW277Lc57cw1wbW4Ds5lX5xt4GQW8sG-Sp3WK8L6N3vCtdw_MJxQW9khTY78GPf0vW1bZdrh7H9jhxN5pHCwHnDrnBW7nF__l6Vx_CzVFnKNB7vc2ssW7Z97W17Hd9_-W5ygtjR7V5DgfW5FB7b-6JQjXQ3m4R1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgKg1W4PVMcq7jGnYdN8tfkbm-N5CkV232yZ4h6WwpW3zy8Vv3dcg0QW6ffcTH4llRS5VxQbC84-TYz5W4j2xt856y8D2W6Y3YG62fDSTvW5Pq20l8frmw1W64XNSb7bv9y6N8LgFWsmGP9pW8tNc4K4lDDnYW7jNR2H6Zp1bbN5x0CVcFv4J4W8YS3TJ3yh97XW31fzkL6qmlt3W6QX4mZ94ytpYN5j0wVZDHDVqW78N2wW7-gSS_Vgjs-68SY2GQ3pZ31
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgBgRMNbKFGGtpLpW8WlVcN68VnDpV9KD5Z7jF498W5NSwyd2xvXBTW4PDvPG4xmG4xW6m598l1ZFs5xW7sgxhJ5nZsZ-W8WH8tJ7flj1GW8LhL-c5HTP2rN6pl2SDQtjZdV37LY59h06MnW3mkkgf2VgvXKW8xNhMl5txhZ8VpcJZ75Qzq8qW2x5n6h9gzrHXW283m_y6m91plW4Mc14n9hx_L8W4DZcpx4HxtNmVwHjVc3z9mQXW3NjkFL28Rf6L3cfk1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgQ7PW4Yd9dj71ZFqLW3FhyTv1Mr3nnW3BkVzY78SFrJW8-1LT151cdS0W6BdLWw1P6Nd7W7rPzcp4KRWTzW1JvXxh2652FxW8YVYND6F6vdnN5WJTrWtxlJgW4_Xysv4gl9m8V99C183fh9N3W2ywR8S373HqWW8Z7kjZ3rWQ4vW2cKc7k8_j_KpN5STGMw1YxcjW6qmLwD2z0--jW3Pwhkq571y1RN3Q0Bw_tbZMXW74pNS62v3gYQW3WxMGx2wQSws35V71
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgRPWW7q4ssT95KR0RN3jBK9ZQKp-DVVz5YQ7H2_CvW8rxcjH48qRYcW5LhtFf4CKqhgW2BzWwj3rdMkWW576WNt3g9THKN5-pdFkWMl5sW6LBMQ53nmMc8W7y6Z_-45WmhkW52Y5GW7m80D0W4TKYvH53My5dW7z81cq746kHxW8_xdZW3RjKCMW68H8P429KD2kV3JxDV7PRY9RN43hhFTwDgg6W2LQn6p8B_y6JW7R4yZ13snvjxN7bKYB4gVlJD3dDJ1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgHW0W588FyG2JhdmMW34Nn4n2PsqvTW6W11L57pBWw3W3PBYnx1yF54gW1Dc0c-8h8l6BW1R2LST96zVsnW3w7lG86Y7gZ0W5gvcmG55-4ZdW5XD1pT6y2SHcW1lmk8Z41gxNdN1x88g6NP_58W1XhMKL2TLlYyW7JyQ4H6lGXMrW5lJ0k42xgFYkW3L38BJ5yJgTPN8BQG8wwNpNpW7l0HqF7RJLhdN7-YfbP4BKG4W5kcLZn2Q4LS-W4ShJkm4VWBds3lGz1
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their PPIs (Fig. 18). Surprisingly, the US CPI inflation rate has tended to be below that of the 
comparable Chinese inflation rate since 2007. 
  
By the way, it’s not surprising to see that PPI inflation rates in South Korea and Taiwan are highly 
correlated with China’s PPI inflation rate (Fig. 19). The same can be said for the CPI inflation rates 
of these three Asian economies (Fig. 20). The CPI inflation rate in South Korea was 1.5% during 
March, up from 1.0% a year ago. The comparable inflation rate was 1.3% in Taiwan during March, 
up from zero a year ago. 
  
Inflation V: In Eurozone and Japan, CPIs Remain Subdued. In the Eurozone, CPI inflation has 
rebounded in recent months but remains subdued well below the ECB’s 2.0% target, at 1.3% for 
the March headline rate and 0.9% for the core rate (Fig. 21). 
  
Here are the headline and core March inflation rates for Germany (2.0%, 1.6%), France (1.4, 1.0), 
Italy (0.6, 0.7), Spain (1.2, 0.0), Portugal (0.1, -0.3), Greece (-2.0, -3.2), and Ireland (0.1, -0.1). 
  
Japan stands out among the G7 countries as the one with the lowest headline and core inflation 
rates, with both at -0.1% during March (Fig. 22). Let’s hope that Japan’s experience with inflation in 
recent years is a harbinger of things to come for the rest of us. The alternative extreme scenario is 
Germany’s hyperinflation from 1921-23. Let’s not go there. 

 

Calendars 
  
US: Tues: Consumer Confidence 112.1, Richmond Fed Manufacturing Index, S&P Cash-Shiller 
Home Price Index 11.6% y/y, API Crude Oil Inventories. Wed: MBA Mortgage Applications, Goods 
Trade Balance Advance, Wholesale Inventories, EIA Crude Oil Inventories. (DailyFX estimates) 
  
Global: Tues: Italy Consumer & Business Confidence 102.3/102.8, Japan Retail Sales 4.7% y/y, 
Australia CPI 1.4% y/y. Wed: Germany Germany Gfk Consumer Confidence -3.5, France 
Consumer Confidence 94, Canada Retail Sales Total & Ex Autos 4.0%/3.7%, Fed Interest Rate 
Decision 0.25%. (DailyFX estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings rose for all three of these indexes 
last week and were at record highs simultaneously for a seventh week and the first time since 
October 2018. LargeCap’s was at a record high for an eighth straight week, MidCap’s for an 11th 
week, and SmallCap’s for the 11th time in 12 weeks. In what has shaped up to be a typical V-
shaped recovery, LargeCap’s forward earnings has risen during 48 of the past 49 weeks, with the 
one down week in late December due to Tesla’s addition to the index. MidCap’s is up in 45 of the 
past 47 weeks, and SmallCap’s posted 45 gains in the past 48 weeks. LargeCap’s forward 
earnings is now up 33.0% from its lowest level since August 2017; MidCap’s has risen 66.1% from 

      
 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgBc6W3Gb6hN6sgZZbW8Jdwjy8k3MXqW74_KSl3PwY_7W84hKpq64d3xYW30qMW73XCqv9W4CCJjY7yt28rVtQ1Y8138gjlW4gvgwh8-GBv8W68cvqt1l0W9tN906K6xjRYbsW1_1C_97WvWf2W4r3-B95C98VtW4B0dmr423wNMMLtwYVy2S8JV_VLCv5XTwdRW4Ly9zM366SBvW7K10-M6DhqHbW6jWngt7-p33kW3g1FR572d45RW7n3jB43Y9SzM34q01
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgGyFW52jv9D3yvn1lW5JYW5l8Mh2PqVwz749913zdXVj_V9H1rx4yWW1dhhNS8h5PfVW9kcgNh6dhD88W2v-qqN4qGSG5W6JDqFr5SHDYPN396sdt678blW7QHc8797cHCnW7lkPTx8CrY1MW66ygfb6xKX8pW8p4x4M6Dh4GlW5vJQzn3ZWQwxN65CM78-PJvSW2tP6Rg65WbhWW8rhfkm1FCWp0W3l2-9T6sVKN0N7dbJ-Dz46ZdW5x6dXG4dZdhh3cfB1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7Cg-BYW20yXb_3Wxvm9W6htTQP6x1L-tW85XCT9745JGvW8vX4fz2DydkLW3jL2qt3Ff1wLW4ZrsxV7RHTzRW96FZt539VNMRW68q-Qj86ByDHW7068J03B1qRkVTrWh-3GzRqlW33xKwl6MfG0gW7WwZXJ6jwjRBVMK0482PX57-W6DGZtQ4W_xqYW34rbjG4znbFqW7tkhbV11_9PvW1K_LDN9lQcyqW6c664L1nfjd4N7rLVn9z360sW5K827V7r6S1_3k231
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgQbWW8Zhz665L9nRZN48WlBCy05ZrW7PwRS38tB1mNW4fhmGq10F2vVN90KzQr-4spMW7MkSk871TpVfN4xB3kh8dTqXVRbM5V4syNmVW2BqgBr63XQdXW39kVpG3bQz-8W52YvQK8JzkGrW7_-VYF3pgbFpW7Qrggm7vKcc5W2sblB74Lm7KfW60qK758kVyF7W35jLxB6nHJtzW1P8-mW6w3_Z9W8k2Sgt51g5HjW2Dvq1S4Flth7W245w-f44My2K38811
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgBY5W2mHv372kt3SQVncXWF75ShlmW16f0Tc7DmPGwW1bg4ZX64hjQ2W6wDk-02Pd-gtW2KVsFh2ZR77XW7MgYQh42Xr4VW2mp3QZ1z9MYWW7SsWtV5-TS-CW98sYlv86dx6zW3VRFLH9j48cDVKCVVz5yLxm9W3nNzWB2LpRl8W99ZmhQ8YMK9LV47kBz6w7VM_W2s2hl94RRv0BW8h7HJL37sHNgW78B7ns56kbv6W4wWJPD23nxqWVkYd305JNJWX35zH1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgShXW2Sx6Gl2SNkkPW5q0PM17Z73RsVl8lXP4crlZ1W8rBp3S7Ht0twW6M3t9k2xKPyVW530__F2YzLH7W3N-6Jv7bPTtmW7wm2nm8GcRFPW1KhYkF8SRmpqW49YDX_38X7fFW9g4kJB7Px1hsW2Kjhk65166gNW1FNGLx51YcTZW18HRqS6CHhXyW3PT_tN7wypg-N9h5vG916ps4W1mshk64kghpKW4grzhB2MznKpW5sdcS36Q1sJ9W4LQcHN4l1sdP3cBN1
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its lowest level since May 2015; and SmallCap’s is up 100.1% from its lowest point since August 
2013. These indexes had been on a forward-earnings uptrend from November 2019 until mid-
February, before tumbling due to the Covid-19 economic shutdown. The yearly change in forward 
earnings soared to cyclical highs during 2018 due to the boost from the Tax Cuts and Jobs Act 
(TCJA) but began to tumble in October 2018 as y/y comparisons became more difficult. In the 
latest week, the yearly rate of change in LargeCap’s forward earnings improved to an 11-year high 
of 28.1% y/y from 22.6%. That’s up from mid-May’s -19.3%, which was the lowest since October 
2009. The yearly rate of change in MidCap’s forward earnings rose w/w to a record high of 46.4% 
y/y from 38.5% y/y and is up from a record low of -32.7% at the end of May. SmallCap’s rate 
turned higher too, rising to a record high of 67.9% y/y from 56.9% y/y; it is up from a record low of -
41.5% in early June. Analysts’ y/y earnings growth forecasts have been improving since July as 
companies have been easily beating consensus estimates since the Q2-2020 earnings season. 
Here are the latest consensus earnings growth rates for 2021 and 2022: LargeCap (28.9%, 
13.7%), MidCap (46.8, 13.5), and SmallCap (71.6, 20.4). 

 S&P 500/400/600 Valuation (link): Valuations edged lower for two of these three indexes last 
week. LargeCap’s forward P/E fell 0.3pt to 22.4. The prior week’s reading of 22.7 had matched its 
19-year high from early January and was up from 13.3 in March 2020, which was the lowest since 
March 2013. MidCap’s remained steady w/w at 20.0, but is down from a seven-month high of 20.5 
in early March. Its current level is 2.9pts below its record high of 22.9 in early June. SmallCap’s 
ticked down 0.1pt w/w to 20.1. It’s now down 6.6pts from its record high of 26.7 in early June. That 
compares to MidCap’s 10.7 and SmallCap’s 11.1 in March 2020, which were their lowest readings 
since March 2009. LargeCap’s forward P/E in February 2020—before Covid-19 decimated forward 
earnings—was 18.9, the highest level since June 2002. Of course, that high was still well below the 
tech-bubble record high of 25.7 in July 1999. Last week’s level compares to the post-Lehman-
meltdown P/E of 9.3 in October 2008. MidCap’s P/E was below LargeCap’s P/E yet again last 
week, as it has been for most of the time since August 2018. In contrast, it was last solidly above 
LargeCap’s from April 2009 to August 2017. SmallCap’s P/E was below LargeCap’s for a 33rd 
week. That’s the longest stretch at a discount since May and during 2002-03. SmallCap’s P/E had 
been mostly below from May 2019 to May 2020 after being solidly above since 2003. SmallCap’s 
P/E was at a premium to MidCap’s for a 15th week after 11 weeks at a discount. At the beginning 
of the year, it had been at the steepest discount to that index since January 2006. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q2-2020 earnings season—which 
came in substantially better than greatly reduced forecasts—analysts as a whole have been raising 
their consensus forecasts for all future quarters instead of lowering them as is the norm. In the 
latest week, the S&P 500’s Q1-2021 estimate showed another upside hook as it rose 110 cents to 
$42.69. That $42.69 estimate for Q1-2021 represents a gain of 28.9% y/y on a frozen actual basis 
and a 33.9% y/y gain on a pro forma basis. That marks the first quarter of double-digit percentage 
growth since Q4-2018 and compares to a pro forma 3.8% gain in Q4-2020. Eight sectors are 
currently expected to post positive y/y earnings growth in Q1-2021, but the final results are likely to 
be positive y/y for all but the Industrials sector. Here are the S&P 500 sectors’ latest expected 
blended earnings growth rates for Q1-2021 versus their final Q4-2020 growth rates: Financials 
(121.5% in Q1-2021 versus 20.4% in Q4-2020), Consumer Discretionary (105.4, -5.0), Materials 
(50.6, 22.7), S&P 500 (33.9, 3.8), Information Technology (26.7, 20.4), Health Care (22.5, 10.6), 
Communication Services (17.0, 10.1), Consumer Staples (4.1, 5.4), Utilities (0.1, -2.6), Real Estate 
(-0.1, -10.7), Energy (-1.6, -105.0), and Industrials (-15.1, -37.7). 

https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgMWJW60SG_b79sJLQW6h367B3b-kTCW3KRSC64xhQzwW8Xdgyn6Qn6HQW4McBWG8-RFNwW5Zv0tW6P_XbMW7yjTLb4Mpm4-W93Ql7g54s28RW7Pzbdm6j3QwsW5n1SMY7rqLLjW4Njg4N5KKBqDN6yJk1ZmpmRbW1WZ-Hq2PR598V6mVv66cWtC_W61BByJ8MmZbCW3Hqd92843w6yW5kks528f5mS2W8ldV728HZdVyW2yYm3X7FVR2MV_-sGC2v61Tb39s_1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXV3lGmQV1-WJV7CgMKLW66KBKb1DKV_1W99RGVf3dD9krW6P9W5B3s_4Y_W2M-20G82z18bVxwb7k2BZP24W2Tp-9Z7LHd-HN1BqrM5FH7NkN3dCyVHqNh80W5HhqZh34l0rrN6v8l9b7TvW6W6_9Pkr1gqv2DW8HWcDK8m_RKLN4r9sdQLJyM0W54QF1M7QsfqPW31hMTX7myHKDW6Lp8zy4lRc15W8dWKJw6MkSjHW1pW3pt6HCddbW84ltN34PTnhfN7TQZbv6HW2MVhTBDM6YZ7GKW4NLL-Z7CLRzb3hdm1
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US Economic Indicators 
  
Durable Goods Orders & Shipments (link): Both core capital goods orders and shipments 
reached new record highs in March after a brief weather-related setback in February. Nondefense 
capital goods orders ex aircraft (a proxy for future business investment) rose for the 10th time in 11 
months since bottoming last April, climbing 0.9% m/m and 19.4% over the period. Core capital 
goods shipments (used in calculating GDP) advanced 1.3% and 17.9% over the comparable 
periods. Orders for total durable goods also rose in March—for the 10th time in 11 months—by 
0.5% m/m and 53.0% over the 11 months through March. Last month’s gain would have been triple 
that if not for the sharp drop in aircraft orders. Durable goods orders ex transportation jumped 1.6% 
in March and is up 23.1% since bottoming last April. Supply shortages continue to make it difficult 
for manufacturers to keep up with demand. IHS Markit’s April report shows manufacturing activity 
remained strong this month, with its M-PMI reaching a series high of 60.6, though manufacturers 
continued battling the headwinds from unprecedented supply-chain delays.  

 

Global Economic Indicators 
  
Germany Ifo Business Climate Index (link): “Both the third wave of infections and bottlenecks in 
intermediate products are impeding Germany’s economic recovery,” said Ifo President Clemens 
Fuest, though “the demand situation is still very good.” Ifo’s Business Climate Index rose in April 
for the third successive month to a 22-month high of 96.8 from 90.3 in January—with 6.3 of the 
6.5-point increase occurring during February and March. The present situation (to 94.1 from 89.2 in 
January) component climbed 4.9 points over the three-month period, while the expectations 
component ticked down to 99.5 this month after climbing from 91.3 in January to nearly a three-
year high of 100.3 by March. By sector, April’s manufacturing index advanced for the 11th time in 
12 months, by 66.7 points (to 25.3 from -41.4)—which was the highest level since May 2018. The 
sector’s present situation (27.1 from -43.2) component advanced for the 10th straight month, by 
70.3 points, to its highest level in just over two years. The manufacturing sector’s expectations 
component ticked down to 23.4 in April from 25.3 in March, which was the highest since November 
2010. The service sector, which was hardest hit by the pandemic slipped to 3.5 this month, after 
moving back into positive territory in March (to 6.5 from -2.1). Both of the sector’s components—
present situation (to 7.4 from 8.4) and expectations (-0.3 from 4.8)—took a step back this month, 
with the latter dipping back into negative territory. The business climate index for construction 
continues to bounce around zero, falling to 0.4 this month from 2.4 and -2.9 the prior two months. 
Construction’s present situation (to 23.7 from 26.5) component continues to move sideways in 
positive territory, while its expectations (-20.5 from -19.1) component is in a relative flat trend in 
negative territory.  

__________________________________________________________________________________ 
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https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgQGRW5H1_jX2lFDRRN3ZCTMkjNqV8N2bGDXBZDP30W7Z5RXV8p2qBpW5KK3dX8z7QcSW4GdB152mqB7BW1DFptx3gQ--FW3dC1h65pxvNCN5zNyngKz75-W49f9qD1l9s01W6nNr5R144ygNN6Ghrfc_MR9lW7PP6vL6P9GmmW2h-wjq6c2bT9W6JxNz_594B-dV69_b64cnd3WW6wGtQ_8KnHymN1zqDwKC7WKSF8bjGlHsSTjW65NHJP8j1NsY3jnZ1
https://hn.t.hubspotemail.net/e2t/tc/VWWW4B1fBvxwW12mFCb77WYT_W5GRJ1L4qTLZPN6D7jXB3lGmwV1-WJV7CgCvFW76zGTV3WtzbcVRlWqH36WlrlW6d4KtY6dVdPtW7g1jr72hQsvkW2QgvJK8RrdxlW9cZSRk7YMWRqW3FyZbC6vXhH8W2Jd_Pq2dFhvXVQYbk897JnNfW5y23Fp1W71gbW2s4syS3bWyLQW23szMX6wtVFVW8mryzY3qN2sgW83LlxL6KK8GKN4qhxcHyX_ZgN11RNlN-jCd6W5Fz6bk76-HZtW8tS8J63n91YQN6_9y8QL2JzjW4kRw3Y59zvNS3j6Y1
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