
 

 
 

 
MORNING BRIEFING 
July 7, 2021 
 
Inflationary Expectations 
 
 
 
 
 
 
 
 
 
 
 

Inflation I: Anchor Aweigh? Pay no attention to what you pay for goods and services over 
the next 12 months. That was one of the main messages in Fed Chair Jerome Powell’s 
June 16 press conference. During the Q&A, he was asked whether he believes that 
inflationary expectations remain anchored around 2%. Powell responded in the affirmative: 
“So the answer is yes, I think they are anchored and they’re at a good place right now.” 
  
In his presser, Powell made a distinction between short-term and long-term inflationary 
expectations: “So we do tend to look at the longer-term inflation expectations, because 
that’s really, we think, what matters for inflation. And you know, the shorter-term ones do 
tend to move around based on, for example, gasoline prices. So … if gasoline prices were 
to spike, you’d see the shorter-term inflation expectation measures, particularly the surveys, 
move up. And that’s maybe not a good signal for future inflation if gas happens to spike and 
then go back down again.” 
  
He said that he was gratified to see that long-term inflationary expectations had “moved up 
off the pandemic low.” He hopes that the Fed can avoid the problem faced by both the ECB 
and BOJ “where you have expectations and inflation itself sliding down, and you have a 
really hard time stopping that process once it begins. … So it’s good actually to see longer-
term inflation expectations move back up to a range—it’s a range that’s consistent with what 
our objectives are.” 
  
Melissa and I challenge the Fed chair to provide us all with a dashboard of the actual and 
expected inflation series that he and his colleagues are monitoring. We have a good idea of 
which ones should be on that dashboard, but it would be helpful to have him be as specific 

 
Check out the accompanying chart collection. 
  
(1) Powell says inflationary expectations still well anchored. (2) Powell is relieved that Fed doesn’t 
have the same problem with sliding inflation as ECB and BOJ do. (3) Powell should set up dashboard 
for key inflation indicators. (4) One-year and three-year inflationary expectations currently at 4.0% and 
3.6% according to FRBNY survey. (5) Americans most hurt by inflation see more of it than others do. 
Are they more alert to it? (6) Other surveys also show elevated short-term inflationary expectations. 
(7) Wage pressures rose during Q2. (8) Earned Income Proxy at record high. 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7DQ3p_9rV1-WJV7CgR29VMl7VX1stYt_W4gtNMN8-Z5lKVg6Kzp8F6FTLW2bBrZQ2vfdwmW4YHlYq3MsrCJW4m2fRw62xY76W8Q71rK3tfDCrVpFTT-4mk_2VV1TKCS97n4tpN54815dQhg5_W3JmFQd380gJxVN9PQR7w_cMvN3qXlLXrpTlbW7W8wrN2CpfymM-vTpyXJY7TW2Gs14C3GJDstW79hBg727_p9dVPtX5h51qG3JW6Wtf0Z9brlcVW4ZCBCp30kqctW1lp-ny144rQHW2wv4qV42G-SXW2lWRSF8j963-W8wwT1d2p8ngJW2zMxG714b-VHW7rFHJ991ns4P3hMy1
https://hn.t.hubspotemail.net/e2t/tc/VVvVb_1FLntcW6qHbmY7YkR23VhPn1w4tHVzyN5g75j13p_8SV1-WJV7CgXxJW2LC4br7Cf_bBW6qV4hB5hPVcHVBP7L569Ysy1Vm8VRF5YqlCCMjL2QCd8LxJN307f1CcrhYLW4yf3-m5BvfYxW7x-Z5X48jx0gW4WfKP28PLS44W75wRsl176LDLW5CVM7y87fp_5W1JvvPh7bykG9W5mFzkz87WZ7vW4BDwX1704CyjW7ZbBKS1_q9QyN3Z7NtFdL-5YW7yvXd37rl697W1fpGdZ8g1Xr6W3kWCHj1ZnyC2W5T_sw22SkBLzW2SQBNX1JqxPqW7zycPq8nhV8r31NN1
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about it as his predecessor, Janet Yellen, was about her employment dashboard. 
  
In his prepared remarks, Powell said, “Our new framework for monetary policy emphasizes 
the importance of having well-anchored inflation expectations, both to foster price stability 
and to enhance our ability to promote our broad-based and inclusive maximum employment 
goal.” Are those expectations really as “well anchored” currently as Powell seems to 
believe? 
  
At what point do rising short-term inflationary expectations become a long-term concern? 
Powell didn’t address that question since currently he’s simply gratified to see expectations 
rebounding from last year’s lows. His colleagues at the Federal Reserve Bank of New York 
(FRBNY) are tracking inflationary expectations closely in their Survey of Consumer 
Expectations. The data start in June 2013 and are available through May of this year. Here 
are the latest relevant highlights: 
  
(1) Median one-year and three-year expectations. In May, the median one-year and three-
year expected inflation rates were 4.0% and 3.6% (Fig. 1). Both were the highest since the 
start of the data. The low for the one-year series was 2.3% during October 2019. The low 
for the three-year series was 2.4% during September of that same year. In other words, 
both have exceeded the Fed’s 2.0% inflation target since the start of the FRBNY survey and 
now well exceed it. 
  
But are consumers’ inflationary expectations well anchored? The FRBNY survey data show 
that they are all over the map based on various demographic groups. However, there is a 
pattern. Older, less educated, lower-income Americans tend to anticipate higher inflation 
ahead. Of course, they are the most likely to be harmed by higher inflation and therefore 
perhaps see it more clearly than others. 
  
(2) Expectations by age. Here are the latest one-year and three-year inflationary 
expectations by age demographics, according to the May FRBNY survey: under 40 years 
(3.2%, 2.9%), 40-60 years (4.0, 3.5), and over 60 years (4.8, 4.6) (Fig. 2 and Fig. 3). 
  
Our takeaway: Older people expect higher rates of inflation than younger people under both 
time horizons, perhaps because older people have more to lose with more of them on fixed 
incomes? 
  
(3) Expectations by education. Here are the latest one-year and three-year inflationary 
expectations by education demographics: high school (5.6%, 4.5%), some college (4.1, 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dw3p_97V1-WJV7CgNxwW3Ymg4T177PYhN3hxrWYgvRRpW8PCThq5vGfJtW1b1MX25CmzccW30p5-s3GT8q4W3Y-2kP7tv-_rW2jk4vK2ChsMfV16gr52Y75L7W7BFsNV4YbZpnVNYZCw3dyv9sW7xb75n5pJ7VRW4v7j782pzBf5W9ghSn56R3pBnW6F39058zY01mW26w6F_8sL8B2W4dn-404-60fPW7VVQYm8xCdnBW662XVG4yGFFLW5VbR3k2WGfHhW27DWnb9hpJzyW2MK_RH5ZCzpyW1lP32p7xbfp2VdvJBY8vCB7fN7jdp6t6Y7NX2p51
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dw3p_97V1-WJV7CgNxwW3Ymg4T177PYhN3hxrWYgvRRpW8PCThq5vGfJtW1b1MX25CmzccW30p5-s3GT8q4W3Y-2kP7tv-_rW2jk4vK2ChsMfV16gr52Y75L7W7BFsNV4YbZpnVNYZCw3dyv9sW7xb75n5pJ7VRW4v7j782pzBf5W9ghSn56R3pBnW6F39058zY01mW26w6F_8sL8B2W4dn-404-60fPW7VVQYm8xCdnBW662XVG4yGFFLW5VbR3k2WGfHhW27DWnb9hpJzyW2MK_RH5ZCzpyW1lP32p7xbfp2VdvJBY8vCB7fN7jdp6t6Y7NX2p51
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgVQ-W6WNbv-3kbZc8N6yd_f9fkVNfW5xQWD21cWSt1N3xtlP-YzqClVzrNKc78L9mmW5gTKf-67QTH4W7q7PdD2cxlPVW29kR_Y4fGKFQN4mFCB8S-sttN4Fqlv4fVNLzW2wsbT82SyRQsVQ-95f6HZjm2N8DQkMXQq6LKW6kFwQ87ylw0qW7nCRrQ1-WMybW8mB1M553wdQhN49bhxF9crvQW5Ns2KQ359kHnW7YtbxD3cBqfbW7k5tPn6K_5j6N9fcf5hKSFLcW182Zmb93y83K3pCs1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgKBtW7WG1bf2WDSZxW5lxwxQ2NgFCcN2z5rgz9N4SZVY-KRf3xDVQSW4_-Lrg4f_sbkW7r01Yl1QfG-ZVj0kWx2B-Dn1W3GVsYS4gHFm-W5sDTtC5f5dx5W1H2Dt-1Q2G--W3Y7LtG3vyXw9W2_YJLc2k0lgXW7c3yV_4Fy1GvW4WZLdV16H9gXW7Hx83Z2g0r_jW3Jl0Yv5syynzW8_Z12N8fp2BHW7PXM5v6PHr7gW8_jXM182KZdWW8C45NZ1F4c8YMj6Kkr7qYwqW30JD3r1zccbn3grN1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgzZbW7DvC907f-0ftVxXg-P5Pdg01W8l4JZ45pBtF3V6shl21FWgDGW2Nz6ml3VjnPcW6yF_H81NxJWRVmFTXK1bMv6JW29X2KW64Lgs5Vt5xL81Y6k6kW8tHS2L1VGd4QW7zwDz_3LJy5fW32kQh81XXphdW2gmBv21XRwx7W4X9M1D1NYd3zV_n4_s7h3QfWW77MHyK1NR56KW3ZXzpC3wY_lWW2s-9Tt9fbLzMW6dn54b21cLw0W6XlThw529SMvV8hBkm6VG682VsGbZR73YgQt3fqR1
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3.8), and bachelor’s degree or higher (3.4, 3.2) (Fig. 4 and Fig. 5). 
  
Our takeaway: The lower the educational level, the higher the rates of inflation expected. 
  
(4) Expectations by income. Here are the latest one-year and three-year inflationary 
expectations by annual income demographics: under 50k (4.0%, 3.8%), 50k-100k (4.5, 3.6), 
and over 100k (3.8, 3.5) (Fig. 6 and Fig. 7). 
  
Our takeaway: Generally, the lower the income, the greater the rates of inflation expected 
(with one exception in that data: the higher one-year inflation rate expected by the middle-
income group than the lower-income one). Lower-income workers may be more exposed to 
inflation than higher-income workers.  
  
(5) One-year commodity inflationary expectations. Last but certainly not least are the one-
year expected inflation rates for gasoline (9.8%), rent (9.7), medical care (9.4), food (8.0), 
and college education (6.1). Those would be significant price increases, if they occur, in 
some of the most important items that people consume.  
  
(6) Other surveys. The Conference Board’s survey of inflationary expectations over the next 
12 months jumped to 6.7% during June—the highest since March 2011. It was as low as 
4.4% at the start of last year (Fig. 8). 
  
According to the University of Michigan Surveys of Consumers, during June, references to 
high prices for homes, vehicles, and household durables rose to their highest levels since 
the all-time peak was set in November 1974 in the midst of a recession. These unfavorable 
perceptions of market prices reduced overall buying attitudes for vehicles and homes to 
their lowest point since 1982. The declines were especially sharp among households with 
incomes in the top third, who account for more than half of the dollar volume of retail sales. 
  
Powell undoubtedly follows this survey closely and probably was gratified to see the 
inflation rates Americans expect ease somewhat in June. For the next year, consumers 
expect prices to increase 4.2% compared with a 4.6% increase in May. For the next five 
years, inflation is expected to rise by 2.8%, down from 3.0% the prior month. 
  
Inflation II: Here and Now. For the here and now, Powell is right about the price of 
gasoline. It is rising and undoubtedly influencing short-term inflationary expectations. On 
Monday, the price of oil jumped to its highest level in six years after talks between OPEC 
and its oil-producing allies were postponed indefinitely, with the group failing to reach an 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgH0sW9lFQdP9d7LKXVbXGVf2yjLRsVnr6V54N_h09W1CBr_d98FMQTW4wbcss892hrsW7r7dKZ8wlg3LN1LJgCcTsqqTW99gkSF7khgsJW92NM7C20LpQzW2KKcCF942Hp3N1h8SvkxYDFtW78pJCp465rR-W6R_D2y57y1M-MkldtDp9VnWW4fvl181mKrrNW8QrrTZ30FXC-W9ksk6s8cbFgDW8sf3g42GcXH1W2TD7rx11gkFsW5D73V319K4p0W7S8lYx2_R818W7ZpwCD4s-TSM33td1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgNRcW1-4Lgy8S35-yW8dgbVw8qJNzPW4RStM724zzWVW6zqpGz4tmZMpW83rbSg2hQ_mYN85gZcGRYS7-W8TpFNs8RXvNwW37kkFW6-QBgHW1xbSL932ZS5NW7SHw025q8WVXW8dy_CM6r8lVXVGfptw4hfBQwW2bjKlw8KgpwqW45LdxF2rZf_TW5m6Xjq3TFjr-W79DQRZ5b6XDwW8H797L4c2HpMW4dVSkx8snjkNMWhsd2vPqLqW7bKWPp6TSwCFW7F7PQv8FR1fCW64yfLN2-16rz2r21
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgZnwW8VqfwX2wbNjBN2wnM9BwrKMwW7Frm4g4r9XPCN6ysTKX6H827W8Hrp1b5BgXXDN6KCGzDgPjZZW6BfcyR3xfbVmW1Ypcyg3TK3Q5W4JyYW43M3hPZW17mKG66BbQWRW7szBkQ4rXYGPW2FyMPF1xklfgW21csJ52KbPMWW7HRD2-832BtzN5T-0s7m_RBbV79vdQ8JTP2nW4yJrG-4Zzhl4W46Tlfy8XpTdFW6tz_hm7DY0XTW6TwPWN7zmrbnW3KCq-l4cYjLcVH9VbC5PX-tz32k81
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgB2DW7qHjNN1jsbHvW9jN6Nf3fkvrmW10Tdnt7_FXSLW3pjBkR94sHrnW2pYZg85P4r-wVbmtRL8hx6BbMMh3xzWJbzJW1-ClQ51JQhBMW75wfjD96PTsYW695_J-4s1_7rW1VzWFP8nhMyGV4HLHg4NPKzTW91LvLj3cR7GzN2fjdwYG3bCZW7g9D352Z0LM4N71JX7G3PgVWW2pKbj93v0nt_W5YMlgZ3XC_4QW1P-93q8Zskp7W4zSj4l2HNHKkW6y185f84LpTHW7S1_yl7zxJc_3l881
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgN1FW2dLxRR6qwxpjVHBPh_2lvcm5W2N858f98VGpZW4RPqBD6_Pz2VVcTjJ963Pgh_W1djPss2SXXgRW4_WRj851-CCLW53rfzS7grQm1W7S-m1D7-NJJvVxH9zj7qmlSTW7mdkss6yMm1pW8_3vVf4DjfmdW7SQM4K8lCt3PW1WMR7Q1kXkJdW44xYQB9fL5tCW72dMjh71whBxW2PX7117kfCx3W3219Jp7fWVKWW4xGQkP92WM5KN2N9zH9X1Vx4W75PMPc6Dp1xDW4YsxHN3D_WwM3pDQ1
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agreement on production policy for August and beyond. 
  
The nearby futures price of a gallon of gasoline has rebounded dramatically from last year’s 
low of $0.41 on March 23 to $2.30 on July 2 (Fig. 9). And that was before OPEC+ failed to 
agree on production over the past weekend. Gasoline usage has rebounded dramatically 
since last year’s lockdown recession (Fig. 10). Here are a few more recent “here and now” 
inflationary indicators: 
  
(1) Commodity prices. Notwithstanding the recent weakness in lumber, copper, and grain 
prices, both the CRB all commodities spot price index and the CRB raw industrials spot 
price indexes remained on very steep uptrends through July 2 (Fig. 11). 
  
(2) Prices-paid. During June, the prices-paid indexes in the M-PMI survey rose to 92.1, the 
highest since July 1979 (Fig. 12). The comparable index in the NM-PMI survey edged down 
to 79.5 during June from 80.6 during May, which was the highest reading since September 
2005. 
  
US Labor Market I: Wages on the Rise. Rising inflationary expectations and rapidly 
increasing costs of input materials are important drivers of inflation. However, the most 
important driver is unit labor costs (ULC). ULC is the ratio of hourly compensation (HC) to 
productivity. The 20-quarter annualized inflation rate in nonfarm business ULC is highly 
corelated with the comparable inflation rate in the core PCE deflator (Fig. 13). The former 
has been trending higher since it bottomed most recently during Q4-2013 at -0.2%. It rose 
to 2.8% during Q1-2021. 
  
We continue to closely monitor the monthly average hourly earnings (AHE) data. AHE 
focuses on wages, while HC is a broader measure that includes wages, salaries, and 
benefits. Let’s have a look at the latest data to see which way wage inflation is going: 
  
(1) Composition distortion. The headlines are full of stories about labor shortages and rising 
wages. The yearly percent changes in the monthly data on AHE are hard to read because 
they are very sensitive to the composition effect. Early last year during the lockdowns, lots 
of lower-wage workers lost their jobs, which perversely boosted AHE (Fig. 14). When many 
of them started coming back to work last spring, AHE fell. 
  
(2) Lower and higher wages. In the past, Debbie and I usually have focused on the yearly 
percent change in AHE for all workers. Now we are focusing more on the three-month 
percent change in AHE (saar) of lower-wage and higher-wage workers. The former includes 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgHXXW88pxLG2p6cDqW41LJHx6Z_YnQW7k4JF713chzwW5WtY3p4myvTPW8DQNgx7MJWl5W6mmW_32_c8NNW2MT_PQ65jDWYW2jRFd12Fx2S1W1wx0Jd3gpZ0bW235-Bk4J58Q6W74b7zl2ZZCdzVnnR1931ZHBBW7PMpXC6PhH_0N809--WVxKsSW57j1_r2RyY2SW6X8Gtt11FcCxW65mk932q0xjsW2BTFDf5_821mW4WnGWL3ygDymW3ZvPzq4sRzJdW8L4y1C3mQB-FW1_1LBY7HWCFs39k21
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgD3YN6sYrQRDtLLKW8hH1FX9d_8KpW43MvrX5L4ZNwW5xVC4Y6R6gX3VJ4f_Z1TFFwGN4lw6jDsCh92N8S91_zFLsm_W462QW_44yYn2VtVBqd2VVrlcW2SBdvc8pCm13VWJvCd47hm38W8KQn0P363SGVW3Swz_V10L05ZN89TjRw98XkQW21sKHS1mkwRgVfvTyR3FghppW4S5z8c6_nCldW1cgMYx3CL-yzW6dgCGN9ccb-QW7ZYmff73D6n1W4BZQHD6-lgD8W4HZ60J8l3SYW3d4P1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgN34W6pZ68T2SHR1PW7f1lSk3pqZqRW4jqNVj4ZqzDlW3wYj3D46FjwWW1wKrQL3Ghz8xW3nWkQC3HXFFzW5WLfv41JWrTCW3QpSYs3Z3zKdW8J5V6T6Ks7V2N2l06nSCkDqWW1p4n7C7WFwKQW87jvFh5Hfkj6W6b9P3g6t_VF8W4R4D162RNtlNN6wZ7dyG3_dRN1xQ58vnycWJW89xl7L3ngFzYW8bV5bG3NZQ7DW1y9glD1tb8L9W3YdRWd1Wp8_pW63pPSC4KDlnkN4fKkV5my8g3338Q1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgNVFVV_Q0J6vHp64W1W1QcD2tCwY6VbYxdB1SVqvgW8PhV9f83NtXVN5YtVcxJHHXTW1F1_Xv2tCfXCW2St9-z7Dd046W3zkRpV4SLyQ3W5zcp594srgdLW7C4K6q6GKscMW8nSvCw4gK4tLW5f-4bC76v-R1W1nB7JC9356vSW1HkrNr6KDRLsW2pnH8m4QMYg4N21Rwr1tJP-SW28GCnx4mxJ0cN81n5nK9BqMZN90GjW5VpJ49W7mLt8X50B4PhW6HmMvs92rcfyVxb9hT6dMdRh3dgb1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgJ9dW5V-9gq6YBJt2V3d15w8RSKpvW69_fRh5t4grkW3fXlWP4whPhHW3w1q5g2f6Hm1W8TzCMM5PDS3jW7fccb68vBtlHW8VGQcb53QP6xW8qcdK81lpj92W6YZD1h82q_XNW23g9bB2YMg1kW6c14xF30DlspW8PFsw54p37y7W4l2K2x2GrblLN5_hQ8qv8G4cW42DFPs3VrJ3qW2-_gBk7xSnNKW83KMm26q6rXzW4HsKt31wlC3kW35sDbr1Qzv6KW6fLBpq2CM1tMW7z4v_r6FqgKd3bpL1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgLLyV36fNH2ltxk-W7xnSX71gZbqcW8LFP0F5Bc640W6pyhsx42HXZHW1_7ZPT3S9-95W6r-wjs4sBNYDW2fPFN971Mx9yVVCfTX1FCKGYW3VzZgD87Pk-XW3p_Yh72mQZnHW6q0-038GFDNlN1sR4cdQTyQzW6CpMvJ8mNzp3W116sc36LsVG8W7ZnBDy68yP_lW5N5-Wh5hF49MN6Tr9yKnk3ldW6jm1_x1fy61-W73GkdG71YlYtW5YBMND175FsmW8-CHg63LMwsWVr5N8V9b_l0D3jzB1
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production and nonsupervisory workers, who account for about 80% of payroll employment. 
  
June’s data show higher AHE gains for lower-wage workers than higher-wage workers: all 
workers (5.7%), lower-wage workers (6.5), and higher-wage workers (2.8) (Fig. 15 and Fig. 
16). 
  
(3) Widespread wage pressures. Here is the performance derby of AHE over the past three 
months for various industries at annual rates: total (5.7%), goods-producing (6.7), service-
producing (5.5), construction (7.2), natural resources (5.2), manufacturing (6.6), durable 
goods manufacturing (6.4), nondurable goods manufacturing (7.4), retail trade (8.6), 
wholesale trade (5.4), transportation & warehousing (16.7), utilities (3.7), information 
services (6.4), financial activities (3.0), professional & business services (6.6), education & 
health services (14.3), and other services (7.3). 
  
(4) Bottom line. Wages have been rising at a faster pace over the past three months 
through June. Prior to the pandemic, wage inflation was moving higher. AHE rose 3.0% y/y 
through January of last year, when the unemployment rate was down to 3.5%. Most of the 
industries listed above have been showing annualized wage increases well above that pace 
over the past three months. 
  
We still expect that productivity will offset much of the increase in hourly compensation in 
coming years. We are less confident about that happening over the next few quarters. 
  
US Labor Market II: Income Hits Another Record High. Although payroll employment in 
June was still 6.8 million below its pre-pandemic record high during February 2020, our 
Earned Income Proxy (EIP) for private wages and salaries in personal income rose 0.5% 
m/m and 10.5% y/y during the month to yet another record high of $6.8 trillion (saar) (Fig. 
17). 
  
We can also construct EIPs for lower-wage and higher-wage workers (Fig. 18). Both were 
also at record highs during June. The lower-wage EIP rose 0.3% m/m and 11.3% y/y to 
$4.6 trillion (saar), while the higher-wage EIP rose 1.2% m/m and 8.8% y/y to $2.2 trillion. 

 

Calendars 
  
US: Wed: Job Openings 8.3 million, MBA Mortgage Applications, API Crude Oil Inventories, 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgBCZW5M2VnX8ghsHXW6cpnNL1yqnvgW2HBLGr1532p1W6tHv9B41st6SW7-TVl573SWbNW779VFf6wsSVrW2nCN-l5tgQg1N7YndxV145kpW92x12g93DJgjW1-Y6_c5sLWS7W3gn8yR7tdbBcW8QLSNt3V7ymCW4t5JJb4V22R3W6GQtFb5mQggZVc4R0p8JCJSsW4vfpmT2jZxGSW7d71yT56QdL8W8yf5kh8NBg3RVd3rC_6qDgTRW8MtHSw3V7kg2W8YfZdS4PhPb6N4_Bx0jNMjSr3kVM1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgGSqW2jsZ1-55JF46W4NchB98QvmC4W2QydvS74mPT8W9gtNBn8-lznvW5Yf-D56NdR5bW8WwC0w56KbhSV87gBC7r3Ll2W4nPkq_7359dFW4FJsTD5m14dMW76XfPC4mhvs4VsY6mc7bLdjyW5-pMbc8q_2wJVmQNv01ZgvpxW7B5Ksz7GZ1pWW1Rkg8-5LZ18VW52Dyyr4TSvYVW6qXhDC6LTvm7W6s_Vkk2Yf2QFN2qzt_NdwvqhW66S9H95v74zHW8Fw_Kn45lKsxVxS4RH3Lkj2Z3mtc1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgGSqW2jsZ1-55JF46W4NchB98QvmC4W2QydvS74mPT8W9gtNBn8-lznvW5Yf-D56NdR5bW8WwC0w56KbhSV87gBC7r3Ll2W4nPkq_7359dFW4FJsTD5m14dMW76XfPC4mhvs4VsY6mc7bLdjyW5-pMbc8q_2wJVmQNv01ZgvpxW7B5Ksz7GZ1pWW1Rkg8-5LZ18VW52Dyyr4TSvYVW6qXhDC6LTvm7W6s_Vkk2Yf2QFN2qzt_NdwvqhW66S9H95v74zHW8Fw_Kn45lKsxVxS4RH3Lkj2Z3mtc1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgH0BV6-pHr27Nwv4W4G1r5m18ClXlN2lFVhBKvNzZW92TmyM6lmgFXW5w-m8565dKltW1BpXdk8rZ8ZSW6SdLm57YPQD0W3PY2_b113Ln2W7vKQZW95Z7vzW1ZyBNc6CZs7HW61NbpT2XWNsTW3pfY-b2sb4HnW5Lnj_M5Q_x3FW3hvvXK63MYR2W5W6t4F6SxF23W137rXY2WZn1-N867brdhnGvdVqtGtc7Rj50LVmS7sX3hzhCTW7hnPrN2kkHhgV6NNh85lrFYVW6_s_bD8hSxkl3fh11
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgH0BV6-pHr27Nwv4W4G1r5m18ClXlN2lFVhBKvNzZW92TmyM6lmgFXW5w-m8565dKltW1BpXdk8rZ8ZSW6SdLm57YPQD0W3PY2_b113Ln2W7vKQZW95Z7vzW1ZyBNc6CZs7HW61NbpT2XWNsTW3pfY-b2sb4HnW5Lnj_M5Q_x3FW3hvvXK63MYR2W5W6t4F6SxF23W137rXY2WZn1-N867brdhnGvdVqtGtc7Rj50LVmS7sX3hzhCTW7hnPrN2kkHhgV6NNh85lrFYVW6_s_bD8hSxkl3fh11
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7Cg-rDW3nzQ7_63qbZWW5P0Ysw2CtW-5VvZN8P3gGbmvN6bzX8BDD5lcW1y4b_t9bJHQlW5_k2BT7D_Y7-VM7pfV2Tk2ZzW1_LJZD6JB_sHW44-rD01X4QmgN8mbrtM53sDjN2Zw8LHCbS-1W4J-MX57v00bVW7kwV8G78l6wWN8rTW3XCNM08W55vKQT8brj5MW3xmGjG5NJ8WGVPDY2Z50lT7dLl1s7C04kpW7ztG9X8W5hWhW2RWKzk1P6ZhzW90hpX52x1K5hW3lkKxb55cN-z3btZ1
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FOMC Meeting Minutes. Thurs: Initial & Continuous Jobless Claims 350k/3.34m, 
Consumer Credit $18.4b, Natural Gas Storage. (Bloomberg estimates) 
  
Global: Wed: Germany Industrial Production 0.5%, Japan Leading & Coincident Indicators, 
Lowe. Thurs: Germany Trade Balance €15.4b, China CPI & PPI 1.3%/8.8% y/y, ECB 
Monetary Policy Statement. (Bloomberg 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 17th week and the first 
time since October 2018. LargeCap’s was at a record high for an 18th straight week; 
MidCap’s was at a record for a 21st week; and SmallCap’s posted its 21st gain in 23 weeks. 
In what has shaped up to be an extraordinary V-shaped recovery, LargeCap’s forward 
earnings has risen during 58 of the past 59 weeks, with the one down week in late 
December due to Tesla’s addition to the index. MidCap’s is up in 55 of the past 57 weeks, 
and SmallCap’s posted 55 gains in the past 58 weeks. LargeCap’s forward earnings is now 
up 43.7% from its lowest level since August 2017; MidCap’s has risen 83.2% from its lowest 
level since May 2015; and SmallCap’s is up 129.2% 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 
edged up 0.1ppt to 39.9% y/y but is down from a record high of 40.4% at the end of May. 
That’s up from -19.3% in May 2020, which was the lowest since October 2009. The yearly 
rate of change in MidCap’s forward earnings rose w/w to 72.5% y/y from 71.0%. That’s 
down from a record high of 78.8% at the end of May and up from record low of -32.7% in 
May 2020. SmallCap’s rate dropped to 119.4% y/y from a record high of 124.2%; it is up 
from a record low of -41.5% in June 2020. Companies have been easily beating consensus 
estimates since the Q2-2020 earnings season, causing analysts’ y/y earnings growth 
forecasts for 2021 to improve instead of decline as is typical. Here are the latest consensus 
earnings growth rates for 2021 and 2022: LargeCap (37.1%, 11.7%), MidCap (60.9, 9.6), 
and SmallCap (92.5, 16.5). 

S&P 500/400/600 Valuation (link): Valuations were mixed last week for these three 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgSLnW70nMtD9kVjTKW8mdWLV303v9TMvPhpZzvn2JW1HHHb42DRD7yW1yZ67p92Q81fW4zfLLT8_gVWXW5HCztj5-YvrVW6b7bWh3Y2gFVW6h2-V01X0TJ1W8ZKy_22HLST9W67szm-2m9nDKW5jScpd7y34svW8r3jBg8nlBS3W3jW4hZ4r1B3TW5WRjyj39WZMNW5SKZzn8lN6mQW6-tHCL4PtzFNM4tGbNGpL7-W3ypfW38_sTHhW98l5_91dVtW6N8LjjV83JtrhW5Vf2Jp2X_n483bw31
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgFMqW6TDW-V6lF5lfVz0D5w3j_8R4W4KzrzX3frqkDW8P1f-R45KBDwN2h9CCY_rgs7W8qRdJK4RvGgXW619LhB5fMNxJW2lRNl667RpFlW3fy7c_5hXMKCW3k1TGD44vvm1W3cLQpJ4hXgvMW6XbzDQ87t38ZW1hfwN96mSz80W90pPdB1W-TTwW7HWXG77KqbMbW6pLjB04y0BgxW2qq9KG67D7--MSrSClpdGSTW4jB3mn3kw73CW3-R4kf6xkFQGW4-Dxmd3fb-LDW5gqvgS1wN3CQ31B41
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indexes, but they remain above their multi-month lows from mid-June. LargeCap’s forward 
P/E rose to 21.5 from 21.2 a week earlier and is up from an eight-month low of 20.7 the 
week before that. That compares to a 19-year high of 22.7 in early January and is up from 
13.3 in March 2020, which was the lowest since March 2013. MidCap’s dropped 0.2pt w/w 
to 17.9 but remains 0.6pt above its 14-month low of 17.3 three weeks ago. Still, that’s down 
from a seven-month high of 20.5 in early March. Its current level is 5.0pts below its record 
high of 22.9 in June 2020. SmallCap’s dropped 0.3pt w/w to 17.8 but remains above its 14-
month low of 17.4 in mid-June. It’s now down 8.9pts from its record high of 26.7 in early 
June 2020. 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 41st week. That’s the longest 
stretch at a discount since last May and during 2002-03. SmallCap’s P/E had been mostly 
below LargeCap’s from May 2019 to May 2020 after being solidly above since 2003. 
SmallCap’s P/E was at a slim discount to MidCap’s for a second straight week. It had been 
at an atypical discount to MidCap around the start of the year for 10 straight weeks. 

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. Those gains have endured even through the current earnings 
warnings season, when forecasts typically decline. In the latest week, the S&P 500’s Q2-
2021 estimate jumped 16 cents to $45.07. That $45.07 estimate for Q2-2021 represents a 
gain of 61.1% y/y on a frozen actual basis and a 65.4% y/y gain on a pro forma basis. That 
would mark the second straight quarter of double-digit percentage growth and compares to 
a pro forma 52.8% gain in Q1-2021. Ten of the 11 sectors are expected to post positive y/y 
earnings growth during Q2-2021, the same as during Q1-2021. Here are the S&P 500 
sectors’ latest expected earnings growth rates for Q2-2021 versus their final Q1-2021 
growth rates: Industrials (568.5% in Q2-2021 versus 3.0% in Q1-2021), Consumer 
Discretionary (270.9, 226.1), Energy (225.5, 28.0), Materials (115.2, 62.4), Financials 
(100.3, 138.0), S&P 500 (65.4, 52.8), Communication Services (39.8, 53.1), Information 
Technology (31.6, 44.9), Real Estate (24.7, 5.8), Health Care (10.8, 26.7), Consumer 
Staples (10.1, 11.1), and Utilities (-0.9, -0.9). 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dw3p_97V1-WJV7CgXnjW2_pMjK7Ys55KW63kwrW2YXZB0VVpZBp2LyN3bVtVSsq7Ynn6jVDVkq_4bfQbmW8-Hl4W3FTjRJW65169x1H0hJbW2zlv4k8j56gQN5VlFDqnqLN3W8B1bR534lSBMW8mygBj7dt3s0W72mPBN87_F-nW6WQSzP8LT121W2VTKH_7h002wW1MfY806nl347W5KwhQF4gBVstW4CBsCr18GY5rW4NGDnw9d6STKVVVtP_77-0yFVv-b_V6Z62t1W7BSRRn92q2YGW1jSWLf1XF6qBW3cdPcr2JRkKkW7MfPGj7NLRK939_t1
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Global Economic Indicators 
  
Global Composite PMIs (link): Strong global demand continued as Q2 drew to a close, 
with June’s C-PMI (to 56.6 from 58.5) expanding at a rate close to May’s 15-year high. The 
report noted that the US and Europe remained the bright spots, while the Asian economies 
continued to struggle. The service (to 57.5 from 59.6) sector continued to outperform the 
manufacturing (55.5 from 56.0) sector for the third successive month—with the former the 
second strongest since mid-2007. The US C-PMI (63.7) was the top-ranked nation in terms 
of all-industry output growth in June, followed closely by Ireland (63.4), Spain (62.4), and 
the UK (62.2). The Eurozone’s (59.5) rate of expansion accelerated at its fastest pace since 
mid-2006. Meanwhile, the larger economies in Asia paled in comparison. Growth in China 
(50.6) posted its weakest growth rate during the current 14-month sequence of expansion, 
while economic activity contracted in both Japan (48.9) and India (43.1). In the meantime, 
Australia (56.7), Russia (55.0), and Brazil (54.6) continued to expand.  

US Non-Manufacturing PMIs (link): The US service sector continued to expand at a robust 
pace in June, though both the ISM and IHS Markit surveys showed a downtick in their 
measures. ISM’s NM-PMI slipped to 60.1 in June after jumping from a recent low of 55.3 in 
February to a record-high 64.0 in May. Both the production (to 60.4 from 66.2) and new 
orders (62.1 from 63.9) measures took a step back in June, though remained in the 
neighborhood of their March record highs of 69.4 and 67.2, respectively. Meanwhile, the 
employment (to 49.3 from 55.3) gauge fell into contractionary territory for the first time this 
year; it peaked at 58.8 in May. The supplier deliveries (to 68.5 from 70.4) measure held 
around recent highs, reflecting the difficulties suppliers continue to experience due to the 
Covid-19 impact. In the meantime, price pressures remained intense, with the price index 
(to 79.5 from 80.6), not far from its all-time high of 83.5 September 2005. Switching to the 
IHS Markit NM-PMI measure, it slipped from 70.4 in May to 64.6 in June—rounding out the 
best quarter in PMI survey history—as June’s NM-PMI was the third best on record behind 
May and April. Activity was robust across the service sector, showing a marked increase in 
new business at the end of Q2, with the upturn in new sales attributed to the acquisition of 
new clients. Meanwhile, input prices increased at the second-fastest rate on record as 
supplier price hikes and greater wage bills pushed up cost burdens. 

Eurozone Retail Sales (link): Eurozone retail sales advanced in May for the third time in 
four months in May, up 4.6% m/m and 9.1% over the period to a new record high—3.4% 
above its pre-pandemic level. Two of the three major components posted significant 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgTm1W1MtQ7D6DdyXXVf0XrQ2xT6ZTW37-zDz4kT-8YVjrJw88KtgdTW69-8Gl4pV6ZzW2-XPZn4WQdpGN23X4M2HHXbFW1Y4vFV5NqmrJV3nkCJ2FQg6QW3PDmYC3m9r7gW8l68B38n_wj-W1r4mM28N-Kz2W7n1bM-56GQKDW3WtR5T61lZP3N5L1qdgLQCT1W5-_0ry7wKXt4W8XdzCR2Gt5xbW4DJVyB56mT4rW1KB-hS7pDQvKN41z_qd___fTW8qzSWD3QKM32W14cjcy5V__6L3cl31
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgPbBW75dh0D60GBDyW20cf488_zNT3W70V175505x9gW3K-Npp2xN2x4W1fTslZ16l9PJW3WXbBd9grx48VNGxkg92jc3MV8cc1h5gh01DW4zZ9Jv8L6TNzVLsjpk1LzjbhW94-Srg5W3Jh8W3Dzs_t2__zk0W4Hw2BM7-bQkNW5Ry4l24gHPQ0N4wBzT45XPSsW65fC-c78Nlj_N7nsS6C1hqW-W3WLbMV1WMr-0W6vLkhX8X12ZpW44-9vG7yGgwWW4MvfBS1-rTgZW8Cb9T726ZRHD3lSv1
https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgRHNN5rfgCzjVvwJW7r3Q1r5gj-hxW1wttJP8c3JsdW8sLBYF7sHNWLW7VWlmH4TYJnPW6NttPZ91HXL-W4785Bd1m5000W6dPHQf33Qw3PW2jJrl794rS-SW6R9XJd3qJJ3QW6GkQny3mzV0rW7G_df56yJ_nnW89wfmn3hXD9cW2Wsjr66dsbXRVvWfFf8rCbYwW5TFwBM7xl2MCW48_PhF3RCk3TW664lsP4YpZWlW3RRSVg16_6XVW2GNDS326P9qyW7q_ml47svX1nV5V8m-3Vvd2l3nnd1
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increases during both May and the four months through May: non-food products excluding 
auto fuel (8.8% m/m and 17.8% for the four months) and auto fuel (8.1 and 10.2), with the 
former jumping to a new record high. Meanwhile, spending on food, drinks & tobacco 
contracted for the third time in four months, by 0.2% m/m and 0.5% over the period. May 
data are available for three of the top four Eurozone economies and show sales in Germany 
increased for the third time in four months, by 4.2% in May and 9.9% over the period, while 
sales in France were up 9.9% and 5.3% over the comparable periods. Retail sales in Spain 
were flat in May after a 0.9% decline in April; sales were up 3.2% during the two months 
through March.  

Germany Manufacturing Orders (link): German factory orders contracted 3.7% in May, 
though April’s 0.2% loss was revised to a 1.2% gain, putting billings for that month within 
0.4% of December 2017’s record high. May’s decline was driven by a 6.7% drop in foreign 
demand, led by a 9.3% plunge in billings from outside the Eurozone; orders from inside the 
Eurozone slid 2.3%. The sharp decline in orders from outside the Eurozone was fairly 
widespread, with capital (-10.5%), intermediate (-9.9), and consumer durable goods (-5.0) 
billings all posting sizeable declines during the month; consumer nondurable goods orders 
rebounded 12.5%, following April’s 23.6% plunge. Meanwhile, domestic orders rose for the 
third time in four months, by 0.9% in May and 6.9% over the period. Here’s a look at the 
performance by market group for total orders, foreign orders from inside & outside the 
Eurozone, and domestic orders, respectively, since bottoming last April: capital goods 
(106.4%, 150.2%, 100.9%, 93.6%), intermediate goods (50.0, 58.2, 46.2, 48.5), consumer 
durable goods (85.9, 124.2, 43.5, 94.1), and consumer nondurable goods (6.1, 4.2, 9.0, 
4.7).  

____________________________________________________________________________ 
  
 Contact us by email or call 480-664-1333. 
  
Ed Yardeni, President & Chief Investment Strategist, 516-972-7683  
Debbie Johnson, Chief Economist, 480-664-1333  
Joe Abbott, Chief Quantitative Strategist, 732-497-5306  
Melissa Tagg, Director of Research Projects & Operations, 516-782-9967  
Mali Quintana, Senior Economist, 480-664-1333  
Jackie Doherty, Contributing Editor, 917-328-6848  
Valerie de la Rue, Director of Institutional Sales, 516-277-2432  
Mary Fanslau, Manager of Client Services, 480-664-1333  
Sandy Cohan, Senior Editor, 570-228-9102    
 
Copyright (c) Yardeni Research, Inc. Please read complete copyright and hedge clause. 
 

 

https://hn.t.hubspotemail.net/e2t/tc/VW848r7H6Cc8W5h7fhR9cfb4pW2sbCLr4tH-pgN3kz7Dc3p_8SV1-WJV7CgRyPW3lR9C3624LwQW8NxD_d4sgsG_W7t0jM35ZntNNVDfHpG3YLK2nW1m4mlw3dPFJWW2HLCZ315tjBzN8dLmXJnv8K-V-qgv83g5FtRW43nt8c8Pb3YRW880p0225P3CtW3JDLcr5dzBgPW6Hw9r86mrtP3VJhLBG3JkqHxW2RdcJk5TCGhYW2SFbgJ48ddHbW1rRKsy6pXWzMW8WlS_v750xcDW4pjcgP5_RKVVVjbtzp7551KbW2HBtdM3tzbD-W5Rhcgq1Ffw5QW7LL01w5vwtGX3fkN1
mailto:requests@yardeni.com
http://www.yardeni.com/Copyright.pdf

