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That ’70s Show?

Check out the accompanying chart collection.

(1) Panic Attack #70 comes with more baggage than usual. (2) Global energy crisis beats Evergrande
for number #1 on worry list. (3) Lots of different reasons for energy troubles in Europe and China. (4)
US oil and gas rig count remains low. (5) Weekly US oil output isn’t responding to higher oil prices. (6)
Parts shortages slamming the brakes on auto sales. (7) More bad news from China: property
developers in trouble and more tensions with Taiwan. (8) Tale of two scenarios. (9) Q3 fundamentals
likely to be strong, while guidance will be unsettling.

Strategy I: Panic Attack #70. The S&P 500 peaked at a record 4536.95 on September 2
(Fig. 1). It is down 4.2% through yesterday’s close. The Nasdaq is down 6.1% from its
record high on September 7 (Fig. 2). In our opinion, the recent selloff merits inclusion as
Panic Attack #70 in our list of panic attacks since 2009. (See our Table of S&P 500 Panic
Attacks Since 2009.)

However, Joe and | could identify one main cause for each of the previous 69 panic attacks.
This one comes with a long list of worries. In fact, we came up with a list of nine worries in
our September 20 Morning Briefing. At the top of the list was Evergrande. We didn’t even
include a global energy crisis on our worry list; it just came to our attention last week. Now it
is at the top of our list:

(i) Global energy crisis.

(i) Evergrande could be China’s Lehman or LTCM.

(iii) Inflation has yet to show signs of peaking.

(iv) The Fed is expected to start tapering before the end of this year.

(v) The debt ceiling has to be raised so that the Treasury can pay the bills.

(vi) Congressional Dems are pushing through huge spending and tax proposals.
(vii) Parts shortages are forcing companies to scale back their production.

(viii) Valuation remains elevated.

(ix) There are plenty of geopolitical risks.

(x) And oh yeah, the pandemic is still out there.

Last year’s pandemic-related lockdowns around the world caused oil, gas, and coal prices
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to plunge. Producers of these fossil fuels slashed their capital spending. As economies
reopened and governments provided massive fiscal and monetary stimulus, demand for
energy soared. So did energy prices because of shortages of fossil fuels, especially coal
and gas.

These shortages were exacerbated by government missteps and intrigue. Consider the
following:

(1) Europe. Russia has been delivering gas to Europe under its contractual obligations.
Europe needs more supplies of gas to make up for setbacks in renewable sources of
energy, especially electricity generated by wind turbines and hydroelectric power. The
Russians refuse to provide more gas through Ukrainian pipelines, which have ample
capacity. They obviously are attempting to blackmail their European customers into
providing Nord Stream 2 with an operating license as soon as possible. This new pipeline
runs on the bed of the Baltic Sea from Russia to Germany and has just started to be tested.
The price of natural gas in the US has soared 127% ytd through Monday (Fig. 3).

(2) China. Meanwhile, the Chinese government slashed its purchases of coal from Australia
because the government there has been calling for an independent investigation of the
origin of Covid-19 in China. As a result, the Chinese government has been forced to order
blackouts that are depressing production and exacerbating global supply-chain disruptions.
China’s PPI for coal was up 57.1% yl/y through August (Fig. 4).

(3) OPEC+. On Monday, OPEC+ announced that it would stick to an existing pact for a
gradual increase in oil output, sending crude prices to three-year highs and adding to
inflationary pressures that consuming nations fear will derail an economic recovery from the
pandemic. OPEC+ chose to ignore calls from big consumers, such as the US and India, for
extra supplies after oil prices surged more than 50% this year. OPEC+ “reconfirmed the
production adjustment plan,” the group said in a statement issued after online ministerial
talks, referring to a previously agreed deal under which 400,000 barrels per day (bpd) would
be added in November. The price of a barrel of Brent crude oil is up from last year’s low of
$19.33 on April 21 to over $80 yesterday (Fig. 5).

(4) US. Notwithstanding soaring oil and gas prices, the numbers of oil and gas rigs remain
considerably below their prior peaks (Fig. 6). US crude oil field production is almost 2.0
million barrels below its record high during 2019 (Fig. 7). Fossil fuel energy companies
slashed their capital spending last year as the prices of oil, gas, and coal dropped. They
aren’t responding to the rebound in energy prices by expanding their capacity because
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climate change activists in both the private and public sectors are forcing them to spend
more on developing renewable sources of energy. However, these alternative sources are
not as reliable as fossil fuels.

Strategy ll: Updating the Worry List. Meanwhile, some of the other worries on our worry
list have become more worrisome:

(1) Supply bottlenecks. The shortage of chips is significantly depressing auto production
and sales. Last week, we reported that Ford was parking thousands of new trucks at the
Kentucky Speedway owing to lack of key semiconductor parts. Motor vehicle sales plunged
6.2 million units (saar) from a recent high of 18.5 million units during April to 12.3 million
units during September, led by a 4.6 million unit drop in light truck sales over this period

(Fig. 8).

September’s PMI survey for manufacturing showed that the new orders index has exceeded
the production index for all but two months since June 2020 (Fig. 9).

The supply-chain disruptions are depressing real GDP. The Atlanta Fed’s GDPNow tracking
model showed Q3’s real GDP growth at 1.3% as of October 5, down from 2.3% on October
1.

(2) Inflation and bond yields. The prices-paid indexes in the M-PMI and NM-PMI remained
elevated at 81.2 and 77.5, respectively, during September (Fig. 10). They were even higher
early in the summer. However, both upticked during September and will likely move higher
during October reflecting the jump in energy prices.

(3) China’s property bubble. Evergrande is turning out to be the tip of the iceberg in China’s
property market. Mid-sized developer Fantasia Holdings missed a bond payment on
Monday. Fantasia had issued a statement last month that it had sufficient working capital
and no liquidity issues. Kaisa Group, Central China Real Estate, and Greenland became the
latest property companies to see their bonds clobbered by uncertainty surrounding debt
troubles at China Evergrande. Since China stepped up its scrutiny of developers with its
“three red lines” leverage targets in August last year, the taps have dried up for the industry.

(4) Taiwan. The BBC reported that Taiwan has urged Beijing to stop “irresponsible
provocative actions” after a record number of Chinese warplanes entered its air defense
zone on Monday. The incursion marks the fourth straight day of such flights by Chinese
aircraft, with almost 150 aircraft sent into Taiwan’s defense zone in total.
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The BBC noted: “In an essay for Foreign Affairs magazine on Tuesday, Taiwan’s President
Tsai Ing-wen warned there would be ‘catastrophic’ consequences for peace and democracy
in Asia if the island were to fall to China. ... Beijing is becoming increasingly concerned that
Taiwan’s government is moving the island towards a formal declaration of independence
and wanted to warn President Tsai against taking steps in that direction.”

(5) The pandemic. And let’s not forget that the pandemic isn’t over. New Zealand is giving
up on its “Covid Zero” policy. That’s because notwithstanding closing its borders and
enforcing strict lockdowns, the Delta variant continues to spread. Instead of zero tolerance,
the government is moving on measures to help it coexist with the virus, as have other Asia-
Pacific countries.

Strategy lll: Tale of Two Scenarios. “What Are the Odds?” That was the title of our
September 27 Morning Briefing. Debbie and | discussed the odds of the current decade
playing out like either the Roaring '20s (TRT-2.0) or the Great Inflation of the '70s (TGI-2.0).
We reiterated our subjective probabilities for the two scenarios and are doing so again now.
We assign a 65% subjective probability to TRT-2.0 and 35% to TGI-2.0.

We don’t mean to suggest that this two-scenario paradigm means that only one scenario
will get the entire decade right. The outcome may very well be some mix of the two. Or one
might prevail through, let’s say, the first half of the decade, while the other does so over the
rest of the decade.

For example, the events of last week suggested a replay of the Great Inflation scenario.
There were lots of inflationary happenings during the 1970s, but the two major events were
the oil crises of 1973 and 1979. The results were long lines to fill cars with gasoline, a
wage-price spiral, stagflation, and two recessions. This time, we might be experiencing
another energy crisis that has the potential to boost inflation and eventually cause a
recession. We will keep you posted on the tale of the two scenarios through the end of the
decade.

Strategy IV: Fundamentals Remain Strong. The good news is that the underlying
fundamentals for the stock market remain solid. S&P 500 forward revenues rose to yet
another record high during the September 23 week (Fig. 717). Forward earnings also rose to
a new record high during the September 30 week.

At the end of September, industry analysts estimated that S&P 500 operating earnings rose
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7CgGZrW3fd16F69WBP6N7dx4HlnVd0qW7Q-Fc11cdrK1W7l5z5W2Jm5p7N303xq3G3s2HW5-PHqy2CSbdrV1sxYp7HGqvHW73kf9D8BgyW9W5LmXBm84DyyBW7dg10t55f6BHW3y4Vtj18px2CW4tZdl920dlP7W977kZX6Vf1TvN1vZg0L_zfhnW3BRXQK5h643_W1gVvs04V8M_gW9f15y58pK7j2W2mTpbj5MQlNxW6c_b9g90C91qW27BzV96B2CqGW4zx3HP323fytV2B-q47glyxw39771

26.9% yly during Q3 following Q2’s 88.6% gain (Fig. 12 and Fig. 13). Joe and | expect yet
another earnings hook during the current earnings season (for Q3) as results once again
beat expectations. However, this time we expect to hear lots of unsettling guidance about
rising labor costs and widespread labor shortages. We also expect to hear more bad news
about supply-chain disruptions.

Joe and | still expect to see 4500-4800 on the S&P 500 by the end of this year. However,
October could see more sideways volatility, with the S&P 500 Energy and Financial sectors
stocks outperforming Technology. The result may be a buying opportunity in tech stocks,
which could lead a year-end Santa Claus rally.

)

Calendars

US: Wed: ADP Employment Change 428k, MBA Mortgage Applications, Bostic. Thurs:
Initial & Continuous Jobless Claims 348k/2.78m, Consumer Credit $17.5b, Natural Gas
Storage, Williams. (Bloomberg estimates)

Global: Wed: Eurozone Retail Sales 0.8%m/m/0.4%y/y, Germany Factory Orders -2.1%,
Spain Industrial Production 3.5% y/y, McCaul, Wuermeling, Kuroda. Thurs: Germany
Industrial Production -0.4%, Japan Household Spending -2.0%m/m/-1.5%yl/y, Japan
Leading & Coincident Indicators, China Caixin NM-PMI, ECB Publishes Account of
Monetary Policy Meeting, RBA Financial Stability Review, Schnabel, Lane, Elderson,
Mauderer, Buch, Macklem. (Bloomberg estimates)

Strategy Indicators

S&P 500 Q3 Earnings Trend vs. Past Quarters (/ink): With the September-quarter books
closed, the current Q3-2021 earnings forecast of $49.11 per share has risen 3.3% since the
quarter’s start. While that’s a slowdown from the 7.2% and 5.7% gains over comparable
weeks during Q2-2021 and Q1-2021, respectively, the increase indicates there will be
another strong earnings surprise hook. The gain in the Q3 forecast marks a record-high fifth
straight quarter that consensus forecasts rose throughout the quarter and is well above the
average three-month decline of 4.2% for all quarters since Q1-2000. Analysts expect Q3
earnings will rise 26.9% yly, but we think earnings will be about $53.00 and y/y growth will


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7CgVvxW4NJgVk70q1PqW877yL-3G4TcCW4SQl-K5v1zTyN5LqGjNPqsFmW3bWq2L8SRYjHW1TJpfH3KKJKWW8bQVYR5S5qclW6Pg9cw6jWJLSW78r7Rg65WY3kW4GFm6j2S2QDNN7LqgPTHKFkPW3RmlS14kHG7VW5L9kMF8GwLF6N6kDC3zLd0twW56jHT33h-0TGW3_wtmJ230ZSCW3BYjyh71-NLYW6rQzFM4WSm7KW7DC5kw2zL-G2W8HKBsP5rFH71W3fz_lK2-BXbKW6YR3Cb39W9--2zD1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7CgSW1N4CYVm0Vcv0ZW11XH4d7z0WS_W2M6Zvg26c8pPVnZdv_56Vc4kW3KSxJJ2C_8t8VKmj3R99_lT-W6t9wJF6jswCgW7_PwQv82wR4GW9lgT6n69ljndW1dFgY96W_0pkW26GJQt34NQ-TN7vqC0gm8S1tW5pDNbf9bW6PLW8hKj2G8N28P-Vznlhp2rvdHRW2Y4RSL8MKtTpVycWMz54jcvfW180V5W5zp_pbVH-vZ923922dW83t_0W67wWhSVXpPBl14kj0gW7xdzx15lNKW534T41
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBBh3q905V1-WJV7CgYNMW9kTPSG8pD4RRW8P8RZN8-XrF8W1jxrqL415YD5W4bzJWS5c3mkDN7ptz1GH1h6lVnqjMy69VbH5W1Z0-L71PhwVGW9jYRgl93nC3RW6rbmSB2LVBytW5vr_VX6FkycxVMs3V-2vspS1W6yQp2s2rl_fzW11H78z3TzqZqW2BNSSz9hNjLWVr-9nf3lcp40W1F5lJR2jLC3MW3-h5vD4RBxV1W1f4XRS5cDGY3W8Bw_wb7lWTVqVxjKhy2ByDYBW4JwyGG44wnPDW8zh8hH3Mv0ZvW6vSHJG9kK38ZW3dNZPZ5pkV_R35KS1

be 37.0%. That’s above the $52.75 reported for Q2, but the y/y growth rate will slow
markedly from 88.5%. Q3-2021 should mark the fifth straight positive surprise for the S&P
500 and its 49th in the past 50 quarters. The Q3 earnings forecast rose during the quarter
for eight of the 11 S&P 500 sectors. Here’s how they ranked: Energy (24.8%), Materials
(10.2), Communication Services (7.8), Information Technology (5.6), S&P 500 (3.3), Health
Care (2.9), Financials (2.0), Real Estate (1.6), Industrials (0.8), Consumer Staples (-2.3),
Utilities (-5.2), and Consumer Discretionary (-6.8).

US Economic Indicators

Auto Sales (/ink): Chip shortages kept motor vehicle sales going in reverse again in
September. Total sales sank to a 16-month low of 12.3mu (saar) last month, after
accelerating from 16.1mu in February to 18.5mu by April—its best reading since the
summer of 2005, when aggressive incentives boosted sales above 20.7mu. Domestic light
truck sales slid for the fifth month to 7.2mu (saar) from 11.0mu in April—which was the
highest since July 2005; these sales had plunged to 5.3mu last April. Meanwhile, domestic
cars sales remained in a rut, falling for the fifth month from 2.8mu in April to 1.6mu (saar)
last month. That's above last April’s record low of 1.4mu, though less than half the 3.3mu
posted at the beginning of 2020. In the meantime, sales of imports also fell for the fifth
month to 3.4mu (saar); they had soared from 1.9mu last April to 4.7mu (saar) this April—the
best sales pace since the late 1980s—Ied by a record 3.3mu in light truck sales! Light truck
sales were unchanged at 2.4mu (saar) in September.

Merchandise Trade (link): The real merchandise trade deficit widened to $101.8 billion in
August after narrowing from a near-record $105.0 billion deficit during June to $99.8 billion
in July. Latest data suggest trade will be a positive to Q3 GDP growth, after subtracting from
growth the prior four quarters—as the July/August average deficit of $100.8 billion is below
the Q2 average deficit of $101.7 billion. Real exports advanced 1.6% during the two months
through August after declining 2.7% during the two months through June, while real imports
declined 0.4% and rose 1.0% over the comparable periods. Real exports and imports are
up 8.0% and 8.9% yly, slowing from recent peak rates of 34.5% and 26.7%, respectively,
during May. Real exports of both consumer goods (nonfood) excluding autos and industrial
materials & supplies reached new record highs in August, with the former rebounding
12.3% over the four months through August and the latter jumping 6.3% during August.
Meanwhile, real exports of foods, feeds & beverages is in a freefall, plunging 28.4% ytd,
while real exports of automotive vehicles & parts are down 16.2% over the comparable


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7CgRZWW4tly8W1Zlnc_W6999bz8qt_BYVLM6WJ6L1CxFW5YQ46855ZlljW7dFxmk88jcwKN8J2DgSVz2_PW2L-x5k7-ytHYW52GYNz1Sj9XNW3qRZ5L1tg_JRW2M4Vgc39cg6yW2wQZ1W4cnYlwVb2qHd3bhjz7W5Kdx2S8bPv6xW3dyBG73VmtLJM99P032JxzhN3d9L07V4F3FW8kRzGR5CSLjfW26QZ7R4q93BLN5GvnNbM2PvBW6NyrG553gcXDW6dQ9XN3s-Kp5W81yVrb6JCXN-3d1K1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7CgLbqW3h4Jbs40PNK9W3359hv5ssj1_VmQw163PSKhkW4pTpWJ1_xpglW8Jdnm165qhJYW4G5yPX8cvX6DW53XcxR23xvJWW5bJY7T27bdxbW6PN-Ds8L0_7dW4ghJJs4YTlG-W89_QF05fdKJ5N21zX7kj040WW7Z57fD98y33GW91CTqF7ZY-ZSW5yxRVw1Ygn1RW1RKrr256SnzRW5DH6Ss2q5Cl1W6lqHMl66xjC_W5RXvKw97b1RDW6_DVV24Bc4CLW81xfZS2jyNCpW1W9spQ5q8x4g3k-l1

period. Real exports of capital good ex autos remains in a flat trend around recent highs.
Looking at imports, real imports of industrial materials & supplies is on a volatile uptrend,
climbing 3.9% in August and 15.1% since its recent low last September, while real imports
of both capital goods ex autos and foods, feeds & beverages are just below record highs. In
the meantime, real imports of automotive vehicles & parts are down 16.7% ytd, while real
imports of consumer goods (nonfood) excluding autos are down 5.5% since reaching a
record high in March.

Global Economic Indicators

Global Composite PMlIs (/ink): Global demand in September accelerated for the first time
in four months, though at a modest rate. The C-PMI climbed to 53.0 last month after falling
from 58.5 in May to a seven-month low of 52.5 in August. The C-PMI for the advanced
economies (to 53.8 from 54.1) saw activity slow for the fourth month since peaking at 61.2
in May, while the C-PMI for emerging economies (49.3 from 52.0) contracted for the first
time since last June; it peaked at 54.9 in November. The report notes that expansions were
recorded in the Eurozone, US, UK, India, Brazil, and Russia, with the Eurozone having the
top-four ranked countries. Of the 11 nations that experienced growth, seven (including the
US, Germany, and India) saw slower rates of growth, while growth in Japan and Australia
contracted last month. During September, the Global NM-PMI (to 53.4 from 52.8)
accelerated a bit in September, while the Global M-PMI was unchanged at 54.1; both were
weaker than rates earlier this year. Inflationary pressures remained high, with input costs
accelerating at the sharpest pace in four months, resulting in an elevated rate of output
inflation.

US Non-Manufacturing PMIs (link): The US service sector continued to expand at a robust
pace in September, according to ISM, with its measure holding near July’s record pace. The
IHS Markit measure, on the other hand, posted its slowest pace in nine months, seeing the
slowest rise in new business in 13 months. ISM’s NM-PMI ticked up to 61.9 in September
after slipping from a record-high 64.1 in July to 61.7 in August. Both the new orders (to 63.5
from 63.2) and production (62.3 from 60.1) measures remained above 60.0, while
employment (53.0 from 53.7) continued to expand at a steady pace after contracting in
June. The supplier deliveries (to 68.8 from 69.6) measure remained around recent highs,
reflecting the difficulties suppliers continue to experience due to the Covid-19 impact. In the
meantime, price pressures remained intense, climbing from 75.4 to 77.5 last month, not far
from July’s 82.3—which wasn’t far from its all-time high of 83.5 during September 2005.


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7Cg-T1W7hTXBj8cF70_W3C41N82DR1k8VL9P6j8FzZMfW7tKsRr7nh4qCW6wSpH186w6_kW3nTsgX1W7TvpN41BDdpBhVyLW19SxJq2GMSVrW965JlL8k3v4kVyBp1g68XphmN4hZNwzPZ--XW5hWyBf2Jd1vzW27DZ3Z68rYKNVRpzzj2FQbsLW3PtCD01H0BySW60RRV_1JMGz-W7MkGmG2-BvjpW4NTX8q2t5nTfN3t4j5141RbNW17wzkg8c_nCxW3PbCMX3tgQhXW2sygXv7FN2gh3dPv1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7CgNTLW78M0hM824Y99W3sGYQl1dbhxWW5Mr05G2cPBgqN7gHVd8zMxw1W6Wgmgs1MjQm2N6k-49b62XL3W95NWm56f15MGW892vlL2Jv3hLW5MK13m2vwmkKW2wdrJF8KZCK_W2fyVtc32fP9DW25KG4T2qLzJdW15SsKb9hNpMGN3XcSRtJHRyqW3hXngr8PTk7fN74QpVqn7xwPVRqwG872QbkcW8HljBz8s1RKwW62HQb13_JJxCW5p_5_k4V74tXW7QJybj8zkCj2W9h4G6F4QtwG23cZq1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVLWdk1F9NPcW2kHxtS3D1J0cW5d86_w4yj0SwN2VVBz_3q8_QV1-WJV7CgVdyW8SpLtV5vq4jHW965tCw8qgp1VW56zgwM2qFx1YW1GPxrG6FZFDmW3VSTZm1b5znXLb-SwGlC44N3mldF4qBvjHVhXTDQ5Lx2QRW72tzkT1s-cZzW8Y7dbs40jVY0N5gkwRxgCxQdW7Sxzv-7QBLWNW26Lktz63_y6RW8QCRkB6fS7PgN87lRy0YjTJXW4-Q0kh3q6ZCbW1lXdK-7rd7mlW5-kmRk5NlcfXW5b-ygn2CVv5cW1HhtM75_YcSnW8L7c0Q2dl6pgW3x9BnB6kLC2032VS1

Switching to the IHS Markit NM-PMI measure, it fell for the fourth month, from 70.4 in May
to a nine-month low of 54.9 in September—though the latest reading was little changed
from August’s 55.1. Business activity is growing at a rate in line with the long-run average
seen prior to the pandemic, though “represents a marked downshifting from the spring and
summer months.” The report notes that high virus case numbers not only have subdued
demand for many services, primarily in the hospitality sector, but also have continued to hit
the labor market, both in terms of staff absences and low labor market participation rates,
as manufacturers struggle to fill vacancies. As for price pressures, input prices continued to
rise at a steep rate, though firms are passing on these higher costs to clients at the slowest
pace in five months.
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