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Transitory or Persistent?

Check out the accompanying chart collection.

(1) Distracting from the message. (2) Powell defines “transitory.” It's not “persistent.” (3) Powell may
be transitory. (4) End of federal jobless benefits seems to have boosted employment. (5) Our Earned
Income Proxy at new high again. (6) More full-time jobs, less long-term unemployment. (7) Lower-
wage workers beating inflation, while higher-wage workers are not. (8) Supply disruptions and labor
shortages depressed productivity and boosted unit labor costs during Q3. (9) The case for the Roaring
2020s. (10) Labor shortages are chronic because they are in DNA of population. (11) Movie review:
“Finch” (+).

Bulletin Board. | discuss my new book In Praise of Profits! in a Barron’s op-ed this week
titted “All Americans—Not Just the Wealthy—Are Better Off Than Ever.” You may download
a complimentary copy of the book here and see excerpts here. Please review it on Amazon
if you have the time and inclination.

Our Monday morning 11 a.m. webinars are a big hit. You will receive the invitation to them
an hour before showtime. You can watch reruns here.

The Fed: More Word Games. In his November 3 press conference, following the latest
meeting of the FOMC, Fed Chair Jerome Powell used the word “transitory” six times when
he discussed this year’s surge in the inflation rate. Nevertheless, he acknowledged that
using the word might not actually help to convey the Fed’s message: “[l]Jt's become a word
that’s attracted a lot of attention that maybe is distracting from our message, which we want
to be as clear as possible.”

Powell also attempted, rather laboriously, to explain what the FOMC means by word: “[F]or
us, what transitory has meant is that if something is transitory, it will not leave behind it
permanently or very persistently higher inflation.” He added, “[W]e’re trying to explain what
we mean and also acknowledging more uncertainty about transitory.”

Is that clear? Inflation is transitory, but uncertainly so.

Additionally, Powell used forms of a word that’s the antithesis of “transitory’—i.e.,
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“persistent’—11 times in the presser, when discussing the risk that inflation might not be so
transitory after all. He attributed this risk to supply-chain disruptions: “We see shortages and
bottlenecks persisting into next year, well into next year. We see higher inflation persisting,
and we have to be in [a] position to address that risk ... should it create a threat of more
persistent, longer-term inflation, and that’s what we think our policy is doing now. It's putting
us in a position to be able to address the range of plausible outcomes.”

Is that clear? Higher inflation is likely to persist, but not for long because the Fed is on it!

The policy referred to is the FOMC'’s decision to start tapering its $120 billion in monthly
bond purchases by $15 billion per month so that these purchases will end by June of next
year. Then the Fed can start raising interest rates if necessary to bring inflation down. In
other words, the Fed will continue to fill the punch bowl with liquidity, but at a slower pace
through mid-2022 until further notice.

The two-year US Treasury note yield recently peaked at 0.51% on November 1 and fell to
0.39% on Friday, November 5 (Fig. 1). The 12-month federal funds rate futures edged down
to 0.36% on Friday. The 10-year US Treasury bond yield recently peaked at 1.70% on
October 21 and fell to 1.45% on Friday (Fig. 2). This all suggests that the fixed-income
markets are still expecting that the Fed will increase the federal funds rate by 25bps once or
maybe twice during the second half of next year.

So despite his strained and often obtuse or conflicting verbiage, Powell is doing a good job
of communicating the Fed’s intentions. So far, the fixed-income markets haven’t been
betting against him by assuming that the Fed is behind the inflation curve, possibly
necessitating raising interest rates sooner than expected and/or by more than Powell
currently is signaling.

Nevertheless, Melissa and | still expect that Powell will be transitory, i.e., he probably won'’t
be reappointed by President Joe Biden. Will his tolerance of higher inflation persist at the
Fed if he is gone? Perhaps so, and then some: We expect that he will be replaced by a
more progressive Fed chair such as Lael Brainard. We expect that the Fed will be even
more “woke” next year than it has been under Powell over the past two years. If so, then we
wouldn’t be surprised to see the FOMC lift the Fed’s inflation target from 2% to 3% next
year.

US Labor Market I: Employment & Income. Last week brought more good news about
the US labor market, which continues to recover. It seems to have been doing so faster
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after the supplemental federal unemployment benefit was terminated on September 6.

Weekly initial unemployment claims dropped below 300,000 during the October 9 week for
the first time since the March 14, 2020 week (Fig. 3). They’ve remained under this pre-
pandemic level through the week of October 30, when they were down to 269,000. Payroll
employment rose 531,000 during October, after getting revised higher by 118,000 to
312,000 in September and by 117,000 to 483,000 in August. The private sector’s payrolls
rose 604,000 to 126.4 million during October, the highest since March 2020 though still 3.3
million below their record high during February 2020 (Fig. 4).

Here are some of the other upbeat developments in Friday’s employment report:

(1) Earned Income Proxy at record high. Our Earned Income Proxy (EIP) for wages and
salaries in the private sector jumped 1.5% m/m during September, auguring well for the
month’s personal income (Fig. 5). It is up 9.6% y/y through September. The problem is that
the PCE deflator is up 4.4% yl/y through September. Inflation has been offsetting some of
the nominal income gains. As a result, our inflation-adjusted EIP was up a still solid 5.0%
yly through September (Fig. 6).

(2) Full-time employment expanding. Payroll employment measures the number of jobs,
while household employment measures the number of workers with either a full-time job or
one or more part-time jobs. Over the past 12 months through October, the former is up 5.8
million, while the latter is up 4.4 million. The number of full-time workers increased 4.7
million to 128.3 million, the highest reading since March 2020 but still 3.2 million below the
record high during October 2019 (Fig. 7).

(3) Unemployment rate falling. The unemployment rate fell to 4.6% during October, the
lowest since March 2020 (Fig. 8). The “short-term” unemployment rate for workers without a
job for less than 27 weeks was 3.2%, little changed from September’s 3.1% which was the
lowest since February 2020, and down sharply from last year’s peak of 14.1%. Interestingly,
the “long-term” unemployment rate for workers without a job for 27 weeks or more peaked
at 2.6% during February through April of this year and fell to 1.4% during October. This also
lends credibility to the notion that the end of supplemental federal unemployment benefits at
the start of September provided an incentive for more workers to find jobs.

(4) Lower-wage workers beating higher-wage ones. Debbie and | have figured out a simple
way to calculate the average wage of higher-wage workers. We use the Bureau of Labor
Statistics’ data series, provided in its employment report, on both total average hourly
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earnings (AHE) and the AHE for production and nonsupervisory workers (a proxy for lower-
wage workers), who account for about 80% of total private payrolls. The higher-wage series
rose 3.1% yly to $51.70 during October, while the lower-wage series rose 5.8% to $26.30
(Fig. 9 and Fig. 10). The gains of lower-wage workers have been exceeding price inflation in
recent months, while price inflation has outpaced the wage gains of higher-wage workers.
Upper-income households are in a better position to deal with higher inflation, especially
since they’ve accumulated lots of savings since the start of the pandemic.

US Labor Market II: Productivity & Hourly Compensation. Some bad news last week
was that economic growth in the nonfarm business sector slowed dramatically during Q3 to
1.7% (saar) as hours worked jumped by 7.0%, resulting in a big 5.0% drop in productivity
(Fig. 11). Unit labor costs in the nonfarm business sector increased at an annual rate of
8.3%, reflecting a 2.9% increase in hourly compensation and 5.0% decrease in productivity
(Fig. 12). This is the lowest rate of quarterly productivity growth since Q2-1981, when the
measure decreased 5.1%.

Is the decade of the “Roaring 2020s” over already? Was it the mouse that roared? Here is
why we don'’t think so:

(1) Supply and demand disruptions. While hours worked rose significantly during Q3, there
were widespread reports of labor shortages. Key parts have also been in short supply.
These supply-chain disruptions probably disrupted productivity significantly. On the demand
side, these disruptions have stymied consumers from buying certain goods, especially
motor vehicles. Debbie, Jackie, and | expect that the productivity growth rebound, which
started in late 2015, will turn into a productivity growth boom over the rest of the Roaring
2020s.

(2) Productivity growth trending higher. We continue to monitor the 20-quarter percent
change at an annual rate in nonfarm business productivity (Fig. 13). As a result of the
setback during Q3, it edged down to 1.6% from a recent peak of 2.0% during Q2. It is still
well above the most recent trough reading of 0.5% during Q4-2015.

(3) Population growth slowing. The labor shortage problem isn’t going away. It is literally in
the DNA of the population. The 60-month percent change at an annual rate in the civilian
population was down to just 0.4% through December (Fig. 14). The working-age civilian
population (16 years and older) has been growing a bit more quickly because seniors are
living longer, but it was down to 0.6% through October.
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgYY2T3kBC2yN9bkW4-nCF92wyvF6W2_BdBb44C2GDV8RXTP5jfpS2W43-DMG72_wfWW3tcDTj1XR9y0W1wvs0Q5DFy94W27zYs84H4LwdW4ZmKZq25qDNSW2kP79p8TTGj-W4jFNXD8_LS3jVjYlYK5NMvQTW5kSj5w2RbrpPN5q6mCJjN3ynW7ZnDDH98z-8lW7s2S3j3MNBBmW4406lR665YlTW3JCRSl4LFffwW8xtzPk14TPR6VDBLY838sHQyW85XGLC2Lb68QN1P9NBhDHxVz3k8m1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgPHvW7dJw3z2DGTs6VRdx5X2vw19sW1z5cJ_4kkD31W7HRkdt6_zxfjW6kXT0J2RGf0tW3gdMTT461zWjW92z0xh62-1P9W7HF8cv5VgmyBW4PsvtF8qMSkQN7zPXF9sKfqJW1NjPwt27mtkZW2pqTGD1T1XMVVzYHhv7CzJ3lW4wLfh62824lcW8Qnrg_6C3c8NW22GbkB8gDfP0W5YbQD978BZSMVrYT1x5-LsyFW8_fNp167JchYW16FvyT4p_BTKW9m24pk1PXZP8W3p7_SD56zD4K3mnV1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgWwdW1rvgLD2cYH56N4KVZK82yddrW28vz1543rM67W8DTK2Z46sFhZW3G8w-c80KPyGW1Dyvg44Dw2TQW6XdqGf5qZBrxN8wnlrfm-C2VN26LcbYNsL3dW8_rRV_8HlXttW5JQrgH5MPZZpW5YDbt617vR24Vb-wJz5h_yr4W98RxQJ1xtWS2VqnjzQ6xy2XJW1b8SmT4mFc6cW5GLNvB6ncwtZW5XBLpK5lNTrzW4lDgwC8zj7PQW168s-V3QyCLSW1lMSrX5pCmy8W4FT-Kh7b8Ffj358F1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgJssW4NM2Br8tZ0fCW9lglTh4ClB4ZW1PXXwf5Qp_MfW2mzkr08--SD2N5PyCVYkXZTVW8p4BPg9lMz4LW4nX67-8Hjl-WW1jW-vg1jyQ83W83QrQt2SCJ-9W23ml0p78hhv3W1X2dgg4FWhH1W3F3YN119sb_qM_9W1S7jH_4W3PPllh68_n8LN1dsMplD3xG-Vlx7jR6pMby4W2h2Hsq93NZrHVjYhdY4d_kpWW4rV4Qn5yjTp5W6MX08m1HPh9yW51gGX13mYr41W2mJlx_4y6DLz31mf1

(4) Chronic labor force shortages. The underlying growth rate in the working-age civilian
population determines the underlying growth potential of the civilian labor force (Fig. 15).
The 60-month percent change at an annual rate of the latter was just 0.2% through October.
The Baby Boomers are retiring at a faster pace now that the eldest in this cohort turned 75
years old this year. Young new entrants into the labor force are barely replacing them.

So in addition to a significant slowdown in the working-age population in recent years, there
has also been a significant drop in the labor force participation rate (Fig. 16).

The labor shortage is not transitory. It's not even persistent. It's permanent for the
foreseeable future! More and more businesses are realizing this and responding by
increasing their capital spending, particularly on technology, to boost the manual and
mental productivity of the available labor force. That should allow wages to rise faster than
prices, averting a 1970s-style wage-price spiral. As we’ve previously observed, productivity
growth collapsed during the 1970s. It is likely to boom during the 2020s. So although higher
inflation may be persistent for now, it isn’t likely to be permanent.

Is that clearer than Powell’s take on inflation?

Movie. “Finch” (+) (link) is a post-apocalyptic sci-fi comedy starring Tom Hanks in a movie
similar to “Cast Away” (2000), in which Hanks is stranded on a deserted island in the
Pacific. His only companion is “Mr. Wilson,” a volleyball that he talks to in order to keep
sane. In this movie, Hanks is one of the few survivors of a solar flare that destroys the
ozone layer and turns Earth into a wasteland. His companions are a rescue dog named
“Goodyear” and two robots, named “Duey” and “Jeff.” The star of the show is Jeff, who
looks like a skeletal version of C-3PO in “Star Wars” and is very funny. | am hoping for a
sequel starring Jeff and Goodyear in a buddy road-trip movie. Hanks won’t be needed in
that film.

Calendars

US: Mon: Loan Officer Survey. Tues: Headline & Core PPl 0.6%m/m/8.6%yly &
0.5%m/m/6.8%y/y, NFIB Small Business Optimism, WASDE Report, Weekly Crude Oil
Inventories. (Bloomberg estimates)

Global: Mon: Eurozone Sentix Investor Confidence 15,5, Japan Leading & Coincident


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgzS1W5NLyJy2J61mYW7B_VKF6dXxdWW5LFvZL6D0hmnW1hhjs34jqKx3W94YFt-6xmFs3W7SGJnc1-lYVkW6BMSYK1z26VVW5l-mDh3Zs2N9W3vhl5c5P2W2sVN1yws2_wWDvW6c507n1S-fgTW1ktdlP68NlmmW2Z2LSD25WfbYW4plCNS5gGRdtW8_Lx0j2GDcHyVXHJ4X2RRWMFW2Yym_W4mfVsfW1VxK7f4Sz6HWW37gF_41MKYGsN6wBwGRrPy-8W3ycSkD5T8HgjW6nGsBr4vzKsS312x1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgLmpN2lGT4yWCpZwW7Q8GV420vRR6W66ZxsQ8DxWy4W7F0jVD5yL3rWW88xqll6zpJnWW3G_5RM91TH8BN78WVgK81pGpM9G2tlXBr_TVdc0Wt7F93h5N21qLHKGqpH9W8cX7_S2ZyhHqW4lVfLC2rMDb_W7Xz95B5nYQZFN4jxbTxKTnpNW43PCRV2Cbn8WW1SSZs48NYG5NW57cTvp62xhkpW7n5dzD22RpqtW2N4Dfz1wfrLmW96rbFg1mKxHDW4XqN0q6wZCntN1Mynjb510kW3cZn1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgN68W35kzpc92L3FgW4gybjV8lknCLW42vX587xfLv_W9d8NdY8-vrccN8C59sd-gB-lW11w71B3sTz6SVk61cQ676_2XW3Jyzsg2_SWN2W7DWszN4s4rF_W3shJ047GGBTLW96Smfc5T0wDMW1yyJzT7zjrMjMDvVxhXY-wRW7GT0Mv5LbC88M5Vq_T2JFk1VqF7lr5mPtD8W4CWlsp25Nlg6W3zCs9898wzwXW1Y0wjZ557TXrW1ZT3PJ8PScHQW3mlljF6jWCvpV3vlzd3WDXVv39vF1

Indicators, Japan Current Account ¥1.06t, Australia Business Confidence. Tues: Germany
ZEW Economic Sentiment 20.0, Germany Trade Balance €13.5b, China New Loans, China
CPI1 & PP1 1.4%/12.0% yly, Australia Westpac Consumer Sentiment. (Bloomberg estimates)

Strategy Indicators

Global Stock Markets Performance (/ink): The US MSCI index turned in its fifth straight
weekly rise last week, gaining 1.9% and ending the week at a record high. The US MSCI
ranked 20th of the 49 global stock markets that we follow in a week when 36 of the 49
countries rose in US dollar terms. The AC World ex-US index performed worse, rising 1.1%
to 2.4% below its June 15 record high, as nearly all regions rose. EMU was the best-
performing region last week, with a gain of 2.3%, ahead of EM Latin America (2.2%) and
EAFE (1.6). BRIC was the biggest underperformer with a decline of 0.8%, followed by EM
Asia (-0.5), EM Eastern Europe (0.7), and EMEA (0.8). Chile was the best-performing
country last week, with a gain of 7.5%, followed by Argentina (6.6), the Czech Republic
(6.1), Austria (4.7), and the Philippines (4.4). Portugal was the worst performer, with a
decline of 2.8%, followed by Malaysia (-2.5), China (-2.2), Colombia (-2.2), and Peru (-1.9).
EM Eastern Europe is now tied with EMEA as the top-performing regions ytd, each with
gains of 29.1%, ahead of the United States (24.3), EMU (14.7), EAFE (10.5), and the AC
World ex-US (7.5). The following regions are lagging the AC World ex-US: EM Latin
America (-12.1), BRIC (-7.6), and EM Asia (-4.8). The top-performing countries ytd:
Argentina (43.4), the Czech Republic (40.8), Austria (40.1), the Netherlands (33.5), and
Russia (31.8). The biggest laggards of 2021 so far: Brazil (-22.5), Peru (-20.7), Pakistan (-
20.6), Turkey (-19.2), and China (-17.1).

S&P 1500/500/400/600 Performance (link): LargeCap rose 2.0% last week and registered
its fifth straight weekly gain, but SmallCap led the way as it soared 6.5% for its biggest gain
since mid-April and was also ahead of MidCap (4.0%). All three indexes ended the week at
a record high and SmallCap was at a record for the first time since early June. Thirty-one of
the 33 sectors were higher for the week, compared to 15 sectors rising a week earlier.
SmallCap Industrials was the best performer of the week, with a gain of 8.4%, ahead of
SmallCap Consumer Discretionary (8.3), SmallCap Tech (8.0), SmallCap Communication
Services (7.0), SmallCap Consumer Staples (6.8), and MidCap Consumer Discretionary
(6.8). LargeCap Health Care was the worst performer, with a decline of 0.7%, followed by
LargeCap Financials (-0.6), LargeCap Utilities (0.4), MidCap Communication Services (0.6),
and LargeCap Real Estate (0.8). SmallCap pulled further ahead in the 2021 derby to a gain


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgSG0W6BnjP92K871CW52n60j7fyyXGW3v1srS3wC7j8W7sndtM2vmYjJW4fDP-B2g19qkW6cwtgK8K6w18W3ZVk2k7xGkQ7N93qGPySFrFdW7bGtCc3T-DpxW682DTX6VvcnhW8YcvXb90f2BgW8d6vWp9jP11WW1R3byS6QtYVMW6BZSTm4KNHpJVZ2YZF9jd_7dW2fmD2r2gyN9yW3nkkK31VbNgmW3vBZdk6Rtbk6VvXhpS3xYsKPW7GTSRv5tKJRmVNSMJn6D_3xdN4K8TgwStx0w3h3B1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgZmxW8dqbcQ5BBzw7W69g0Wt49sYGBW4ZmGH341L_SRW7dds0r8Yds5cVMrpTk3-xBs8V5cRTM1cw-TbW64zm_M7xXWb1N1vlGcCFf4g3W59vZbj2r1qfJW5CDx106SVHDvW6s0-qS3wbkx4W6SgtmW8bNKd3W6Nw6Zh4BmJCfN7P6KMfpzxHMW5Bygmv28DGz1W3gqsg_6tjGk3W5xPl_C2jkcscW7LHn4R3vQRkJW3Wp4cT5Hrf-FW6Yg2Bd2cZJZpW1bVcck8w5DdcW62hVzz1QTxzv3jWR1

of 31.0% ytd, ahead of MidCap (25.9) and LargeCap (25.1). All 33 sectors are higher ytd,
paced by these best sector performers: SmallCap Energy (93.2), MidCap Energy (73.4),
LargeCap Energy (54.5), SmallCap Consumer Discretionary (46.4), and SmallCap
Communication Services (38.3). The biggest laggards so far in 2021: MidCap
Communication Services (3.0), LargeCap Utilities (7.0), MidCap Consumer Staples (8.9),
LargeCap Consumer Staples (9.0), and MidCap Utilities (9.8).

S&P 500 Sectors and Industries Performance (/ink): Nine of the 11 S&P 500 sectors
rose last week, and four outperformed the composite index’s 2.0% gain. That compares to a
1.3% rise for the S&P 500 a week earlier, when seven sectors rose and four outperformed
the index. Consumer Discretionary was the best performer for a second straight week, with
a gain of 5.0%, ahead of Tech (3.3%), Materials (3.2), and Consumer Staples (2.4). The
worst performers this week: Health Care (-0.7), Financials (-0.6), Utilities (0.4), Real Estate
(0.8), Energy (1.3), Communication Services (1.4), and Industrials (1.8). With respect to
2021’s performance, the S&P 500 has risen 25.1% so far, with all 11 sectors higher ytd and
six beating the broader index. Energy remains in the top spot as the leading sector with a
gain of 54.5% ytd, followed by Financials (35.6), Real Estate (32.2), Tech (27.9), Consumer
Discretionary (27.8), and Communication Services (25.7). This year’s laggards to date,
albeit with gains: Utilities (7.0), Consumer Staples (9.0), Health Care (17.0), Industrials
(20.0), and Materials (21.0).

S&P 500 Technical Indicators (/ink): The S&P 500 rose 2.0% last week and improved
relative to its 50-day moving average (50-dma) and 200-day moving average (200-dma).
The index closed above its 50-dma for a fourth week after two weeks below, and was above
its 200-dma for a 71st straight week. The S&P 500’s 50-dma moved higher for a fourth
week after falling for two weeks for the first time since last October. The index improved to a
27-week high of 4.9% above its rising 50-dma from 3.2% above a week earlier and is up
from an 11-month low of 2.0% below in early October. The index had been mostly trading
above its 50-dma since late April 2020; in June 2020, it was 11.7% above, which was the
highest since its record high of 14.0% in May 2009. That compares to 27.7% below on
March 23, 2020—its lowest reading since it was 29.7% below on Black Monday, October
19, 1987. The price index was above its 200-dma for a 71st week last week, and improved
to a nine-week high of 10.8% above its rising 200-dma from 9.1% above a week earlier and
an 11-month low of 5.0% at the beginning of October. That compares to 17.0% above in
early December, which was the highest since November 2009 and up from the 26.6% below
registered on March 23—the lowest reading since March 2009. At its worst levels of the
Great Financial Crisis, the S&P 500 index was 25.5% below its 50-dma on October 10,
2008 and 39.6% below its 200-dma on November 11, 2008.


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgXKvW6W38646MWgd7W55Cr-v8nZJQ9W2cMQ-H6Zf2myW1R0Hf22GbKnRW6R5jlJ2TBR0rW8nLkqM25GB-4W4rTH5993M2DfW9lLwwq404CHGW7YQ_Cy2yCdp8W8Z2JfT7xpfkBW6QB8Rp3nwqRxW65GJrW8MrZQFW6jgTQ72RKDdhW1y692S4KzvDrW4xjPW28RNs--W7KLBvm2X9bJPW3gmgnS4Pxv1-N1mFNP1dDBybVLdmHR3F7Yg0W6cyVW03nv2VMW652rz-1svF8CW5ZcSsz3thQMW32fm1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6y3q905V1-WJV7CgD81N31fL8xF1gzXW8FMWbR3-0ZKWW5drdq35P7d3KW1M5z142YpK8bW1RTvR68fM6PNW4X0c2D1MhK5fN1pqnpfbzffPW4w0vWz4LZF-5W3D9hN46qKHVPW5PMVC63DYlcNW46zXgD4lHqdBW1tfKfg2MSs6SW5VtczW3QfX-PV6rxpm51tTX5W6FFk6g6l_NzcW439r858VzBZ9Vz39dC5Jnsh0W57j-mb6RDz2jW4RBrN14c0hsfW3Fn1M24l97GNW30RZKX1PpycyW4lHByf7WzNMwW7yYG8Z2bYnpRW54jR1m9gxRy13kDc1

S&P 500 Sectors Technical Indicators (/ink): All 11 S&P 500 sectors traded above their
50-dmas last week, up from ten a week earlier, as Communication Services moved back
above after being below for six weeks. That compares to just two sectors above in early
October and all 11 sectors above at the beginning of May. Eight sectors now have a rising
50-dma, up from seven a week earlier, as Consumer Staples turned higher w/w. That
leaves Communication Services, Health Care, and Utilities as the only three sectors with a
falling 50-dma. Looking at the more stable longer-term 200-dmas, all sectors were above for
a third week, up from nine at the beginning of October when Materials and Utilities dropped
out of the club for one week. All 11 sectors have had rising 200-dmas for 34 straight weeks.
For perspective, back in April 2020, just one sector (Health Care) was trading above its 200-
dma. Notably, Energy’s 200-dma finally turned higher in mid-December after mostly falling
since October 2018.

US Economic Indicators

Employment (/ink): Payroll employment was above expectations in October after falling
short the prior two months—and there were big upward revisions to payrolls in both
September and August. Payroll employment rose 531,000 (vs consensus estimate of
450,000) in October, while both September (to 312,000 from 194,000) and August (483,000
from 366,000) payrolls were revised higher for a net gain of 235,000. Total payroll
employment has recovered 18.2 million jobs since bottoming last April, though is still 4.2
million below its pre-pandemic level. Private payrolls expanded 604,000 last month, with
revisions to September (to 365,000 from 317,000) and August (504,000 from 332,000)
boosting employment by 220,000. Service-providing jobs added 496,000 in October after
slowing to a five-month low of 300,000 in September, while goods-producing jobs added
108,000—roughly triple the average monthly gain of 38,000 the first nine months of the
year. Industries posting the largest gain last month were leisure & hospitality (164,000),
professional & business services (100,000, including a 41,000 gain in temporary help
services), manufacturing (60,000), transportation & warehousing (54,000), construction
(44,000), health care (37,000), retail trade (35,000), other services (33,000), financial
activities (21,000), and wholesale trade (14,000). Meanwhile, government employment fell
73,000 last month, led by declines of 43,400 and 21,500 in local and state government
education employment, respectively. Here’s a tally of industry performances from strongest
to weakest since bottoming last April, and where they stand relative to last February’s pre-
pandemic levels: leisure & hospitality (+6.8 million & -1.4 million), retail trade (+2.2 million &
-139,700), professional & business services (+2.2 million & -216,000, led by temporary-help


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6y3q905V1-WJV7Cg--hW3L4lmy7tspgbW6wyfyB1qT9FrN563DGCpVVNgW1h9c_R7TWsR0VMPDKQ1SZvmVW3TNB035rVpF7W5sXFpJ48Gg9WW3bSbQX2Q0rQXW1RxsX33Mh465W7fDZ9L6F_p3_W2XQKzH4Q_BzsW29q82Q5DkQ1VW61gXXS70F1x6VKM6By6wtgbzW4dB-5H8zZ5txW6PCH8q5xfrbKW389nd44yKc38W30N78c5PBKLxN7LRhfzqKKzvW8jKzsb4d5D_XW3S4CXT96LkYmW7CVwkh4GwhkLW4Q90xn9dMcgmW1xdf-w2j9STr333G1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVxpdk5JfkL5F4_GxzmZmWfW6J3_6X4zCfRKN8GDX6f3q8_QV1-WJV7CgYwYW4rkPmj243ZNGW3t3JF83nqYsVVMpHwL2X1dX7W4PYzLW3MByXtW6rl5b_8NrvnnW7pF6m16WtxlxW6sCGSW1sgvd2N77QcVn3wD5dVCg8xB8sXCspW7sWn1R2lVRK7N1dMYHMmqh3tV7Lzp-99wHhnW961-dz1tmmVlN38gK04Yt-M_N5vXC1pLVyshW5Gn09f8x89C-W58W0yy4nH3d0W7flpbF8PBS1NW4v9Wtv5X8v8TW7mflK31KzLMLW1k5Ls88Kq4MLW8_xqrk4vP_1s3k8H1

services, +824,700 & -173,300), health care (+1.2 million & -459,500), manufacturing (+1.1
million & -270,000), construction (+963,000 & -150,000), transportation & warehousing
(+723,500 & +148,900), social assistance (+513.800 & -187,600), education (+376,900 & -
148,300), financial activities (+286,000 & +7,000), wholesale trade (+251,700 & -157.500),
information services (+159,000 & -122,000), and mining & logging (+29,000 & -39,000).
Here’s the same exercise for both local (+88,200 & -369.500) and state (+17,300 & -
204,700) government education jobs.

Earned Income Proxy (l/ink): Our Earned Income Proxy (EIP), which tracks consumer
incomes and spending closely, recorded its 17th increase in the past 18 months—up 0.5%
in October and 21.9% over the period—to yet another new record high. The EIP has
averaged monthly gains of 0.9% over the past eight months. The average hourly earnings
component of the EIP climbed 0.4% during October though only 3.0% during the 18 months
through October—as large employment fluctuations since February 2020 had complicated
the analysis of recent trends in average hourly earnings. Things are back on track, as
average hourly earnings rose 4.9% y/y in October, up from 0.3% y/y in April. Meanwhile,
aggregate weekly hours, the EIP’s other component, advanced for the 16th time in 18
months, by 0.2% m/m and 18.4% over the period.

Unemployment (/ink): October’'s unemployment rate sank to a 19-month low, while the
participation rate continued to move sideways. The unemployment rate dropped for the
fourth successive month, from 5.9% in June to 4.5% last month, as the number of
unemployed fell 255,000 and 2.1 million over the comparable periods to 7.4 million. The
former was at 3.5% before the pandemic hit, while the latter was at 5.7 million. The
participation rate remained at 61.6% last month—1.7ppts below its pre-pandemic reading.
By race, unemployment rates continued to fall for Whites (to 4.0% from 4.5%) and
Hispanics (5.9 from 6.4)—to their lowest readings since March and February 2020,
respectively—while the rates for African Americans (7.9) and Asians (4.2) held at their
September levels—which were the lowest since March 2020. By education, the rates for
those with less than a high school degree (to 7.4 from 7.9) and with a high school degree
(5.4 from 5.8) showed the biggest declines last month, while those with some college (4.4
from 4.5) or a bachelor’s degree and higher (2.4 from 2.5) ticked slightly lower; rates for the
first three were their lowest since March 2020, while the latter's was its lowest since
February 2020.

Productivity & Unit Labor Costs (/ink): Nonfarm productivity fell last quarter, as supply
shortages continued to impact output, causing a sharp acceleration in unit labor costs.
Productivity contracted 5.0% (saar) during Q3 (the steepest decline since Q2-1981’s -
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5.1%), after rising 2.4% during Q2 and 4.3% during Q1. Real output (to 1.7% from 8.5%)
growth slowed appreciably last quarter, while hours worked (7.0 from 5.9) picked up. Unit
labor costs (to 8.3% from 1.1%) spiked as productivity growth plunged; hourly
compensation (2.9 from 3.5) gains slowed last quarter and fell 3.5% adjusted for inflation.
Productivity can be volatile. Over the past four quarters, nonfarm productivity fell 0.5% yly,
with output and hours worked rising 6.1% and 6.7%, respectively; unit labor costs climbed
4.8% yly, with hourly comp up 4.3%. We track the five-year growth rate of productivity, and
we expect it to continue to trend higher despite Q3’s decline. The five-year rate was 1.6%
during Q3, basically tripling since Q4-2015’s 0.5%. It had increased to 2.0% during Q2 of
this year.

Merchandise Trade (/ink): The real merchandise trade deficit widened to a record $111.0
billion in September after narrowing from a then-near-record $105.0 billion deficit during
June to a $99.8 billion deficit in July—with trade being a major drag on Q3 GDP growth.
Real exports fell 4.9% in September after advancing 1.7% during the two months through
August and declining 2.7% during the two months through June, while real imports
increased 1.0% in September, matching August’s gain. Real exports and imports are up
0.8% and 9.9% yly, respectively, slowing from recent peak rates of 34.6% and 26.7%,
respectively, during May. Real exports of consumer goods (nonfood) excluding autos
climbed for the fourth time in five months, by 3.9% m/m and 16.7% over the period, to
another new record high, while exports of industrial supplies & materials tumbled 10.5% in
September after reaching a new record high in August. Meanwhile, real exports of foods,
feeds & beverages (0.4%) edged up in September for only the second time this year—for a
28.0% ytd plunge—while real exports of automotive vehicles & parts are down 17.9% over
the comparable nine-month period. Real exports of capital good ex autos held in a flat trend
around recent highs earlier this year, but has plunged 5.7% during the five months through
September. Looking at imports, real imports of capital goods ex autos continued to reach
new record highs in September, while real imports of industrial supplies & materials remain
on a volatile uptrend, soaring 18.2% since its recent low last September. Real imports of
automotive vehicles & parts are down 23.5% ytd (reflecting supply shortages), while real
imports of consumer goods (nonfood) excluding autos was little changed in September and
has dropped 6.0% since reaching a record high in March.

Global Economic Indicators

Global Composite PMlIs (/ink): Global demand accelerated again in October, as the
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service sector continued to strengthen while inflation remained elevated. The C-PMI
climbed to 54.5 last month after falling from 58.5 in May to a seven-month low of 52.5 in
August. The NM-PMI improved for the second month to 55.6 after easing steadily from 59.6
in May to 52.8 by August, while the M-PMI (54.6) remains stuck around recent lows the past
couple of months, down from May’s peak of 56.0. The C-PMI for the advanced economies
saw activity pick up for the first time in five months, climbing to 55.2, after slowing steadily
from 61.2 in May to 53.8 by September, while the C-PMI for emerging economies improved
for the second month in October to 52.8 after contracting in August (49.3) for the first time
since last June; it peaked at 54.9 in November. The report notes that growth accelerated in
the US, UK, India, Kazakhstan, and China (though only slightly), while growth eased in the
Eurozone and Brazil. Meanwhile, both Australia and Japan moved from contraction to
expansion in October, while Russia fell back into contractionary territory. On the inflation
front, shortages of raw materials and labor, coupled with longer lead times, has triggered
the fastest rise in input prices in 13 years, with record, or near record, cost inflation posted
across the six sub-sectors covered by the survey. This has led to the fastest rise in average
output charges in the series history.

Eurozone Retail Sales (/ink): Eurozone retail sales unexpectedly declined in September as
German retail sales (-2.5%) posted the biggest decline among the Eurozone members.
Meanwhile, of the top four Eurozone economies, the remaining three—France (0.9%),
Spain (0.5), and Italy (0.3)—were all in the plus column in September. Total sales fell for the
second time in three months, since reaching a new record high in June, down 0.3%m/m and
1.6% over the period, with a 1.5% drop in non-food products (excluding automotive fuel)
accounting for September’s decline. The two remaining main components were in the plus
column in September: Sales of automotive fuels advanced for the fourth time in five months,
by 1.1% m/m and 12.4% over the period, to within 1.7% of its pre-pandemic level.
Meanwhile, spending on food, drinks, and tobacco rose for the first time in six months, by
0.7% in September following a five-month plunge of 4.3%. On a year-over-year basis, total
retail sales rose 2.5% yly, with automotive fuel up 4.4%, nonfood products (ex fuel) up
3.7%, and food drinks & tobacco showing little change, up 0.5%. Among the top four
Eurozone economies, sales in France and Italy rose 5.9% and 4.1% yly, respectively, while
German sales fell 1.1% and Spain’s (-0.1%) was flat.

Germany Manufacturing Orders (/ink): The economy ministry noted that orders data over
the past several months have been distorted by uncommonly large orders for goods, such
as planes and ships, pushing the headline number up sharply during June and July.
German factory orders climbed 1.3% in September, driven by a big jump in orders from
outside the Eurozone, after plunging 8.8% in August and rising 9.8% during the two months
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ending July. Orders from outside the Eurozone jumped 14.9% in September, while orders
from inside the Eurozone slumped 7.3%—with the former up 15.9% ytd and the latter up
1.6%. Domestic orders sank for the third month, by 5.9% in September and 15.6% over the
period, and are down 3.6% ytd. “All in all, orders in manufacturing were at a high level and
exceeded their pre-crisis level of the fourth quarter of 2019 by roughly 13% in the third
quarter,” the ministry said. Here’s a look at movements in domestic orders, along with
orders from inside and outside the Eurozone for the main industry groupings in September
and this year to date: capital goods (-10.4%, -13.7%, +25.8% m/m & -4.5%, +8.6%, +24.5%
ytd), intermediate goods (-0.7, -9.6, -7.4 & -2.1, -4.0, -1.3), consumer durable goods (-18.4,
-3.8, -6.8 & -25.3, -10.3, +8.2), and consumer nondurable goods (-1.1, -4.1, +10.9 & +2.6, -
8.5, 0.0).

Germany Industrial Production (/ink): Germany’s production fell in September for the
seventh time this year, as supply disruptions continued to depress output. The headline
number, which includes construction, contracted 1.1% in September and 7.0% ytd, while
production excluding construction fell 1.4% and 6.6% over the comparable periods.
Production is 9.5% below pre-pandemic levels. Capital goods production fell for the fourth
time in five months, by 2.8% m/m and 11.0% over the period, while intermediate goods
output sank for the fourth successive month by 4.9%. Meanwhile, consumer durable goods
production dropped 2.0% in September and 8.7% the past two months, while nondurable
goods output has been volatile around recent highs.
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