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Inflation: Blast from the Past

Check out the accompanying chart collection.

(1) Similarities and differences between now and the 1970s. (2) Productivity should make all the
difference. (3) Our upwardly revised inflation forecasts. (4) Commaodity prices still rising. (5) Labor
shortages empowering workers. (6) Short-term wage-price spiral unlikely to persist if productivity
grows. (7) Biden puts OPEC+ in driver’s seat. (8) Hilarious US Energy Secretary laughs out loud. (9)
Policy response to climate change is inflationary. (10) Record US imports despite supply disruptions.
(11) Moderating and accelerating inflation components. (12) “China price” now a source of US
inflation. (13) Movie review: “Silk Road” (+ +).

Bulletin Board. Join Dr. Ed’s webinar on Mondays at 11 a.m. EST. You will receive an
email with the link to the webinar one hour before showtime. Replays are available here. A
complimentary copy of Dr. Ed’s newest book In Praise of Profits! is available here.

Inflation I: Gerald, Jimmy, and Joe. The similarities between the Great Inflation of the
1970s and the current rebound in price inflation are mounting. However, there are important
differences as well, which continue to support our Roaring 2020s economic growth
scenario.

The biggest difference between then and now is that productivity growth collapsed during
the 1970s (Fig. 1). This time, productivity growth has been rebounding since late 2015 and
should continue to do so over the rest of the decade. If so, then the prolonged wage-price
spiral of the 1970s is unlikely to be repeated during the current decade (Fig. 2). That doesn’t
rule out a short-term wage-price spiral, which seems to have started this year and could last
through next year. That's happening because short-term supply-chain disruptions have
been impeding productivity, which fell 5.0% (saar) during Q3 (Fig. 3).

In the October 27 Morning Briefing, we wrote: “We are also raising our inflation forecast. We
expect the headline PCED to increase 4.5% this year and 3.5% next year. It was 4.4% yly
during September. We expect it will range between 4.0% and 5.0% through mid-2022. Then
it should moderate to 3.0%-4.0% during the second half of next year” (Fig. 4). We added
that we “won’t be surprised if the FOMC decides to raise the Fed’s inflation target from 2.0%
to 3.0% next year.”
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Let’s review some of the disturbing parallels between the 1970s and the current situation:

(1) Soaring commodity prices. The CRB raw industrials spot price index soared to new
record highs during the 1970s (Fig. 5). Since bottoming on April 21, 2020, the index is up
59% through Friday’s close, holding near last Tuesday’s record high. The price of a barrel of
crude oil soared during the 1970s to record highs (Fig. 6). It's been soaring again over the
past year, though it remains well below the 2008 record high. However, both energy and
food inflation rates in the CPI have been heating up recently, which is somewhat
reminiscent of what happened during the 1970s (Fig. 7).

(2) Rapidly rising wages. As | discussed in my book Fed Watching (2020), during the 1970s,
labor unions were still powerful in the private sector. The biggest ones negotiated cost-of-
living adjustment (COLA) clauses in their contracts with companies. So the rapid increase in
energy and food prices automatically boosted their members’ wages. With productivity
growth falling, the result was a rapid increase in unit labor costs, which put upward pressure
on prices. (Here is an excerpt from Chapter 3 of Fed Watching, covering The Great Inflation
of the 1970s.)

Today, a similarly driven wage-price spiral seems less likely. Unions aren’t as powerful as
they were back then, and COLAs are long gone. However, labor actually may have more
leverage over wages today than during the 1970s as a result of chronic labor shortages.

Last week in the November 8 Morning Briefing, we wrote: “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. 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.

“The underlying growth rate in the working-age civilian population determines the underlying
growth potential of the civilian labor force ... 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” (Fig. 8).

Also last week, in the November 9 Morning Briefing, we observed that the wage increases
of lower-wage workers are outpacing consumer price inflation, while the wage increases of
higher-wage workers are lagging price inflation. That’s because there are more shortages of
the former workers than the latter.
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In any event, we believe that chronic shortages of labor will be the main driver of the
productivity boom of the Roaring 2020s. The current decade, similar to the 1920s, should
see a great amount of technological innovation that increases both the manual and mental
productivity of workers as well as their standard of living.

(3) OPEC is back in control. During the 1970s, former President Gerald Ford wore a pin
with the acronym “WIN,” which stood for “whip inflation now.” Former President Jimmy
Carter donned a cardigan sweater to encourage Americans to turn down their thermostats
to reduce rising energy costs. Now the specter of inflation is stalking President Joe Biden.

In a November 5 Bloomberg News interview about the administration’s decision not to boost
domestic oil production to help lower prices, instead relying on foreign oil production, US
Energy Secretary Jennifer Granholm burst out laughing. Bloomberg’s Tom Keene asked
her, “What is the Granholm plan to increase oil production in America?” She laughed,
saying, “That is hilarious. Would that | had the magic wand on this.” She added, “As you
know, of course, oil is a global market. It is controlled by a cartel. That cartel is called
‘OPEC,” and they made a decision yesterday that they were not going to increase beyond
what they were already planning.”

In a Sunday, November 7 interview on CNN, Granholm was asked whether energy costs
would go up. She said, “Yes, this is going to happen. It will be more expensive this year
than last year.” The Energy Information Agency warns: “We expect that the nearly half of
U.S. households that heat primarily with natural gas will spend 30% more than they spent
last winter on average if it is a normal winter.” Turn your thermostat down and button your
cardigan!

On Monday, November 8, Granholm said that Biden may act soon to address soaring
gasoline prices, having pleaded with OPEC to supply more oil without success. She said he
might authorize a sale from the US Strategic Petroleum Reserve, which is held in a series of
caverns on the Texas and Louisiana coasts. Now that would be hilarious given that US
frackers easily could pump up production if they weren’t held back from doing so by the
administration’s regulatory hurdles.

(4) Climate change regulations. Despite the 66.5% ytd increase in the price of a barrel of
West Texas crude oil, US crude oil field production is up just 4.3% ytd to 11.5 million barrels
per day during the November 5 week (Fig. 9). It’s still well below its pre-pandemic high of
13.0 mbd during the October 11 week of 2019.


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn9h3q90_V1-WJV7CgGmQW4Q4JxT5x3RtRW6pDVPn3JjfxSW79_k_q4C3rZQW4lH9R83Tcqd9MV6pJJzLVPMW9hvPPX4CDH2cW4RVl_c1sdzxQVJvLdq3fPR0hW3tN5782-XRR1W47svd26pkVt1VBm0XH6szVy-N1kCqrNXKF3NW1BnMN-8q49z4N5PG3GT9HCM3W1gGpcc6PCpswW4yHHz_6PNxRzW1qdBBB2JFl3yW78PSTb2cBmmYW194FPq1DsbncW59_XVg7DbVbHW8CfBLY3r_pnsW7j-ZKH1_TWkVW4SDCb-4H46K8W1ZtRNz8TrPMYW1gxpd126dK-VW6HcqMg8DTFXbW34Br777j9W5kW4M5-PF1sXK1dW53n04-8YGzqyW8b6BB1370YXb3dQH1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgSyPW8SWcDG192c8JW76scBk42HV-6W97tCDl8-kQrFTTzZJ8hn3DnW6dn8Y28rT6WKVZr2Hd79Fr0SW1j5lQ44M1S52W3rQfbV818FR7W2rF3vd7j3zNQW3Q9-Vk2YlBmFW1lF2Yz1b7ryQW6cvH4w2SqxjKW5hZMys3gwmyJW3DRl3S3wk6DfW81RGRp6RMxy5W7P8-z23MB9pvW305SVl8rwk5yVs-BGH8Cd736W2YFf9Z94KGPDW399vYX5j_R99W7gZ_bf1M489dW6Fjy8Y8Rm0PB3dJB1

Oil producers are taking the threat of climate change activism very seriously. Activists are
pushing to replace fossil fuels with renewables. As a result, oil producers are slashing their
capital spending. What’s the point of finding more oil if it's likely to be worthless in 30 years?
It makes more sense to produce less and sell what you have left at higher prices. This
certainly explains why OPEC+ has turned a deaf ear to Biden’s pleas that its member
countries produce more oil.

During the 1970s, OPEC cut production to boost the price of oil. It did so because higher oil
prices boost its members’ oil revenues. By refusing to produce more now, OPEC again is
aiming to boost members’ revenues—by maximizing what oil fetches today given that it may
very well be worthless in the not-too-distant future.

One more thought: If the price of oil goes high enough, there could very well be a backlash
against climate activism.

(5) Challenges to globalization. The Cold War was still hot during the 1970s. It wasn’t until
the Berlin Wall came down in 1989 that globalization got underway. It was accelerated by
China’s admission into the World Trade Organization in late 2001. Globalization has been
one of the four most powerful deflationary forces since then. (See my “Four Deflationary
Forces Keeping a Lid on Inflation.”) Mounting trade tensions between the US and China, the
pandemic, and supply-chain disruptions all are challenging globalization.

(6) Déja vu all over again? On the other hand, there are some very significant differences
between now and the 1970s. The dollar remains strong these days, whereas it was very
weak back then after former President Richard Nixon closed the gold window on August 15,
1971. Productivity is showing signs of rebounding now, not collapsing as it did during the
1970s. Technological innovations have never been cheaper, more user friendly, or as useful
for increasing the efficiency of every business as they are now.

Inflation II: The Supply Side. What about supply-chain disruptions? During the 1970s, they
were mostly limited to the availability of oil during the 1973 and 1979 energy crises.
Consider the following aspects of the current situation:

(1) Supply disruptions may be less prolonged than widely feared; they’re likely to be mostly
resolved by mid-2022, in our opinion. Here is Exhibit A: Inflation-adjusted imports in the US
GDP accounts rose to a record high during Q3 (Fig. 10). Granted that without supply-chain
disruptions, they might have been higher.
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgPkSW24QR_z8d-t10W6QGMBx3h5Cr9W1Khrgk7h6mmwW8JtQdZ5YkstCW28TNJ88J4f2wW23XrMX5GFX3tW7Gpf2D6NGy-7W7pQCVx6-qk6hMbRVFt7RJ6FW9l3cl-75TCSVW9c5-tp7k6_kJW5P9BmP5-PWJ1W8rHsby1G4BwcW1Pn3LP239HRMW3J3czm8xqhWMN40bRt5DsCd9W6J0CH75M0b4HM_cpHB4GkGxW32ZZBh8BqmK7W1rZqlh8VtSBtLkfbbvnll7N6jx7B3l2JdS3dZX1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgF9WW5txBXc1XxGjdW1k44K66ngNy7W6dD1_s80Qc1TW8WvbFK62ZFH7W2knwX43Cnh1QW6-Qb8d1Q6JQgW4RmpdW4nGFybW7Dj2lt49p3bkW3-FsL57-VrzLN4fLb8NnJWxfV2_JQH2qm33CW8nPGMS4SYkwyW3zDp-p74gqWgVWDdYJ6pCrfnW6_wn733WkdzsN1DCl5kQ4vcmW1Q6dbq60Nj8yW1Y2XDp5Ny5JcW18gXkD6HZrdTW10ZCB42kqm92W43mhkv4yFvWHW4GfPJ05g_BC13pK51

(2) The Biden administration claims that its recently passed infrastructure bill will help to
relieve transportation bottlenecks that have disrupted supply chains. We hope so, but we
worry about the shortage of labor. Construction is extremely labor intensive and not known
for productivity. So the new legislation will make starting and completing projects take
longer and could drive up labor costs.

Furthermore, US Transportation Secretary Pete Buttigieg will have a great deal of say in
allocating the funds for infrastructure spending. He has very progressive views on the role
of infrastructure in our society.

Inflation lll: Here and Now. October’s CPI was unsettling, for sure. It confirmed the sea-
change in the consensus view of the recent surge in inflation: It is no longer widely
perceived to be transitory, but rather persistent. The question is: Will it persist as long as the
high inflation of the 1970s did? We don’t think so, for the reasons discussed above.

Let’s mine the latest data for some clues about the likely persistence of inflation:

(1) Headline and core. The headline CPI was up 6.2% y/y through October (Fig. 17). That’s
the highest since November 1990. The core rate was 4.6%, the highest since August 1991.
The good news is that the comparable three-month annualized inflation rates peaked during
the summer and were down to 6.6% and 3.8%, respectively (Fig. 12).

(2) Moderating inflation components. During the spring and summer of this year, inflation
was widely viewed as transitory because of the base effect. Some prices that had been
depressed by last year’s lockdowns and social-distancing restrictions rebounded sharply
earlier this year as the economy reopened. Now they are settling down.

For example, over the past three months through October, at a seasonally adjusted annual
rate, the following CPI prices have fallen: airfares (-62.0%), car & truck rentals (-33.6), and
lodging away from home (-8.6). The CPI for used cars & trucks is up just 0.9%, after
jumping by as much as 121.8% as recently as June.

(3) Accelerating inflation components. The problem is that prices have been heating up
recently in other parts of the economy. Over the past three months through October, the
CPI for food is up 9.0% (saar). Also rising more rapidly on this basis are new vehicles
(15.7%), motor vehicle parts & equipment (16.2), household furniture & bedding (20.2),
household appliances (10.0), hospital services (5.7), and energy services (21.7).


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgZG8W3tlSb38Px01LVCzCd36mmb0xW9kz87890zj76W1jV8-L3rNSkbW7gbpvB4p3WZRW1nrzkW6sBD6cW83vZl58sY55MW4F-xwH78FVkzW52MlLR2SRV8SW76qCWH6mBCwvW4Xn_cx857pgVW16M0wZ2zHm0tW1bq4DV4kZc-PN5ZBgBccZ9FCW9lVYKW1XM8LrW25LqZs4YZD7lW2BwCZj3dtwQGMvnC_y4CQ9rW59tly8871NK9W51g0-S10-HkbN7WDYm-pKKW3W4CDc5q57lcMH3dlD1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgHwPN5sR7dBz4JzRW56-rjq2T6-yTM8K2dCBGlTnVMhBcp4_lyszW57y7hN15j8zTV1vKjY6DB0hvW8rCjB15lsvCfV_JP_83d6ppzW97sKsR268qgmW7JTZQZ5-HWZpMbPhLtd1QyKW2tbfrb72k6VlW35p9_S7dHtPPW4CB_7v8S3fFKW2yWSj77p_hnSW646_7_3V7pZPW5f1bQZ2LMgdcW3B03r735b1qzW4Yfkw57PsBjYVKG8ZQ1Dj2R2W3zbN_Y4HmP6FW4Xs5kc4xS7xK3g4g1

Especially troublesome is rent of primary residence (4.8) and owners’ equivalent rent (4.5)
(Fig. 13). Granted, these are relatively small increases, but they’ve risen rapidly since the
start of the year, and they have large weights in the CPI, i.e., 7.6% and 23.6% respectively.
The good news is that their weights are smaller in the PCE deflator at 3.6% and 11.3%.

Inflation IV: Made in China. Finally, we find it interesting that the close correlation between
the PPI inflation rates for China’s total industrial products and America’s finished goods has
never been closer than over the past year, with the former up 13.5% y/y and the latter up
12.5% yly (Fig. 14). China’s soaring PPI has been led by a 103.7% increase in coal prices,
which has caused a 40.7% increase in China’s CPI for fuel and power (Fig. 15).

Ironically, the “China price” was widely viewed as the source of disinflationary pressures on
US prices until recently. Now it may be contributing to some of the inflationary pressures in
the US.

The good news for inflation and the bad news for climate activism is that coal prices have
been falling sharply recently in China, as the government is doing whatever it takes to
produce more coal to generate electricity.

Movie. “Silk Road” (+ +) (link) is a crime thriller docudrama based on the true story of Ross
Ulbricht, who developed Silk Road—essentially an “Amazon” for illegal drugs on the
Darknet. Ulbricht built his empire from 2011 until his arrest in 2013 after attracting the
attention of the FBI and DEA. In February 2015, Ulbricht was convicted of conspiracy to
commit money laundering and computer hacking and to traffic fraudulent identity documents
and narcotics via the Internet. In some ways, bitcoin steals the show. Ulbricht’s illegal drug
trades all were conducted in the cryptocurrency and recorded in the blockchain, a public log
that provides anonymity to users who don’t link their identities to their online “wallets.” This
raises the question of why so few governments have banned the cryptocurrencies that
facilitate criminal activity.

Calendars

US: Mon: Empire State Manufacturing Index 21.6. Tues: Retail Sales Headline, Core, and
Control Group 1.1%/0.8%/1.0%, Import & Export Prices 1.0%/0.9%, Headline &
Manufacturing Industrial Production 0.7%/0.8%, Capacity Utilization 75.7%, Business
Inventories 0.7%, NAHB Housing Market Index 80, Weekly Crude Qil Inventories, TIC Net


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgPZxW7g6hmt6Qz9DrW31gW4R4w1GmQW2Q3KGs6PhGRjN8JwNCB1XQJ8W7B1w1G1WTX1FW6BbGf78Dz0mtN8gp2KtTm4T6W9f_XDB1RlNJBW6n7VfC12H6JtW3nfzmf46L-ZxW8SrYW048-hXqW51j3662Qjr0xW78SCcC9c7WxTW2gyJjz6RprFtW8QzBDK7GWCS7M8YqwmN_nlDW2XQHNZ17xVrVW5C1tqY68KrQNW1WF6K65Nvf6WW75gC3n826wjLV8rD0F1Dp5rvW6nYlDh3V6PyN37t81
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgS2BN1bPS2YqRBzrW5LFXkN2QGhNsW8Mvcz07YQsD5W5c5Qfj1M0JrMW4TyRDJ7p2xxwN2rMZqQnYHKPW7TQ17k981KnhW79h1b794DZ-rN6-LWMsyrxNwW34sBsg3sz3sbW4Bw8XF5ST48ZW4D0FC43TwlTGW4PFYDm6_kQ4DW6HFhX55bPW5TW3Hp0KL6ykrjYW8g5Rp12mG473W4_mDXY3tn3mvW6WjLY57DsfTmW2tGdHW3PHyv6W1Gfy2r86N5h0W7zmRky3mNwC_VwQFQR1gLVkx36gY1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgWvSW4zq14r4zm5NsW1nNzNs2wZzHqW4lxdr1351XsWW2F0tpm5PLNszW170pP55lCXGVW2mVBqx1pxGCCW6rWWCr4z2pvPVd1tGL4V69TRV6qhm81psTGtV97r514Fh-xTVbfRYg2f6HWZN8TrT3xlHKNcW8dyyDh1NxjpbW8t1Q9n5xMpYBW25_y6l7bSx5yW3ps8KV3kL3xdW7_1vLz4kkyyDW5w-qw_7yx6GpV6RWdy2Zmd8YW2J5KB68m00JmVqblBZ807w-QW7ks8l24NyQJr35K11
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7Cg-Q3W3HmJSf3v4YfKW4TwS0H2wxvv_W7yqtvW8NvBGXW6q7hTp5HZb54W33-WpX7gBT2YVkHsYM1RMsc1W75dPx21v53L9W3PQ6Nh1k1prtW5BhZ6D5JMd1pN7lbWmPvtKrNW28fpPy6Z0SDVW2qY2Js6sJvnBW1Pbvd-4QxqzVW6fLsz06h7NBFN642zj_X1qXbW26_xGJ17ptzLN9bR7Cs4cTPFW3GxdgC3wQgDGW5zMhkb4-_0npW6Vyw1K6lJQZ0W6f2fV-2QGpDRW8hZhls4s121r3b-X1

Long-Term Transactions, IEA Monthly Report, Barkin, Bostic, Daly. (Bloomberg estimates)

Global: Mon: Eurozone Trade Balance €6.5b, Canada Manufacturing Sales -3.0%, RBA
Meeting, Haskel. Tues: Eurozone GDP 2.2%q/q/3.7%yYyly, Eurozone Employment, France
CPI 0.4%m/m/2.6%yly, Italy CPI -0.1%m/m/2.9%yly, UK Average Earnings Including &
Excluding Bonus 5.6%/5.0%, UK Employment Change 3m/3m 180k, UK Unemployment
Rate 4.4%, Japan Core Machinery Orders 1.8%m/m/17.4%yly. (Bloomberg estimates)

Strategy Indicators

Global Stock Markets Performance (/ink): The US MSCI index fell for the first time in six
weeks as it edged down 0.2% last week to 0.4% below its record high on Monday. The US
MSCI ranked 20th of the 49 global stock markets that we follow in a week when 16 of the 49
countries rose in US dollar terms. The AC World ex-US index performed better, rising 0.3%
to 2.2% below its June 15 record high, as nearly all regions rose. BRIC was the best-
performing region last week, with a gain of 2.6%, ahead of EM Asia (2.2%) and EM Latin
America (1.9). EM Eastern Europe was the biggest underperformer with a decline of 4.4%,
followed by EMEA (-1.0), EMU (-0.7), and EAFE (-0.4). Chile was the best-performing
country last week, with a gain of 4.1%, followed by Brazil (3.7), China (3.5), Peru (2.7), and
Israel (2.1). Hungary was the worst performer, with a decline of 7.6%, followed by Pakistan
(-6.7), Poland (-5.2), Russia (-4.0), and Argentina (-4.0). EMEA is now the top-performing
region ytd with a gain of 27.8%, ahead of the United States (24.0), EMU (13.8), EAFE
(10.1), and the AC World ex-US (7.8). The following regions are lagging the AC World ex-
US: EM Latin America (-10.5), BRIC (-5.2), and EM Asia (-2.7). The top-performing
countries ytd: Argentina (37.7), Austria (37.6), the Czech Republic (35.7), the Netherlands
(32.9), and India (29.8). The biggest laggards of 2021 so far: Pakistan (-25.9), Brazil (-19.6),
Turkey (-19.0), Peru (-18.5), and New Zealand (-15.8).

S&P 1500/500/400/600 Performance (l/ink): All three of these indexes were at record highs
on Monday, but ended the week with small losses. MidCap ticked down 0.1%, followed
closely by LargeCap (-0.3%) and SmallCap (-0.7). MidCap is just 0.2% below its record
high, while LargeCap and SmallCap are down 0.4% and 0.7%, respectively, from theirs.
Eleven of the 33 sectors were higher for the week, compared to 31 sectors rising a week
earlier. LargeCap and MidCap Materials were the best performers of the week, each with
gains of 2.5%, ahead of SmallCap Materials (0.9), MidCap Industrials (0.8), and LargeCap
Health Care (0.6). SmallCap Energy and LargeCap Consumer Discretionary were the worst


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgCXcW7tcMXd7rWrN0W2hRCW42dBbZTN4D_DlWb_8DdV2lBZR38gC8xW8j-wF-74_z3QV5CMkY4DBKBcW6zMylF4MyM5MW2rPr3X3J7qWwW96GMxP8D095KW45sy0D1MtjH2W694PLk8N7KP1V9TsYs8DkSrhN2-GsHMmGHSTW8MNV4_2Jhh-7W6xPpS-4tPvL7W45Fn4V8V8yhCW1jL-c-6Crt6mW3QGxlf6F8GWJVjRzzH6nbM3VW3sDWm53DzX0FW3WL9ns9l6GQWW5q5v095bTvM_3fmN1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgTJHW9l5L6l2tgNkjW6zRds940ptjTW5fLcxV3TYjWPN61BtDW2WmLJW75tbKt7bs97cN5drCCzVDyC9W7wrC9C1tyzfFVZ4dVV5Sn_fGW3vCZCf20CpnhW8LsPGx91X19tW4Fvh2z1bDhWsW2VDpW_5-7WlVW1s55vc3d53RmW3N2RSB2SQglbW8dzWlx5B_5gZV2Zz0J91-z-wN6YKDKBKLjmsW1sC9892815n6W5t-gR4440CpSW6j0k4s988bL9W8DgJ3J25011kW8mqC7j30t1zK3bN61

performers, with declines of 3.2%, followed by SmallCap Real Estate (-2.1), SmallCap Tech
(-1.8), and LargeCap Energy (-1.7). SmallCap remains the leader in the 2021 derby with a
gain of 30.1% ytd, ahead of MidCap (25.8) and LargeCap (24.7). All 33 sectors are higher
ytd, paced by these best sector performers: SmallCap Energy (87.0), MidCap Energy
(70.6), LargeCap Energy (51.9), SmallCap Consumer Discretionary (46.4), and SmallCap
Communication Services (36.5). The biggest laggards so far in 2021: MidCap
Communication Services (1.4), LargeCap Utilities (5.8), MidCap Consumer Staples (7.7),
MidCap Utilities (8.7), and LargeCap Consumer Staples (8.8).

S&P 500 Sectors and Industries Performance (/ink): Five of the 11 S&P 500 sectors rose
last week, and seven outperformed the composite index’s 0.3% decline. That compares to a
2.0% rise for the S&P 500 a week earlier, when nine sectors rose and four outperformed the
index. Materials was the best performer with a gain of 2.5%, ahead of Health Care (0.6%),
Industrials (0.4), Financials (0.3), Tech (0.2), Real Estate (0.0), and Consumer Staples (-
0.2). The worst performers this week: Consumer Discretionary (-3.2), Energy (-1.7), Utilities
(-1.1), and Communication Services (-0.5). With respect to 2021’s performance, the S&P
500 has risen 24.7% so far, with all 11 sectors higher ytd and five beating the broader
index. Energy remains in the top spot as the leading sector with a gain of 51.9% ytd,
followed by Financials (35.9), Real Estate (32.1), Tech (28.2), and Communication Services
(25.1). This year’s laggards to date, albeit with gains: Utilities (5.8), Consumer Staples (8.8),
Health Care (17.7), Industrials (20.5), Consumer Discretionary (23.7), and Materials (24.1).

S&P 500 Technical Indicators (/ink): The S&P 500 fell 0.3% last week and weakened
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 fifth week after two weeks below, and was above
its 200-dma for a 72nd straight week. The S&P 500’s 50-dma moved higher for a fifth week
after falling for two weeks for the first time since last October. The index fell to 4.2% above
its rising 50-dma from a 27-week high of 4.9% a week earlier, but 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 72nd week last week, but dropped to 9.9% above its
rising 200-dma from a nine-week high of 10.8% above a week earlier. That’s still up from 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,


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgGldN3kClRf1ljrwN4B2wnzX2gL9W813hTn58P9j5W2hLGD06S89YqW1yWgjp75GZV0W5Y6gWc1MlFGpN1hTKNDXCKqbVSbB6r5j9NZrN3rnl8LsYyyhW8PF5kj7hWRlvW8xhZzC1l2RjTW8VYVc26tsRpQVybBYj5LYx-3W7tSDLw1LCYhyW7XxVK_1RbJJFW58yLjV4w6mW3W3fWLB-6SYF9mW2ljZ708J2sQWW21z0nw84QCFDW5m2Dlp7cvrnjW7bSq7g2nDphtW5QGblt2NgJBb368H1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn8p3q905V1-WJV7CgRhlW6nJ5wt7b4NhTW4GWHtw1LJrvRW5j07zD1HPmpCW62WMj-5wQ68YW4wMzMc9l3MH_W5g83qS4wg_hLW777PR84ZBW7bW3fyLzj8Qs7-0W6QQsCS3zlsG1W5QGmmj4wPwB2W89jWv46V_pZvN26C5n7V2w1NVp6phX6y2b_hW18Hdzl7jYrQMW9382zj8pGXMBW5FwqZl3RbNgbVBYlRD4F8JfkW2KdH8z9g6hhsW1cFNtb7m6lM0W1Llbls575L8wW3jj8sC4MVpPLW7___NS2Hk3H5W3VNb8D47m8dkW1p28kY8yHTkc3lDW1

2008 and 39.6% below its 200-dma on November 11, 2008.

S&P 500 Sectors Technical Indicators (/ink): All 11 S&P 500 sectors traded above their
50-dmas for a second straight week. That compares to just two sectors above in early
October and all 11 sectors above at the beginning of May. Seven sectors now have a rising
50-dma, down from eight a week earlier as Real Estate turned lower w/w. Communication
Services, Health Care, and Utilities are the other three sectors with a falling 50-dma.
Looking at the more stable longer-term 200-dmas, all sectors were above for a fourth 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 35 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

JOLTS (link): Job openings—which had been soaring in prior months—retreated again in
September, while a record-high number of people quit their jobs. Job openings sank
191,000 in September and 660,000 during the two months ending September to 10.4
million. It had soared the first seven months of this year (by 4.3 million) to a record-high
11.1 million in July. Job openings fell in several industries in September, with the most
notable decreases occurring in state & local government education (-114,000), other
services (-104,000), accommodations & food services (-81,000), and real estate and rental
& leasing (-65,000). Increases occurred in health care & social assistance (+141,000), state
& local government, excluding education (+114,000), wholesale trade (+51,000), and
information services (+51,000). Here’s a look at the industries posting the biggest ytd
increases in job openings: accommodations & food services (693,000), followed by health
care & social assistance (554,000), manufacturing (418,000), retail trade (357,000), and
professional & business services (308,000). Turning to quits, this measure is generally
voluntary separations initiated by the employee and therefore can be viewed as the
workers’ willingness or ability to leave jobs. The number of quits climbed for the seventh
time this year, by 164,000 m/m and 1.0 million ytd, to a record-high 4.4 million—exceeding
its previous pre-Covid record high in July 2019 by 807,000. Most of the recent increase
occurred in sectors that involve close contact with the public—with recent Covid fears likely
playing a role. Another factor boosting the quit rate (which is at a record-high 3.0%) is that
employers are raising wages and incentives amid a severe labor shortage, which gives


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn8p3q905V1-WJV7CgYVhW2TsN_j34f35KN16pjVf2bcCHW6cjnSF8BsrYZW204yxJ2FvCQCW3nkf368Nx68CW5vyxnl18LStcVymBX08klVVhW7CDMhJ5hTdWMVhHSC85syfz6W3qTWtm5tMTv1W44RVVt6Cpd9LW6r4ntb5fwC1jN21YSKgfN4kHW6D2JPm6p76vDW4LGHh-5vNM60N44gY_t9R42hW7CsSn663JJZgW6wNKBm4vyG6fVRmJxt4FL4D2W1BZN7v5524FSW378yTx4YXTYLW1DtPpd4Kq08VW7_X6F66cm71lW2rRCbp6LK2Rm32WB1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgKt0W4-7kG272HWJVW2DDwJQ8KRQzCW5QGcYp4563bMW4xYZMD5fF5qDW2BbKcc7X-sl8W6J0tgQ58PZ9dW1f6kw454D5htW3gJ1nd32l0FjW2x-HCp8qyGj8W173RRz7lP5h6W5zMwwB36-mXWW6K-M8F4n0PDZW4MwNB444qnHQW6Drhnc2Nm_g1W7H_6XQ4Cz86gN1x3fbvrZpbFW5SL6643TTSvfW3jNmKT8nk0jSW244Vb693h8HmW452FlM3gFThNW2fxYyR5dBs4qW5HSgZB1-9Zc83f8-1

confidence that they can get better pay elsewhere.

Consumer Sentiment Index (/ink): The Consumer Sentiment Index (CSI) sank in mid-
November to its lowest level in a decade “due to an escalating inflation rate and the growing
belief among consumers that no effective policies have yet been developed to reduce the
damage of surging inflation,” noted Richard Curtin (the survey director). The CSI slumped
for the fourth time in five months by 4.9 points in mid-November and 18.7 points over the
period to 66.8. The present situation component dropped to 73.2 in mid-November from its
recent peak of 97.2 in April, while the expectations component slumped to 62.8 from its
recent peak of 83.5 in June—both to their lowest levels in years, since August 2011 and
October 2013, respectively. The expected inflation rate soared to 4.9% in mid-November—
the highest since 2008. Rising prices for homes, vehicles, and durables were reported more
frequently than at any other time in more than a half century, according to the report.

Global Economic Indicators

Eurozone Industrial Production (/ink): Headline production in the Eurozone, which
excludes construction, contracted in September for the second month, slipping 0.2%
following a 1.7% loss and a 1.3% gain the prior two months. It's 1.6% below its pre-
pandemic levels as supply-chain disruptions depressed production of many products.
Among the industrial groupings, movements during September were a mixed bag, with
capital and intermediate goods output falling and consumer durable and nondurable goods
rising, while energy output held steady. Capital goods output fell for the fourth time in five
months, by 0.7% m/m and 5.5% over the period, while intermediate goods production fell for
the second month by 0.2% m/m and 1.6% over the period. Production of consumer durable
goods remains in a volatile flat trend around recent highs, climbing 0.5% in September after
falling 3.5% in November, while consumer nondurable goods output is on a steep
accelerating trend, rebounding 1.0% in September from August’s 1.1% drop—to within a
tick of July’s record high. Looking at the top four Eurozone economies, here’s how they
performed since bottoming last April and relative to their pre-pandemic levels: Italy (+78.7%
& +1.5%), Spain (+48.8 & -0.7), France (+45.3 & -5.1), and Germany (+27.0 & -10.7). The
changes in industrial production for the month of September were mixed bag, with Germany
(-1.4%) and France (-1.3) in the red, while output in Spain (0.2) and Italy (0.1) edged higher.

UK GDP (link): Real GDP rose a larger-than-expected 0.6% in September, but there were
downward revisions to both August (to +0.2% from +0.4%) and July (-0.2 from -0.1). The
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWxBWlw77_0W2hlXDb1s2N4VW2F3lfm4zVbb4N91mn853q8_QV1-WJV7CgLyhW6Ty8Wf2WW0BnW3MCCCz2Xvjy_W5wyVz43QZ8zxW3rDyKP6LZx1yW24CNfJ62BR4sW5lWQS23xqrb0W3mBMN535ksZlW3yhS2N8G3L7zW7Kl_l21C4QF9W8GNWmZ28tCGBN3GP8c8LsJjbW5M1G1K349VqmN7QkqqSczzsMW8d4C_k8nJNWtW5RSy3H2JQj12W2nC-HV98nl5pW4VJKBh89h3_bW7Nwc8v7lNgdgN3gFCXSLxjMcW7TqsPj59htq6W3rpQYN5fMh31N8Ltj05z3T3J3qsL1

service sector, which accounts for roughly 80% of the UK economy, rose 0.7% in
September following a 0.1% gain and a 0.2% loss the prior two months, as a further easing
of restrictions and a reopening of the economy boosted hospitality, arts & recreation, along
with the health sector as more people returned to the doctor’s office. Meanwhile, supply
shortages caused a 0.4% decline in the output of production industries during the month,
with manufacturing output falling for the third time in four months, edging down 0.1% in
September. Wholesale & retail trade shrank 1.5%, reflecting weak consumer spending.
Meanwhile, construction output rebounded 1.3% in September after contracting three of the
prior four months by a total of 3.1%. For the quarter, real GDP growth slowed to 1.3% from
5.5% during Q2, a period when restrictions on activity were being lifted, as real consumer
spending slowed to 2.7% from 7.2% during Q2, while real capital spending matched Q2'’s
0.8%. Real GDP is 2.1% below where it was before the pandemic at the end of 2019.

UK Industrial Production (/ink): Output contracted 0.4% in September after a two-month
gain of 1.4%, while manufacturing production edged down 0.1% after a 0.3% gain and a
0.4% loss the prior two months. Looking at the main industrial groups, capital goods
production remains in a volatile flat trend at the bottom part of the range, dropping 2.8% in
September after rising 2.1% and falling 1.6% the prior two months. It's 11.9% below its pre-
Covid level. Intermediate goods output increased 0.6% after sinking 1.8% during the two
months through August, to within 1.4% of April’s record high. Consumer durable goods
production hasn’t posted a gain since June, contracting 1.9% during the three months
through September after climbing 2.6% the first half of the year. It's 4.1% below pre-Covid
levels. Consumer nondurable goods production advanced for the fourth time in five months
in September by 5.7% over the period—to a new record high.
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