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Santa’s Sleigh & Biden’s Helicopters 
 
 
 
 
 
 
 
 
 
 
 

Great Stocking Stuffer. May I suggest the perfect gift for your family members and 
friends? Why not give them a copy of my new book, In Praise of Profits!? I wrote it for 
liberals, who may be surprised to find that I share some of their views and shed new light on 
others. Whether you are a liberal or a conservative, you will be praising profits and 
entrepreneurial capitalism more than ever. Complimentary downloads of the book are 
available here. 
  
YRI Monday Webinar. Join Dr. Ed’s live Q&A 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. 
  
Santa Watch. Joe and I believe in Santa Claus. In our December 1 Morning Briefing, we 
wrote: “The Santa Claus rally started early this year. The question is whether it is over 
already.” The rally started on October 4 with the S&P rising 9.4% to a new record high on 
November 18. Just after Thanksgiving, investors started to worry that two Grinches were 
about to steal the Santa Claus rally, i.e., the Omicron variant of Covid-19 and the more 
hawkish variant of Fed Chair Jerome Powell. Like true believers, we wrote: “We aren’t 
giving up on Santa Claus.” 
  
The S&P 500 bottomed on December 1 at 4513.04, down 4.1% from its recent high. Santa 
was back at the reins on Friday when the S&P 500 rose to a new record high of 4712.02 
(Fig. 1). Ho-Ho-Ho!  
  
Having the merriest time last week was the S&P 500 Tech sector, which rose 6.0% to a new 

 
Check out the accompanying chart collection. 
  
(1) Stocking stuffer idea. (2) Two Grinches: the Omicron variant and the hawkish Powell variant. (3) 
Believing in Santa. (4) S&P 500 makes another record high … Ho-Ho-Ho! (5) Good tidings for Tech. 
(6) A happy holiday yield-curve story. (7) Bidenflation: Dropping cash from helicopters works all too 
well. (8) Larry Summers was right. (9) Inflation likely to persist, but moderate later next year. (10) How 
real are S&P 500 earnings? (11) Real earnings yield says sell. We say don’t sell. (12) Movie review: 
“West Side Story” (+ +). 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfjN5nKv5V3Zsc37CgTbjW8rjm7p7XJKgXVfSFK56q0Lf-VfsPp68Jc0g0VhPLsJ7k-wV0MDGXD9kT3rGW34m3Nw1dqg2XW8XXqvw8ZVnw_W3Yg0xH82t_xdW1nT1Qt3Kd2p9W7q8LD85tpBWSW20G1k-7sBc08W8GyTLJ3dssD_W2GX9Cs1CSbgbW2-yfd3401B9SW723M2B7SRq_8W2Z77cl5cKwf3N7w5dBb3LqY-W82dDx94Cb3BnW4LC0ZD6FKhw9W4H56z033_bhkW3n-8w385twGxW6tPXC423vZRjW42-vqs7FC6SxW7Qrjz43jM60SW2bbSyX2P7TdSW8Dlr172j8YxZW2lY82n90NtnLW4JML_x8HmKFDW5vDBNT3wld5MVbZb1j96w7NfW3QgGk73qxgR8W2lgCML7gky8T353N1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkZ3q905V1-WJV7CgBScW49Slzw8_0CVhW7nNBDf6rM1DvW4qB_rx1DM60zN29GJnqKDslnW6_vx6J8813lSW6RTFDD80pkhdW879Qml826-rBW5bk7Tn6VDXwqW1X7ynv6vBkQ7W13Qzcf7_gQGmW235FT-4xkQzzW43kQ3j5-pf0NW35FpfR4ZYpwgW9fx56t8chdW0N371TK-VF9JYW997jD_7RGf2dW2p8B_M7PVJk7W74kXJc8qc1MdW8sGfbs2rn3txW1-FfCd5gnjDJN4GJXwCY7WmKN2cJL63qCQRWW5lZk8y46vQ6jVzjhhK2p3mp13mRq1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkm9kQw3V7Wycr7CgRjNW45-GfB3N8ChXW8rH5Tf8fSq3vW6W2nsr5s8dMDN3yrG0b3DcQJN2DMZw4ww-XyW6XxmZs8MW7jCW74X_t_6DfgTnW90PF_N3DhNXMW2n-PJl1J5PRnN68zV8rwxZ8lW828Bc259hyP_W7n_dWg2ZgdL-W91pQjm7WxGkvW49l-8d3dsvVXW5_FGCt2Rx2rzN56p7ZQF7h4fW53gRYs10lPXbW85vQrX2mwBdTW5j1Dks4XlgTXW8lYlWz8K4NcwW6NHSJ38r-p5cW7ppYw_87WWnJW3YRXSj8mksgzW3-dj_f17X981W73JD5t4PKB2-W4KCl6b47QmL7W2j_X0G8XYflcW4VNV4Y59pLnnN40b5gbWzRdpW614bkf9hjMM6W1YKhd68nvqp2W1KTLVY3dFXgVW6lS_Fg5gMkmQVFd-qC3_r1D7N2YTjhCDNVnnW7sB8Kp2cxcLsW61ybVp3Tk-4QW6VZjLl3JPXBYW26C2R62g76dkN315pv2RkzswW1D-fYZ7lXDcnW2D866M92015kVjtzBf8RNM-9W5WPw1l7NkdvYW1CpF2f6YScBHW7y5Mrf7BLzbHW2p-0NW1LP0vlW6Rp_b_28b8xgW42W7Dq4wbSQrW7d7js63TBvlnW8xkkXT2pl9VwW4ZGdc48QVtQdW7szQdW2hKXYKW4qZp5T91Wn6jW56MbXf79vr0hW73q2J-7dyDZDW6XbcDr6H12QLW25vB425p1_3ZW7BF5gV1TfbqLW46hRN926yhBNW1pbH225v4LFfW1jfrjw7N8y8zW7wWMKK2cyWnbW2plsjs7H5xlSW15V8HY7B8kHQW6QP69K3kzYZ6W1vzGK26WN7kYW6FwPkS5Cp248353H1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkZ3q905V1-WJV7CgZydW46TQYn4yLgrVW1wP2k_4fK_V-W6C-1ZF7mpfdxW2JjhQc559vvcW69bkX671JFtgW7RPdMY6p7D8DW3TL4Hc6WFr_0W4CM5_P8yXgSdW48ZKDV7713ynW3FmT_W5t46ctW3LKsdX4jjVkrW8fg2X833PQG1W2nmG7-2vdr1nW1ClbfW8G8YDyW2SzcL84krgFyW5B92vV5vZt-pW6_lrs56sVgcqW4zB3XP7ZBTwkW531cMz9kdzmWW4pLChh4TxpRdW51DKcK6JLp9GW6hm4R07XvqGjW27t_Km2Ssb4yW2Lfh762FPL5s3kRH1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgL5gW36KY_z29dykSVq63Dc5q-sqcW4MJcsw3xJtYSW94-SNv3nmVhCN90rLPHjglpJW2JNTkp2jnfZnW52r2h629RK6xN3hGfWX4tSjHW4tNwkB2Zr3XLW5lC-gb562GzjW2h1XKC46JdknVH_D2m1zMrfWVfPtC13qPfYNW1tCFLg1vcxNgW5SnQJg7RJpQhW8kdNK28dFmP7N7_lP7fQVybSW1GXXsv4dJb0TW3wcX5K56vL8yVt04Q22Pf-WCW2zRz095dCPJhV6gKvy6lycr537r51
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgG3PW7f82BC3jnNyBW4qfPJf64pPHzVpZwkv8_JjqHN7nkjpWgtbfVW7nR5sD1Rx5VLW6TSc162QLYjtW1zjcf96K1pM9W4Rxmct3MH9KlW6glgrP96GCMfW2h98FM8mrgrtMpLysq56nDkW4wcgxV5kRmzkW48z6R32_VMKPW3d9ldF27sVxxW8_TWxB6QGsWWW8kJrlH922MXzW6qlGR15K_wwdW7-x5h94M1_W8N996XGjF-J_GVg2NTz3x7QT5W4gX6HG4z0JRDW5Mj3-X5J280K3d-71
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record high (Fig. 2). Joe reports that it was the only sector to beat the S&P 500’s 3.8% gain. 
Looking at the available weekly data since 1991, that has happened only twice before, i.e., 
the weeks of February 4, 2000 and January 19, 2001. (Don’t spoil our merriment by 
reminding us that those years are associated with the bursting of the tech bubble.) Consider 
the following related developments: 
  
(1) Performance derby. Here is the festive performance derby of the S&P 500 and its 11 
sectors last week: Information Technology (6.0%), S&P 500 (3.8), Energy (3.7), Consumer 
Staples (3.5), Materials (3.5), Health Care (3.2), Industrials (3.0), Communication Services 
(2.9), Real Estate (2.7), Financials (2.6), Utilities (2.6), and Consumer Discretionary (2.5). 
(See table.) Besides Tech, the only other sector to hit a new record high on Friday was 
Consumer Staples. 
  
(2) Valuation multiples. The forward P/E of the S&P 500 remains above 20.0, bouncing 
back to 21.3 on Friday. The forward P/Es of the S&P 400/600 remained relatively 
depressed at 16.1 and 14.8 (Fig. 3). The forward P/Es of S&P 500 Growth and Value rose 
to 29.4 and 16.0 on Friday (Fig. 4). 
  
(3) Yield curve. The Tech rally to a new record high is especially impressive given that the 
2-year US Treasury yield rose to 0.67% last week, implying three 25-bps hikes in the 
federal funds rate next year (Fig. 5). However, the 10-year US Treasury bond yield 
remained below 1.50%. The “10-2” yield-curve spread has narrowed dramatically from a 
2021 peak of 159bps on March 29 to 81 bps on Friday (Fig. 6). 
  
The “5-2” yield-curve spread has been relatively flat around 70 bps over the same period. 
Both suggest that investors don’t expect the federal funds rate to rise by much more than 
the 75 bps currently expected for next year during the upcoming monetary tightening cycle. 
In other words, right or wrong, they expect that inflation will abate! That would be more “Ho-
Ho-Ho!” for stocks! 
  
Inflation: Biden’s Helicopter Money. “Bidenflation” was unleashed by the $1.9 trillion 
American Rescue Plan (ARP), which was signed by President Joe Biden on March 11, 
2021. It was passed in Congress by Democrats using the process of reconciliation, which 
did not require support from Republicans. In the House, all but one Democrat voted for the 
bill and all Republicans voted against the bill. In the Senate, the final vote was 50-49, with 
all Republicans voting against the measure and all members of the Senate Democratic 
caucus supporting it. 
  

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgYk1W8Jv6LL3rkCQvW8n9YBw4GCzLLW4TKx7K1_-TfcW2J_k4Q82pRvRW1MHQ2D3lWqDlW8ww1rq2PRMWgW2H5xlK134mqXW8QNdGz4S3BqhW3BXt9d1YFGYMW67c24K8-YjKFW5dXn3644DSv5V6f0nS5Tv9PfW4ZYy7B2rFq4rW8FVx8G7Mz4SdW1VjHWq27yPqYW1LTZyr3yXcwPW4HYlzF35xvsDW3SXjh57xptyrW43JF8b8NvlNzW8lNBg_8Fhl0RW3DRgfH20Xx9DW47VvQW618sYk3lpF1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkZ3q905V1-WJV7CgC1qTrsf48NBW3CW3GGscZ3ZN2ltW5M506n85ZMnFVlsdYS5BTwwlW7D5FtC87wVn2N3q8F1LBx2VsW4mQ4Fs1fVNS9W3NJMx48G-SQpW5hXQYb8tfLB4W5SkqV53dCfhLW55TsnS2gbSZ9W8337Kw23cCv7W5wxQ1098wV68W92XX2M75DtPkW3RFsWt41zXsfVkWThP19t3H5W4sxDkp4SbvgCN5qV6-g4N86WW1KDZvx4T37WXW1WZMRq92qtzXW3f7tcb2XdzPpW4y1wPh96vcGxW1thfc52lRgc-W5g08rv3pKYZB3k8C1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgJW0W7-zlL75bdPdyW6WRLmc5G03f0W8D_tgg6dbGM9W3txKr26P3gHwW3brBjR8PgS7kW2rwHS91mpbKVN6x7MFZGF6Q9W28X5vC2Vpl0RN5ZM1Xj6697NW4Wmm-430Mn2cW84dXDm18_GR_W1Bs7Yg2ww3mKW5BLkW66tFmtvW93KwWk1RWtF6W5vc0sG3LbpWgW2JDWTd5tlyPkW4P0ySS17h0JRVr3PVt4MqzdXW3p4kYt75hzNWN6tsHvX6kfwHW76lzPf7WjWP1W6gw18J54ZK553fDP1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgJGCW4bttkz8f3wKWW4Gt7Tx4D9WdgW6zw_s63Bj7TjW6fyL-F1jVxWyW8WJmvc6vYWBdW3Rp6Dy445fyPW5g5t_f4-y5V-W1_15x-96V5grW4mxxWg1QkHP_W6d06nw5DTXswW3wkvzt43Cd64W2QGg959gxRCQW54wSLp1lSvzNW8_ZYf55VxvjWW5WBg7B2-SpXfW59nyjS4_Ly2WW4DMym_5vgjs7W5W9yJS1Ct3zMN3zC8Vmbr_NNW5Kt43_3_LqWyW4TppTx4t2bNVW7_rxrV3MZCH22m21
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgCDKW1gFwKz8rV5j2N79XbDQKDqSxW92q_4b8KY2LHW5m6hZp1d8DQZW76gJ0h15H2VCN6MMFZQKb3bdW3Y41h-9kSGj9W23F6yy7X9MjmV8HNzT14jY7kW94mJjp927NYsW753r2S96JR8MW5HB17N1VXNq4W81ySDZ8zd1zfW6tF4Sy63rK6zW33ggcp4VZljBW4FVNPY3v22fkN63Fvq1nNlNbW8ghfT_84T-brW3TMqT47zsnDtW1zlms18rVkHRW302pkr11GnthVfZClb2zDWRD3gs81
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgRHvW6lQH-y8MpzVqN87bcCCrNHP5W18B2p42tYnjbW8zl5_f7fPL2NW8TyG-18ZNLPmW2ZwV9W5Mjp9YW3v1jrx3hsQNKW17Wm-k3PD1-7VTYLNs7njXZHW7Xybz68Ycvw1VvL6yG4NhhgrW1MtvQn6WxBqqN24zcvybwBldW2TfTbz9g9b9cVmd9R71l-R1-W9cLtvM7_h64_W427JgX6g99QGW3cTw518703gPVtfjcM5--HgmMjJSW1f_XfTW5WB2YJ8mB202W3TxQGt1WGBSb3mqb1
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The ARP in combination with the Fed’s QE4 has been a textbook example of “helicopter 
money.” The ARP package provided direct stimulus payments of $1,400 to individuals, 
extended unemployment compensation, continued eviction and foreclosure moratoriums, 
and increased the Child Tax Credit while making it fully refundable. It provided $350 billion 
to state and local governments. 
  
The ARP was entirely deficit financed. The Fed added to the inflationary consequences of 
the ARP by monetizing $80 billion per month of the federal government’s debt during the 
first 10 months of the year. The Fed continues to do so but at a slower pace since 
November. 
  
In a February 4 Washington Post op-ed, economist Larry Summers, who served as a top 
economist in the Clinton and Obama administrations, trashed Biden’s plan. He said it’s too 
stimulative and too inflationary and includes overly generous unemployment benefits that 
would disincentivize the unemployed from taking jobs. Sure enough, the ARP created a 
demand shock that overwhelmed and disrupted the global supply chain. It exacerbated 
labor shortages, which clearly are structural. The ARP has been a major cause of the 
rebound in inflation in the US. 
  
In congressional testimony on November 30, Fed Chair Jerome Powell pivoted by 
conceding that inflation isn’t transitory, but persistent. This increases the odds that the Fed 
will speed up the tapering of its asset purchases and start raising the federal funds rate 
before mid-2022. Surging inflation also increases the odds that Biden’s American Families 
Plan might not have enough votes to pass. 
  
Debbie and I expect that tightening monetary policy and an amelioration of the supply-chain 
disruptions will reduce inflationary pressures by the second half of 2022. We also expect 
that businesses will respond to chronic labor shortages by spending more on technology to 
boost productivity. So we are predicting that the headline PCED inflation rate will hover 
between 4.0% and 5.0% through mid-2022 and then decline to 3.0%-4.0% during the 
second half of next year (Fig. 7). Now, consider the following related developments: 
  
(1) Jobless claims and job openings. There now is mounting evidence, including the latest 
initial unemployment claims, that Summers was right about the ARP’s effect on the labor 
market. The federal jobless benefits provided by the plan, which was enacted on March 18, 
did provide a disincentive to work. The overly generous federal unemployment benefits (an 
extra $300 per week) did keep many of the unemployed from taking jobs. Initial 
unemployment claims fell below 300,000 in early October after the benefit was terminated. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkGfgWwLVcSFcQ7CgCzrTmkF86Sfj4BW8Lw3_71txHfdVvN5316K2jzJW3QQ-Yn2w3-TMW6-82_F7nQXcyW7LbY3F8dHlVMVpbLQX1btVczW4-Qjvv3g06CDW8nv5yS89yS06W94_GXK8mHdqkW6jTtkm83r6wjW54ZgZB5BxKtdW73hqcb3HKdJtN83w7gxvhJK3N4mTvtPKHZw1W5G-smN9kwyJZW8zsZ4-3gkms6VJGXkg1fk4qVMSpqC09cXk7W1JMn_Z8gDw28N3C6DZFgpTvwN4p_fDn8SgBCW1WqCgC7PjwYGW7lJVv27TDwRYV4p9MM4d4jNhW2vXl1S3vPHrlW6D40gr4l-0rqN1gNB0-tsjVlW3fL5bN6yvjQPW4Pxlxz97hHmhW48gMDT4C_F2qW1q1LdM8FBD2KW4JnSk17t62jtW5w60ml7nxxJTW2T847K1CxDbwW1xMTXP1ZpLC-W2NHDfk2PC3vNW4B4FyD7Wn592W9cPCW84-mtpfN7N48zVJYNNLW5DFcz_5LsB0FW14ddrH37jxX9W2bJhB-5m_1McW3lLby47JhvVzW7nk9gG4pV2MQW2cv4212LKNkFW3jfxcD8bdqt6W9fcLvZ5ztlbNW9hRz6f3-2bn1W76Nfqs5vZRy4W3dxf085ClPKdW9kRzFp3Qxb5SW3yV1l734KqjfMHQBRff1gMBW2wN4VB4Hq89bW3sc58V8bWc1pW6cTlVL6zCBMWVbWHZx1r22xLW7D3GTT3rMBPLW9fRBMX4bZTRgW4p-sXb4G7TsLW7KcQ0_5ysbRTW7S8ZRB4ntPqDVGS4sS53BfrTW2Tq0HP282zC3W8Vhllr7ZXLs8W5bjp-s5fnzsjN6r7TFgGg3X_N12SqgF1SW_vW1Wmssp4_y0tYVWs7_577QN9dW8LqYJx1nWHbTW2Z-j0F23Ld27W71_Dzl3gT108W8LSPnD12W0MZW7j8XGG256VMpW1zcnDM8WRr9TN5f1gBDC5wncW6n7cj97Yb3xSN7nn8D52vTYPW2FDlPl5V-X30W2QQ-pN8bYHDTW5TMgLz2l_WjpMGQLMp7rJy9Vr3Cbp5YQNg-VTY3H57m7qDTW3FhDB77PvDC_W8pMCS18H--R5W1QfJFl1ThWThN8fCZD7wLFm4W16zm7d2qftD1W3rdN949fjLZxW67H02v5gTKRJV9jyW19jvM0RW6my8YZ7BNrvRN8k4Tm5Kf1hpVDJSsh71Mb-ZN6S-XYc-7ttCW94-Zs_1DwhJVW3v1rWV4PBr-PW8hXg7y4p9dYrVfR55w2hdh-V36xz1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgMRwW9k27Wx37d2yDW6gRWXf6tvSpGW6blpt_2DNwSrW4kD_Cw82mRLlW7RY9Xs17Z_W4VBgQbL8nHV3mW1Nh3rj4nMtmyW8PwT2X7Yt26-W6LHByN2MwGk1W5msSk26ByXXcW85zgXV3ZQNM7W7yrlQr431bZfW2QVg-q3MK9xcW9kWh5X7tLGZBW8r15YM6sF4LgVWshXM7qHHl1VydT7P65r2w1W5bwjmN4kJp7HW7Pjmw85Mjc6yW6h-cYp6VkG7KVZfCPY9470PcW8y-y2w7pvKfq348F1
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Jobless claims fell to 184,000 during the December 4 week (Fig. 8). That’s the lowest in 52 
years! 
  
Total job openings remained in record-high territory at 11.0 million during October, while the 
number of unemployed fell to 6.9 million in November. Quits remained near September’s 
record high at 4.2 million during October. 
  
(2) Demand and supply shocks. November’s 6.8% y/y CPI reading was the highest in nearly 
40 years (Fig. 9). Leading the way higher has been the CPI durable goods component, 
which was up 14.9% during November, while the CPI nondurable goods component rose 
10.7% and the CPI services component rose 3.8% (Fig 10). 
  
Durable goods prices have a long history of mostly deflating. This suggests that the 
rebound in inflation isn’t all Biden’s fault. The pandemic clearly disrupted global supply 
chains. Nevertheless, the ARP exacerbated inflationary pressures by boosting the demand 
for goods well above trend (Fig. 11). The demand shock overwhelmed the production and 
transportation systems for goods, thus causing the supply shock and boosting inflation. 
  
As we noted above, improvements in the global supply chain, tighter monetary policy, less 
fiscal stimulus (assuming as we do that the American Families Plan doesn’t have enough 
votes to pass), and satiated pent-up demand collectively should moderate the pace of 
inflation by the second half of next year. 
  
(3) Latest CPI and next PCED. The next important inflation data point will be November’s 
PCED inflation rate, which will be released on December 23 along with personal income 
and consumption. The core PCED inflation rate tends to be lower than the core CPI inflation 
rate (Fig. 12). That’s mostly because the PCED durable goods inflation rate and the medical 
care services inflation rate tend to be lower than the comparable CPI components (Fig. 13 
and Fig. 14). 
  
(4) Powell’s inflation. Again, Biden doesn’t deserve all the blame for the rebound in inflation. 
The Fed has made a major contribution with record-low mortgage rates that caused the 
median single-family existing home price to soar 30.3% from January 2020 (just before the 
pandemic) through October of this year. Many would-be home buyers have been priced out 
of the housing market and have boosted the demand for rental units. The CPI’s rent-of-
shelter component was up 3.9% y/y during November, the highest since April 2007 (Fig. 
15). It bottomed at 1.5% during February. 
  

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgHqpW1Czszz3lQlngN7q_LRxBGTx9W5DpGFp2MslYVW4bFS564sKhqcW5BY5JG27c1kwW7QJyN12rP0W-W88lzHx84M5w7W4jncNR77bHPkW62MKcT2yTHQ8W62f7-h5Nf_L2N1-PzMt7XQ33W2cwzPS97mMQSW6lVd8m7hgK-jW7-bxDL51XZW5N7M0CbwwrdwBW97NZnB4HjgtYW5xzVNF7Mdgc2W3m-k5c5CSK0DW4YdwV_3ssClMW44vcXR2qpcFhW2K8VSV70Mn5KW3F4r9h4Q1R6P33cR1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgNW3W7NqPgk1Wdy0MW106dck3FTVYNW2KdlBV4RVjQpMFPrq3HGGR9W1F1h5d7yY82nW7-M4zz8XNGdQW6fv0396ln8SDW3ZFWp68GcLM2W5TS7qB20NjKYW5NC1Bs1S8pLfW51Hz6L2ghS8bW8jwxJ05fxzP7W4W6p4Z17NZ8lW4Q0xGR18k5r5W2V7QPs2DYxz_W3_Ly6p3P9Mx5W6YPsH47ZQCVBW3twkcw7n3wCTVK0Zlk1zQ1Q8W7nsXlT1_BBSBW3fXnhn7bS5KQW8clSpK5DByMh34zc1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgPkxW3Qr0HH4stmYJW2JttVZ5zmC2SW6ywv6s4h2d3jW24Ycrr14hLcrN8DcQhXT_v5nW7Gw9M293B8WNW22-_lH7688m6VWT5X46X-02XW7bthc23hQG4vVpqV0K53433NW80jRZx5W4F-yW5fhzBQ2YSP76W3Yb0jq8yTsphW8-7lVs3KSwpjW51h2cv9ckjQVW4m07l82sXKHSW46MGwK2y3399N7zr87B_K1LLV6gBkv3cJ-5TW51wXml1x0d0cN4BgMCkl3d_7W6Y6hzR7THpNM32pX1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgDcPW57TM9q6y2ZPRW97sdSJ3--s5hW3PvWLN4K0x1zW1P6gf5877dZKW89V8r826sKYcV9d0sm1SbsqpW1JDTGn56-lcfW1DR3Vy7DJ2XMW2ywCVt7TlJdhW7XHGxx7ZzqX0VVDcRg8XSdHSVg-j7T83W4qBW60Y4K6557B2_W7WdrCZ892yBnW1-lLfB5GMQT3W1cD3Mz8Px5bVW3n3S7J1Z0h39W1d9-Jg7Y0Cj0W8PnPZX1PN9KSN7qrFZ0XCdyCW98yZfX4WsMRYW3hRD-S5MFXPF3fY71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgMMKW46cvWZ6Z9LgkVll2yJ4LlTlBW4s0s1Y4jw9q5W90pkYV3Q90hyW57JR836qTQrQN2M7jp2jJsxkW4WgPMn2DsGmWW3RltRy8W9rSdW6SBkFN3fHH10W3sGgq26BLSwpV78GQ23GC1PzW3587y516MmmXW9c5lZL3k154pW8SBl7N1Rh7dGVV6NW05Ng4N9W2Kffz48lP3K9W4W8WLF7SdB2zW9fx1Yy8FZVp7W7yQFwj7rNyz-Vyc22Y3l3gYVW7b3KVj7sVV_mW3rkgyG6NM-b13jjy1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgMCFW6CYvkk6_389-W578JmV6-HtcfW5jhGtT1rtTtJW77FV4h11g8D8W4tyLRd4qhH-kW8qTYMv5zn9tvVqVgpP81gcMHW6YQTZP1wQ9PxW5ln8zF7-mLzqW39r8BK6NrQJsW4rYPNR2MNfwMN3fb7F7l4WkNW93c49T25HM4mW3nmwSn2-39kbW8pzh4c4rJ5sjW3RdBn69kDgV8W3B5zjy5v2bw0VC6Lpb1GZZ8tW8c-1cx3895r4W4RGnv61Wm-ZpW8J3Gfl3jz5_PW8dvlzC5c6YZ-2DQ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgC9XW2pMQT83hCP3QW666BG07YTs2DW30dt6C6_3Z3DW27RY3_7wk1K5N3bsrhYKK-Y3V1bWKg6gkLxrW3CKm7v7rfBYrW8NGzDR2RH_xfW5hj5C89dNCm-W8-3gx84Q9PbFW1r8yVx70vkY7W5Z3ssM6yHmXtVDsWV76RjKjHW4BHVnw33YsqJW5jTq6t1GTZbpW25nLk53f1LXhW40KZr12qpgwJN93MwZwxLwQ4W60SMsG1GmZZvW94HGVv3KDVlLN6CmC6DfxH-RW2vHWvF2R810w3dsR1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgR7NVq4NG84P3wbyW1YW9_W78HzfQW2XyBq96rK96dW5L_DhZ2NTdbfW2TBGHH59tqWNW31fP7L2CGRhSN3VVx6-D0yJhW25sCY34D39b9W3ZDzNF8dBBTtW7KrTf28Tg069W74XTNC3zrN1RW3611CC3XbYSqW6dQJ1T6Vy0VfW5_5LrZ7VLphrW2tlLyH78VpBqW1zX12R96STzrV_cQbR5WfBz2W8pTFBs2v5t1nW1r3Xgx1qdmNhW8Fv53V4psL7DW4bJ3Kf5gB86RW23Ksj64D3J8J3khm1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgR7NVq4NG84P3wbyW1YW9_W78HzfQW2XyBq96rK96dW5L_DhZ2NTdbfW2TBGHH59tqWNW31fP7L2CGRhSN3VVx6-D0yJhW25sCY34D39b9W3ZDzNF8dBBTtW7KrTf28Tg069W74XTNC3zrN1RW3611CC3XbYSqW6dQJ1T6Vy0VfW5_5LrZ7VLphrW2tlLyH78VpBqW1zX12R96STzrV_cQbR5WfBz2W8pTFBs2v5t1nW1r3Xgx1qdmNhW8Fv53V4psL7DW4bJ3Kf5gB86RW23Ksj64D3J8J3khm1
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(5) Global inflation. Another reason that all the blame for the recent surge in inflation can’t 
be pinned on Biden is that other countries are also reflating. The OECD CPI inflation rate 
was 5.2% y/y through October, with the core rate at 3.5% (Fig. 16). 
  
Here are the headline and core CPI inflation rates for some of the major Eurozone countries 
during November: Germany (6.0%, 4.1%), Eurozone (4.9, 2.6), Italy (4.0, 1.4), and France 
(3.4, 2.1). Policymakers in Germany haven’t provided as much fiscal and monetary stimulus 
as those in the US. Germany’s high inflation rate suggests that supply disruptions are 
contributing to global inflationary pressures. 
  
(6) Yellen defends Build Back Better. Treasury Secretary Janet Yellen recently sent 
members of the US Senate a memo titled “Fiscal Responsibility and the Build Back Better 
Act.” She reassured them that the American Families Plan (AFP), if passed, won’t be 
fiscally irresponsible. On the contrary, it “will leave our nation’s budget in an improved 
position.” Moreover, AFP “will not add to near-term inflationary pressures.” Then again, she 
didn’t anticipate the near-term inflationary consequences of ARP. 
  
By the way, a December 10 letter from the director of the Congressional Budget Office 
(CBO) responded to questions from a couple of members of Congress about BBB. They 
wondered what the impact would be if “specified modifications … would make various 
policies permanent rather than temporary.” The response stated that it would increase the 
deficit by $3.0 trillion over the 2022–31 period. 
  
Strategy I: Real Earnings. Q3 revenues and earnings are out for the S&P 500. Joe and I 
will examine the data closely tomorrow. For now, we can report that revenues per share 
rose 13.9% y/y and earnings rose 39.3%. Most impressive is that the profit margin (which 
we calculate from the revenues and earnings data) ticked down only 0.1pt to 13.6% from 
Q2’s record high of 13.7% notwithstanding rapidly rising costs, labor shortages, and supply 
disruptions. That implies that companies overcame these problems by raising their prices 
and/or by boosting their productivity. 
  
In other words, the increases in revenues and earnings are somewhat less impressive when 
adjusted for rapidly rising prices. During Q3, on a y/y basis, the CPI, PCED, and nonfarm 
business price deflator (NFBD) rose 5.3%, 4.3%, and 4.4%. We prefer the NFBD as a 
measure of the prices received by businesses, but it doesn’t differ much from the PCED 
(Fig. 17). We prefer not to use the CPI because it has a well recognized upward bias (Fig. 
18). 
  

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgPDQW5M_K4m36TYY3W3Tk4pw6rZGhhW73R_6h6tjzZ6N1LRSmq_fS03W1f1grp5Nx20cW7GGkVh7QF0_dW2mldCl1r3LV-W6SPsly100fydW1LYdHh4P12XFW8Vd_0v6b97GbW3rnym38KG5y9W3FC6h01tKgTrW2wqcV98bF1YMW6zfbNk72LNrTVZrTkg95P1VmW1lljJb6rt-T-Vxs_F92RdCM5W45G5Y72twPvWW5fr6xp7nw0TtW4kSjsb8pXkG4W62Fbv_5z8wY9N8fM9MG3j4qD3h841
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkZ5nKwhV3Zsc37CgRX4V5mgH_8pSM9tVVkhQP7QR4WNW9fzCM84fCwTrVcjn4_3frH5vW5gg50g67XwMQVK-DBy2rhzD5VjRYQJ73TJzjW7qYl4V7J5MrDN6VnGp6ZXyt3W4D9v7n60jf-2W853nf23Y7887W8MkVjN64g41MW89SrmX1PVF0GW7SdPRC669RfrW3WZP-g3r8NV8W3NDMyS6PLgCrW1ZY12_4YDbdrW8CwDGc47gJ6XN68mmbnzr73pW307S8h5fKXt4W1SslcM385Xg-W7qctcJ9cHZgwW7ZcgR-8hNwwYVBZYBq65dVXCW4hqfSg8hv8NdW26JwQg7HzL_7W1-FBB21YVDKsW1S54_K5W6C7-W8HNqJh8Cx4xyW7wzhZg7YCwcyW8-gs0X8J6sS8W8zFdSS63SW0PW5vjqC48cHbfwW6gxQxz1bbzgkVtYkxd2sdHSKW3214DX64KtjYW334GCC73Kn2BW7l_d8n3Y0Z_4V6WzvK21MLd8W5wl4ky6cdbCN3ny21
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRflf3q90pV1-WJV7CgY7sW7Q8_wm3jNRh0N7BSfG7pXBkMW1DvYC_13ZlngW7p3Lv24j5jTfW6kGv_H43Yy26W8qKDbm3cJ4z-W2YKZ8K4JJJGNW3bL__V6dwmK9W4csVjK98rXMyW27Dy7m3N24FSW1Dn6QR5nxDCPW8RBT_p6DY9qmW2Q4BzC6QW89NW7rQ1D36HSHWnW6g8bPn2VkzwYW4kPNXc28mKv2W4Mg_FQ4zNdGFW1NtRtT5_Gd2ZN8glss-Hc3Q0VBXMTY5xQPWwW4LlYg-20ryshVyjf5m3lp728W7xKp1k6rYFSQW4-BFcw4l-RyVW3fSWZH3SWZ7pW7HLsQy45w0qs35GM1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgS--N61_gw0V36txW2lNL_398j_J5W3PcPf-30m2c9W60k9M_8ZPmqmW8HkM9M1-gzFGW41B5pf25pMNBW5xSPrq98jxx6W6L47K92Jw-3rW7CqsGt4Z8ccbVT7n7y7vKk98W1QVcKP4x6nSFW36Hb8m7J1mBsW1yW1X94nHKJmW4638QR8rZ0xVW1H1y8g6g2wvjW3fyyBb8xK29pW5GBXwG8ycct3W55Pbfz8Z6lPCN3l0J6PWDH0GW1W9Cz83qjbKCW3s4JWC5vqmj1N81DqXf6sLdM3fkc1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgNCVW73-nTZ8DHtFYW1Tp_xC8JNPz-W6BDT_N7Z7KxnW4Rgylr2yG1w0W3MXxZP3_thMDW5qSRmd8pztd2W38-LyQ4yQW_1W5xW4BT8kW5LhVD5YR_8FX6dsW8WZKLz6zfWz5V-pbLq1lwrmfW2kq1fq5gLsqBW1GnPkn1dK9VDW2ftsc15trt0pW6M9vv84V1cZFW5Chtlw30zGV0W509kfb1dz-bXW8D82wH64sh3nW87gyjq69FCvbV5wndm3h2CPGW93Z-Lg1q9dsLW3666Q17-NX2n37JT1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgNCVW73-nTZ8DHtFYW1Tp_xC8JNPz-W6BDT_N7Z7KxnW4Rgylr2yG1w0W3MXxZP3_thMDW5qSRmd8pztd2W38-LyQ4yQW_1W5xW4BT8kW5LhVD5YR_8FX6dsW8WZKLz6zfWz5V-pbLq1lwrmfW2kq1fq5gLsqBW1GnPkn1dK9VDW2ftsc15trt0pW6M9vv84V1cZFW5Chtlw30zGV0W509kfb1dz-bXW8D82wH64sh3nW87gyjq69FCvbV5wndm3h2CPGW93Z-Lg1q9dsLW3666Q17-NX2n37JT1
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In any event, using S&P 500 reported earnings-per-share data (which are available since 
1935), we find that the series has tended to grow in a volatile fashion at a compound annual 
growth rate around 6.0% since 1947 (Fig. 19). Adjusting for inflation using the PCED (which 
is available since 1947), the rate tends to be around 3.0%. 
  
While pricing power in an inflationary environment is a positive attribute for individual 
companies, collectively it tends to perpetuate wage-price spirals, creating a lose/lose/lose 
situation for companies, workers, and consumers. 
  
Strategy II: Real Earnings Yield. Run for the hills! The real earnings yield turned negative 
during Q3 (Fig. 20). Since 1945, eight of the 11 bear markets in the S&P 500 were 
associated with declines in the real earnings yield (using reported earnings per share). It 
dropped to -0.84% during Q3. It is clearly something to add to investors’ worry list given its 
track record. However, Joe and I aren’t ready to give up on either the Santa Claus rally or a 
continuation of the bull market through 2022 and 2023. 
  
Historically, the nominal earnings yield has always been positive with the exception of 
during Q4-2008. In other words, rising inflation has been the swing factor that caused the 
real rate to turn negative. In the past, rising inflation has also caused the Fed to tighten 
monetary policy in an effort to bring inflation down. That process won’t even start until the 
spring of next year, assuming that the FOMC ends QE4 by March of next year and votes to 
start raising interest rates during the May 3-4 meeting of the committee. It’s premature to 
conclude that the Fed’s next round of monetary tightening will end in tears and a recession. 
  
Strategy III: Valuation and ETFs. There’s lots of controversy about the stock market’s 
valuation multiple. Everyone agrees that stocks aren’t cheap. The forward P/E of the S&P 
500 is high. It has been hovering between 20 and 23 since the second half of 2020. On 
Friday, December 10, it was 21.3. 
  
The debate is whether it is overdue for a fall. The question is: Why it has stayed so high in 
2021 despite the surge in inflation and increasingly hawkish guidance from the Fed? There 
are many possible answers. The one that makes the most sense to us is that ultra-easy 
monetary and fiscal policies have produced at least $2 trillion of excess liquidity, which is 
boosting valuation multiples. (See the November 29 Morning Briefing.) 
  
Some of that excess liquidity has been flowing into equity funds. They’ve attracted $385.5 
billion over the past 12 months through October, with net inflows of $707.4 billion into ETFs 
and net outflows of 321.8 billion from mutual funds (Fig. 21). Buyers of equity ETFs tend to 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgQhbVC0qJq36gDNmW6XyqT08MzP6ZW1ghzcw55frtlW6mrLmC2Llb6MW80LjWc69xCY-W6G_zmx2hJ_wrW75lThP6K6Fb4W735Jjl5WBXPKVbh4d73bqhv4W34dDMn3bg7xSW8rQtn-6dKZfKW8qmy8c2PK8zmW6DbW6294RJvBW1Ts9LH7rsHKLW4vKrZm9l_zhvW33h6pD1-V1cqW5KKSnJ1xhw0DW4pCtG41lTC09W13Fm7R4pyF7YVDmfQR12LCCWW49sqnB8q38mjW3zvhWW3hlvHn3gb91
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgYJkW3ZmrZQ1LvQnzW6sGrHV2XnVjRW74pclL3v8BLQW63VFjk2c9ZhrW6RLSXd71wyM3W8TkbHp2zcNbKW3mJT8r70TZh0W37sqL02KVPW4N95kLQt1qGwPW7PhxNf4hgdP3W30Vx-64CxzX6W4-qNWT83sxz_VjbW3b78BHmhN8FfRh6cRBbNW8zkfsc6vkRKWW64WlYb4G6pcNW1YNPf25qjLR2Tx2522MY3yjW7y3ZRP5ZDKyRW5SYN9k62lTc9W2lkhsR7g2BbXW7Z-VWS2hXm1_39JT1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkZ3q905V1-WJV7CgFDLN5tnKctFj6KqW7YP2Yv7cp43WW8fj68R4kXyZFW6dZVwm3Kry8jW5NkwhS6ZzXs9W3Tb1fl4wFn-bN7zBkW3rTSfwW60z1C12_zP9NW5bC03s75nnFmW8M9nW01S7ZwtW126Y2z5JpN6RW5ZqBzq6CF6jDW1vySV53d5_yNW1-LGVQ7h8bsYW10tZcL7z37L-W4QGvyR81hx59W4ntWPY6JplQ_N4kwt0lTLDKgW6RfCVX85M5vFN6kmH_RB9b3DW6zj2jv6KRz1LW1G5PZH75RH6XW4NbgyJ1KMBcnN3J8ghq3yPJl2C81
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgBvMW6lLcXf8RzgSVW1QwpcW2DxZcTW2BFJY86sB5RcVfH3XP5Z88-QW4hrRwr4yBLspW8pxr2Y2G377kW7x6zsZ6mch5rW1qw9m_319PzcW70Krfj14w1q-W1pZT9X8njbd2W3RJ3YG1ZljDBW8yb9bt2_1CJSW3WY0Dr4_js-DW5qMpjk7qF5L-W1vqj7P736DrVVk6jMM7nSrvGVzzvY71v1TN7W5jwmMx5wfFbFW7pnMxN35Rp76W2N9NW-9jY5dFW21K7F14fFMq8N4FPvLcQsmBH35SY1
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be much less focused on valuations than are mutual fund portfolio managers whose 
mandates force rebalancing out of stocks that gain too much market weight. This may 
explain why valuation multiples have been so high and might remain so in 2022 despite Fed 
tightening. 
  
Movie. “West Side Story” (+ +) (link) is based on the classic 1957 musical conceived by 
Jerome Robbins with music by Leonard Bernstein and lyrics by Stephen Sondheim. This 
film is fondly directed by Steven Spielberg. I have fond memories of the play because it 
marked the beginning and end of my acting career. I played Chino in the 1967 production at 
New Rochelle High School. The music is eternally great, and the choreography is really 
wonderful in this remake of the original 1961 film starring Natalie Wood. 

 

Calendars 
  
US: Mon: OPEC Monthly Report. Tues: Headline & Core PPI 0.6%/0.5%, NFIB Small 
Business Optimism Survey. (Bloomberg estimates) 
  
Global: Mon: Japan Industrial Production. Tues: Eurozone industrial Production -
0.5%m/m/4.1%y/y, UK Employment Change & Unemployment Rate 185k/4.4%, UK 
Average Earnings Including & Excluding Bonus 5.6%/5.0%, China Industrial Production 
3.0% y/y, China Retail Sales 3.5% y/y, China Fixed Asset Investment 6.2% y/y, Australia 
Consumer Sentiment. (Bloomberg estimates) 

 

Strategy Indicators 
  
Global Stock Markets Performance (link): The US MSCI index rose 3.7% last week for its 
biggest gain since early February, and is now 0.5% below its record high on November 16. 
The US MSCI ranked eighth of the 49 global stock markets that we follow in a week when 
27 of the 49 countries rose in US dollar terms. The AC World ex-US index rose 2.0% for the 
week to 5.5% below its June 15 record high, as most regions rose. EM Latin America was 
the best-performing region last week with a gain of 3.0%, ahead of EMU (2.8%) and EAFE 
(2.4). EM Eastern Europe was the biggest underperformer, with a decline of 2.5%, followed 
by EMEA (-0.4), EM Asia (1.3), and BRIC (1.3). Sri Lanka was the best-performing country 
last week, with a gain of 8.5%, followed by Turkey (6.4), Ireland (5.3), the Czech Republic 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgPjZN8vnTNFQ-rdhW703l0_9jcDX-W30-kff3XYKchW6hFMJF9gZybfW6cqQSS45XbPsW8sk9Xz8ZccXLW1KpZKd8kMHCgW29bBFj9kV2g5W51VbR955x16dW2tZ2qM5GWmWbW8fSV7n1wC3k0W5QrzJf7PBzkfW7M1Xbw14rFdcW2Rv4FD1zFFwgW3v5P1m8fXw4gW8mLzQL8rNZHLN2LRPyCc5n4TW24-hXv74f_dpW8yhtH92PnsN2W410RWD2SH_pgW3gpc9l3Dd1ZVW6js7Vv4J0QH83nkT1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7Cg-LxW1GFmS_8RvyHPW8bZXc01mH5YPW7RDFsZ5VSNPFW4k2MHh3_00qxW4qSPxD2yf6t5W3FbvSC5p9DVBW8fg01G23nx7mW7CqLqp5MYlF_W3rm8774MpYqdVDq0V26W-NZ0VRmZ483rMQwGW7l6cRz3M2thtW7SgYgY5fVfYMW7qVKND56BCxCN3Qdxl84vM4BW6Rv3nD2fPpn5W2L_4X95LlhkPW1c_NCm3Pf81tW2nfpCt3-s-sVW47TxnS5KsWhhVq404L2c18FPW2bN1qy5yWxm938tB1
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(5.2), and Denmark (5.1). Russia was the worst performer, with a decline of 3.7%, followed 
by Pakistan (-2.3), Colombia (-1.5), Chile (-1.2), and South Africa (-0.7). The United States 
ranks third ytd of the 49 countries and is still the top-performing region ytd with a gain of 
23.9%, ahead of EMEA (19.0) and easily beating EM Eastern Europe (13.0), EMU (8.6), 
EAFE (6.6), and the AC World ex-US (4.1). The following regions are lagging the AC World 
ex-US: EM Latin America (-13.3), BRIC (-11.1), and EM Asia (-5.8). The top-performing 
countries ytd: the Czech Republic (41.6), Austria (33.4), the United States (23.9), India 
(23.4), and Argentina (23.0). The biggest laggards of 2021 so far: Pakistan (-31.6), Turkey 
(-28.0), Peru (-25.9), Brazil (-21.7), and New Zealand (-20.0). 

S&P 1500/500/400/600 Performance (link): All three of these indexes rose last week. 
MidCap and SmallCap posted their first gains in five weeks, while LargeCap was up after 
falling for two weeks. LargeCap surged 3.8% higher, better than the gains for MidCap 
(2.9%) and SmallCap (2.7). LargeCap ended the week at its first record high since 
November 18, and MidCap improved to 4.5% below its November 16 record. SmallCap is 
the biggest laggard, trading 6.0% below its record on November 9. Thirty-two of the 33 
sectors were higher for the week, up from just four sectors rising a week earlier. SmallCap 
Energy was the best performer of the week with a gain of 9.6%, ahead of LargeCap Tech 
(6.0), MidCap Energy (5.3), and SmallCap Communication Services (3.8). MidCap 
Communication Services was the worst performer, with a decline of 1.1%, followed by 
SmallCap Health Care (1.4), SmallCap Industrials (1.7), SmallCap Financials (2.0), and 
SmallCap Real Estate (2.0). LargeCap remains the leader in the 2021 derby with a gain of 
25.5% ytd, ahead of SmallCap (23.1) and MidCap (20.5). Thirty-two of the 33 sectors are 
higher ytd, paced by these best sector performers: SmallCap Energy (71.5), MidCap Energy 
(64.5), LargeCap Energy (50.5), SmallCap Consumer Discretionary (38.1), and LargeCap 
Real Estate (34.6). The biggest laggards so far in 2021: MidCap Communication Services (-
6.2), SmallCap Health Care (0.4), MidCap Health Care (4.6), MidCap Consumer Staples 
(4.7), and LargeCap Utilities (9.5).  

S&P 500 Sectors and Industries Performance (link): All 11 S&P 500 sectors rose last 
week, but Tech was the ONLY sector to outperform the composite index’s 3.8% gain. That 
has happened only twice since 1991; during the weeks ending February 4, 2000 and 
January 19, 2001. Last week’s gain compares to a 1.2% decline for the S&P 500 a week 
earlier, when two sectors rose and seven outperformed the index. Tech’s 6.0% gain for the 
week was its biggest in 13 months. Here’s how the remaining sectors performed: Energy 
(3.7%), Consumer Staples (3.5), Materials (3.5), Health Care (3.2), Industrials (3.0), 
Communication Services (2.9), Real Estate (2.7), Financials (2.6), Utilities (2.6), and 
Consumer Discretionary (2.5). With respect to 2021’s performance, the S&P 500 has risen 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgRZvM6WrT1f1YkFW10W6ly88p11qW6BgzC41PBJWyW4PB4GJ20zJnpW3R-XPw2V2VGJW84vS2B2KMyqyW517ymR3FpbvqW320tQv4cnDPWW37J3Fp6YMD8tVtXGn06Q1wYZW5WpmsC5tnz4nW9cwnTl6pSwYtW2Rm7f43xMF8-W3g94T43BNkvFW7sYLRS1zHLxJN99d4cYjMsYLN126Fkmx3qxPW2Fmf3b4BpcSXW6_wNGQ7Z2wgNW7D0pqD32fRQKW4v07Xx4gj1jkW1HTM9q34klSB3hQR1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgJTzVPJgww5g6hDYW1Pb8111ns2t1W34xQ__1mk7nSW69Qcln7wMtRBN2GHs3kby4MfW8xWGKc7qlWS0W8pJ90B2ZDRlyW35KFzm1dXkvTV74x4s5PBRhsVk3sB86RbnnGV6klfs2GLR9KW2qCFt46yFqbnM8RkbMhhTsJW13v7LH3s2Y1lW23pMVD1L63rkW7tKHJy2dpWYpN4V4K0X7JNgTVvFyCz2RlLdXW3FXplG8Vr8l9W1MPxL16nSDdLW1p6zgn1MV5F4W1jcCdR8bSmD131S11
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25.5% so far, with all 11 sectors higher ytd and four beating the broader index. Energy 
remains in the top spot as the leading sector with a gain of 50.5% ytd, followed by Real 
Estate (34.6), Tech (33.9), and Financials (32.1). This year’s laggards to date, albeit with 
gains: Utilities (9.5), Consumer Staples (10.8), Health Care (18.2), Industrials (18.5), 
Communication Services (20.0), Materials (21.3), and Consumer Discretionary (23.9). 

S&P 500 Technical Indicators (link): The S&P 500 rose 3.8% last week, and improved 
relative to its 50-day moving average (50-dma) and 200-day moving average (200-dma). 
The index moved back above its 50-dma after dropping below a week earlier for the first 
time in eight weeks, and was above its 200-dma for a 76th straight week. The S&P 500’s 
50-dma moved higher for a ninth week after falling for two weeks for the first time since last 
October. The index improved to 2.9% above its rising 50-dma from an eight-week low of 
0.2% below its rising 50-dma a week earlier. That compares to a 27-week high of 4.9% in 
early November and 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 76th week last week, and 
improved to 8.6% above its rising 200-dma from a nine-week low of 5.1% above a week 
earlier. That’s up from an 11-month low of 5.0% at the beginning of October and below its 
nine-week high of 10.8% in early November. That also compares to 17.0% above in 
December 2020, 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. 

S&P 500 Sectors Technical Indicators (link): Eight of the 11 S&P 500 sectors traded 
above their 50-dmas, down from five a week earlier; that compares to all 11 above during 
the first half of November. Health Care, Industrials, and Materials all moved back above in 
the latest week, leaving these three sectors below their 50-dma: Communication Services, 
Energy, and Financials. That compares to just two sectors above in early October. Ten 
sectors now have a rising 50-dma, up from eight a week earlier, as Financials and Health 
Care reversed higher. Communication Services is the only sector with a falling 50-dma. 
Looking at the more stable longer-term 200-dmas, all 11 sectors were above again as 
Communication Services and Industrials reversed higher in the latest week. All 11 sectors 
have had rising 200-dmas for 39 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. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgR3dW5R3mKJ5W4jv7W7Q98Bh4lhyN0Vb1-mB3hzDkgW65FPPD1KMLzgN5qLfWg_C4nfW1vgSh_8y95MsW2QR3J07gvDz8W3BdmGF4X7rBrW2Xvrjv5FXSnMW53d7v66nQkpqW8trnx97DY5kGW8rlx704nBFFmN4_9vqkGjPJtW8Z3X5K4yWdHMW6wqLJC5FPs7KW7ptBmG24Ff5WW96PBB64653j0W4ntZ9_1FtPQ1W5sq1hZ4ZwN9vW31Zt1_8Ht9tGW6Cm5tG4X_75YW8S4jyr7mwh9Y3hwS1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgYcjN62W1_wdB72PW8-c8NC2Jn478VtYpCN6B8LH_W8cCWZC7jzKx8W2WdPZS4k_v_fW3l1RXv1wd7ZQN5rV0b6pqMDWW3dsQS88Wwxl4W7SmXcD8J5lqvW7XL9Lp8PlFpJW1lds_-7YQ2r7VQqgjy2tg8KtW3ql6cQ7zvPBtW37mLh11GSTTPW1GcdZG745v2MN4qgtdVXlvvBVRpWtP4D30ccW11lwfJ3V2gydW8CFn4n2yzKT8W12xMJR5BYfjCW4X1NQd2Z1sG3W39y5m47kl1TW3bVd1
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US Economic Indicators 
  
Consumer Price Index (link): Inflation reached nearly a four-decade high during the 12 
months ending November. The CPI advanced 0.8% last month after a 0.9% increase in 
October, which matched June’s increase—which was the largest since mid-2008. Core 
prices rose 0.5%, holding near October’s 0.6% gain. The yearly rate for the headline CPI 
accelerated 6.8% y/y, the largest 12-month increase since June 1982, while the core rate 
rose 4.9% y/y, the highest since mid-1991. On a three-month basis (annualized), the rates 
for both the headline and core CPI picked up to 8.6% and 5.5%, respectively, after slowing 
recently to 4.7% and 2.7% during the three months through September. Here’s a look at 
yearly rates across the spectrum: Food (6.1% y/y) costs are accelerating at their fastest rate 
since October 2008, with the rate for food away from home (5.8) the highest since the start 
of 1982 and the rate for food at home (6.4) the highest since the end of 2008. Energy (33.3) 
costs are climbing at the fastest pace since September 2005, with gasoline (58.1), fuel oil 
(59.3), natural gas (25.1), and electricity (6.5) costs all up dramatically and gasoline’s rate 
the highest since 1980. Consumer durable goods (14.9) inflation rate accelerated to a new 
record high, while the consumer nondurable goods (10.7) rate is the highest since summer 
2008. The rate for furniture & bedding (11.8) held near October’s 12.0% record high, while 
the rate for new vehicles (11.1) accelerated at its fastest pace April 1975. Meanwhile, the 
rate for used cars & trucks (31.4) is eye-popping, though is down considerably from June’s 
record rate of 45.2%, while apparel (5.0) prices are also down from recent highs, though 
heading up again. The yearly rate for medical care commodities (0.2) was positive for the 
first time in 14 months. Within services, owners’ equivalent (3.5) and tenant-occupied (3.0) 
rents are accelerating, up from recent lows of 2.0% and 1.8%, respectively, while the rate 
for lodging away from home (22.4) reached a new record. Meanwhile, the rate for hospitals’ 
(3.5) services eased slightly, while the physicians’ (4.3) services rate moved slightly higher. 
The yearly rate for airfares has dropped precipitously, from 24.6% in June to -3.7% in 
November; airfares fell 10.6% (saar) during the three months through November, narrowing 
sharply from the 62.0% drop during the three months through October.  

Consumer Sentiment Index (link): The Consumer Sentiment Index (CSI) unexpectedly 
rose in early December, boosted by a 23.6% improvement among households in the lower 
one-third of the survey’s income distribution—which was the largest monthly increase for 
that group since 1980. Sentiment continued to fall for the middle (-3.8%) and upper (-4.3) 
thirds this month. “While it is usually assumed that such extreme changes represent an 
erroneous result due to small samples, in 1980 it was the households in the bottom income 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgCd7N4MkktC26tg6W147Mbk2spkGqN3B1NBgP9zjsW4g8nX-4Gf2w4W7g0Nw94-c2tfW8QP6JD6Yq-8tW6tPT6l6VZ1bsW1QxPLr6KHhzmW82plH22_gYMdVthp7r7fv9RcW6RkN2g6p8fnDW2NQKKQ3Zw5SGW7krFDw663v8vW77Cr1_5RJLsJW7sYclx2tFdJdW8dY0218VvTfqW4j9Rxw5FSvscW1PKv284gKZ48W4GJwk472wTspW7wWGyT9kY4p7W2BJvNW4fsqn9W4fPBSz1vVrzX32Nr1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgZttW5Rt2Qp7R5wBRW8KBQcl6FqMllW22FqJp4DsJ8FVmH1vs1z0ZM9W35-tZ36GhKpNN1TycwqGbk3ZW6KNTxt8KGH3CW7BzjRT1VLGWfN5_NP0h-TKM5W2DSZNt6x9Ys4W7FtjG05l_2WsW8XWYBk91xrMZW1C6X9G5pj2RjW1p65nv1HdKyzW8PClqT4NPGkjW3WM9lL4ygF0rW5dfn3b7NDy0mVM5mKP8Cw6M3N1xYVlQ8cDrHV1ZTcY919r3sW4VJMYd5-mGGwW82ln1G6GdQzp38nh1


 

11 
 

third that initially signaled the end of the first part of the double recession in 1980-82, with 
upper income households following in subsequent months,” Richard Curtin, survey director, 
noted. The CSI climbed to 70.4 in mid-December after slumping from 72.8 in September to 
67.4 by November—which was the lowest since November 2011. Both the present situation 
(to 74.6 from 73.6) and expectations (67.8 from 63.5) components rose from their 
November levels, which were the lowest since August 2011 and October 2013, respectively. 
The expected inflation rate held at 4.9% in December, which is the highest since summer 
2008. The survey notes that 76% of respondents selected inflation as a more serious 
problem than unemployment (just 21%) and that inflation concerns dominated 
unemployment “for all income, age, education, region, and political subgroups.”  

 

Global Economic Indicators 
  
UK GDP (link): Growth in the UK barely budged in October—even before the emergence of 
the Omicron coronavirus variant. Real GDP inched up 0.1%, after accelerating steadily from 
-0.2% during July to 0.6% in September, falling short of the expected 0.4% October gain. 
The three-month rate eased for the fourth month from 5.5% in June to a seven-month low of 
0.9% during October. ONS attributes October’s slowdown to a combination of variants. 
Growth in service industries slowed to 0.4% as a drop in restaurant business, after a strong 
summer, triggered a 5.5% drop in accommodation & food service activity. Meanwhile, 
boosting services output during October was an 8.1% jump in the sector that includes 
wholesale & retail trade and repair of motor vehicles & motorcycles, along with a 3.5% rise 
in human health services—as people returned to face-to-face appointments with their 
doctors. ONS reports that service output overall is back at pre-pandemic levels, though 
consumer-facing services output is still 5.2% below. Meanwhile, supply shortages pushed 
construction activity down 1.8% in October after rising in September (1.3%) for the first time 
since June, and continued to impact manufacturing activity, which was flat in October, 
posting only one increase since April.  

UK Industrial Production (link): Output fell 0.6% in October, led by declines in mining and 
quarrying (-5.0%) and electricity & gas (-2.9); manufacturing output barely budged for the 
second month, edging down 0.1% in both October and September. Looking at the main 
industrial groups, output of consumer nondurable goods has increased six of the eight 
months since bottoming in February, jumping 3.1% in October and 9.9% over the period to 
a new record high. Meanwhile, intermediate goods production in October remained in a 
volatile flat trend just 1.6% below its record high posted in April, while output of consumer 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgTh8W69_TRR5KT2H-W41Q8YJ46d91wW36rW-Z143bKsW6WGlS988nyVCW3vQLnr15_DF3W6nS-8R4GlX9qW90NTl52Y_Lt0W7Y5Y1c1z5RrlW7Mmc488-RzLGW2pwsz_5KBP2yN4sdF6Y1Gn6QW7j0-jD5CTLqDW396lbG4R6VvkW4bKbS51XsSfPVpPSn07KHVvZW2Ds8HP1lSjz1W5hVCsP1QhkVLW77qsn52wp92TW6Sfrwb8q3k5SVHQHzx9bjg36W4_LdjH72rhK9W2W0wH93R5g-L3l6M1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWycjNYLHjnW1df8jp8m5y8DW1KLHGL4B_nwYMfRfkG3q8_QV1-WJV7CgG5mW8KRTVp36hlx4VxmTVl3ybWmQW3xtz7n7NCF-3W75-NmL4n7vz9W4ZZ1wv4bmhpfW1Z-MjF68nkcnW283GJT4gLsjFW8nJKZ96LMYqpW4vgCmx2zPVNqN2_V-_CppDV0W2r6_rn6hYpK8W3rVWlr1QP_FgVB3d_C18srjSN8QYKf8xZJgkW3_cTP57LFJX8W405NT095S95cVRCN0J61jvhpW2Tv9Xt1TQ3ZbW60xHj42Tfwp_W5DH2Ff789-wMW5LplcD5tB0F7W4DfpCW90vMgK3fry1
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durable goods continued its up-and-down pattern since reaching a nine-month high last 
November. Capital goods output, on the other hand, has been moving lower since peaking 
last November, down 8.6% over the period.  

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

 

mailto:requests@yardeni.com
http://www.yardeni.com/Copyright.pdf

