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Predicting the Markets: Video Podcasts. In 2018, I published Predicting the Markets: A 
Professional Autobiography. I’ve followed that up with a series of Topical Studies examining 
the issues that I discussed in my book but in greater detail and on a more current basis. My 
next venture is to create a series of video podcasts based on the 2018 book and the 
spinoffs. The subject of the first one is “Predicting Inflation.” It will be webcast on Tuesday, 
February 22 at 2:00 p.m. EST. I invite you to register for it here. 
  
Strategy I: The Latest Stock Price Correction. Joe and I still believe that the latest 
correction in the S&P 500 started the day after January 3, when the S&P 500 rose to a 
record high of 4796.56. On Monday, January 24, the index experienced a violent selloff, 
falling to an intraday low of 4222.62. That intraday low was down 12.0% from the January 3 
peak, but the market recovered to close 8.1% below the record high. On January 27, the 
market had its lowest close of 4326.51, down 9.8% from the January 3 peak (Fig. 1). It was 
a mini-correction, which we define as a drop between 5% and 10% based on closing prices 
of the S&P 500. 
  
We won’t be surprised if the S&P 500 spends the next several months trading in a volatile 
fashion between January’s record closing high and intraday low. Consider the following: 
  
(1) Fed-induced volatility. The main source of the volatility is likely to be the Fed. The 
FOMC’s U-turn from ultra-easy to tight monetary policy should have started sooner last 
year. It was delayed by a few weaker-than-expected payroll employment reports that have 
been subsequently revised significantly higher (Fig. 2). 
  

 
Check out the accompanying chart collection. 
  
(1) Invitation to register for video podcast on “Predicting Inflation.” (2) The latest mini-correction lasted 
24 days. (3) Fed fooled by a few weak employment gains last year that were revised much higher. (4) 
When in doubt, predict volatility. (5) The most negative real fed funds rate since start of data in 1960. 
(6) Will the inflation curve bend? (7) Wage-price spiral would be nightmare scenario for the Fed, and 
investors. (8) Sentiment: more in correction camp than bear camp. (9) Lots of cash to fuel another 
record year for M&A. (10) Assessing the valuation correction. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0s55nKvpV3Zsc37CgJ9nW4FJJzt3j_VTYW1mn5PD4K_GcNW8ZG-5M7GQPSWN6jXzCgGPRJ0W8fJmvF19t3N_W8XcHsz6lSgxcW8Q5YpH8ktgFxW5rGSFr2sN1P0W7xmNW978MwvTW6H2k-B3QqNp3W26Rb-g6rXM8WW2Tw2bS3HSF-wW8gP1Hd5Q5gmhF3S45cY3C9xN7JfL5lMpNbmW5cngVK7glDkTW3F7SS_1N69QqW2f-MkY1hKznCV8bf_f5nB6zqW81sWSb3Y5K8mW4vscBJ2lm45lW2MQJ2p1tLhjyW6Y0kv376RHwmW596sgV4qjzkmW5X3GHr5pclGZW7fkJzJ32WKQRVhxqpw713XnrW3gVyRZ1dL7YfW2h6Vw58L1vq9W99hxJg4Jh51JW7FHMFW6T5JYHW9kPKCd8zycDVW5rbz104Z_Tt9W778mGK7hFLlZ38rc1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0s55nKvpV3Zsc37CgJ9nW4FJJzt3j_VTYW1mn5PD4K_GcNW8ZG-5M7GQPSWN6jXzCgGPRJ0W8fJmvF19t3N_W8XcHsz6lSgxcW8Q5YpH8ktgFxW5rGSFr2sN1P0W7xmNW978MwvTW6H2k-B3QqNp3W26Rb-g6rXM8WW2Tw2bS3HSF-wW8gP1Hd5Q5gmhF3S45cY3C9xN7JfL5lMpNbmW5cngVK7glDkTW3F7SS_1N69QqW2f-MkY1hKznCV8bf_f5nB6zqW81sWSb3Y5K8mW4vscBJ2lm45lW2MQJ2p1tLhjyW6Y0kv376RHwmW596sgV4qjzkmW5X3GHr5pclGZW7fkJzJ32WKQRVhxqpw713XnrW3gVyRZ1dL7YfW2h6Vw58L1vq9W99hxJg4Jh51JW7FHMFW6T5JYHW9kPKCd8zycDVW5rbz104Z_Tt9W778mGK7hFLlZ38rc1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0s_3q905V1-WJV7CgGDxVzjp0v919MFkN16SqD7x0wQ5W7VNQDD43v-wgW9bdgbt5MZKLpW683W914jC7WbW5GMMHm35k_5-N1RHXJwGjt6zW30vqQX34HH3RW4V6Rrs5XrljZW7V_TY51qSspXW7PYh_-4925KqW3MJ1lL7xj1NVW3nL4Vm95qS9HW3Kndnk3YqGmVW5BhTVR1Kw4PrW5ThG0G8DLx6GW3vyd11733Vw-W2rgwLJ3LCrqCMWTyGb8PyyRW79T2MT3VFy2LW8FYRXB791ZCHW8Swxv47jf1MgW8x-Mnx5lj3dMW8Z1R2q5fdzH93g7C1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0tB3q90JV1-WJV7CgK5-V8_Vgn8q5DdyW80LV5d4-S4bPW1nTcxq5rG79yW8XRGk_2kBrF8N5qqmFKRhNcdVpLd8m2fyzj_MDQMXJvkw-RW3G5RwD6T3YkSW4bGbmS1lMxQtW21MSHX8hf4l3W42RNQl4pdDbjW1VzT-j1sZgC2W59nH7n9gPTNRW2lKyK04S2qjTW3751Zt7DbRj6W5xKfXJ1r_ZD5W2fYtyV4t9K7NW2G8qQP7QB-SQW3ZFBsS2QtvZ3W6Gxd0q7PFVRcW4x5bTP94ZstbW16v6TF5VFPp9W8v_kPW6rHbs0Vl-XC_1rZwjZW5qQS0H70QXQRW1PGrn85XrTj3Vv4mSW5nrjVNVQQbKQ4bcMzG35bm1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgC7XN7Vf6R34WRsgW4X4GNl5SXL1SW7JFjx284xRLqW5X9x7x5Lg_m4W3Wvb0x6sq4zLW8Xq2qP79vC3gVnDPK26gqpnGW7npwxs3gHgrdW4g3kpn3cwQ1cW8G9rPJ54kx48W1ZzLYQ1zQP7XW5SDn_N8xp9BkW8KgGhF9lrqTjW1Mn95s46KlkWW14ZJ6s8KDp8tW2xSmxn9m5lXbW1J46Bm3bm6-VW3Gy9mk90Q5ZzW79FXF587v6yfW6Fxbnz8MKbGWN8nhxWy6_HwtV6--0L5bC_kW33Cp1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgCFLN8tvFB36_P11W3nvGm23clJd9W22jhhJ6KXrb9V5-Cht6qBp2yW5J8HVS627zzBW76Zbdn7Lvd9lW55yfCr57ngdJW65-Q6Z3k3DMkW11thlz7p4_GLW3PJX5Q7mCQSvW72RvQ72Bp5F1W1K75B4830qBvW7YMP7N63wl-DW2fG9VB4Gvg1sW5DbLf420kpp2N6GlRrbXqspGW10kXld59tSGLVjXT9z2bZVVgW3pFV6D7rKm6bW8wkB1y85fNVqN8Cw5P8P7kC9W1DS9XN1B96nh2XV1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VVnsbf8166_JW2Lgqzh3Vcj3XW2bnPc74Ff_VfN9k7M9B3q8_QV1-WJV7CgHFdW11HX1f5S4xCvW8BmqH27YksbqW8F8KYq7TGkXJW7HTBVc75mRz8W1xxlsZ4LN9BwW5KjPP_1k7ylXW2q5dkl3jbM4TW6v0qkS8Cydx0W6Z5YGq5T3LKCW2JJbdw7CmJvFW8gtDGX8PsjzBW1-rXvX8gSHdbW8h5Gr61_sNDBW5K--HR4WbtDRVxRctk7vCM0sN4JJztHd7cHFVF7w8y6DsNTsW4JglVG3t_qd2W8YhfKy64tzvgW1XJtw44NbcM6W7L3b6F4yWjCnW7hHXgD37d4Z532l_1
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Last year, the headline PCED inflation rate rose from a low of 1.4% y/y at the start of the 
year to a high of 5.8% during December (Fig. 3). Yet the federal funds rate remained at 
zero, making the real federal funds rate -5.7% during December, the most negative it has 
been since the start of the data during January 1960 (Fig. 4). 
  
(2) Inflation. In other words, the Fed is way behind the so-called “inflation curve.” To remain 
bullish on stocks, one has to believe, as we do, that the inflation curve will bend over as 
pent-up consumer demand for goods abates and supply-chain disruptions ease. 
  
On the other hand, the longer it takes the Fed to tighten, the easier it is to be bearish as 
wage pressures push prices higher. The result could be a wage-price spiral, which would 
require the Fed to tighten more aggressively, raising the risks of a financial crisis that could 
trigger a credit crunch and a recession, as we discussed in yesterday’s Morning Briefing. 
  
There’s evidence of such a spiral already, in December’s survey of small business owners 
conducted by the National Federation of Independent Business (NFIB). The percentage of 
them raising prices and planning to do so was 57% and 49%, matching or exceeding the 
1970s peaks (Fig. 5). The percentage planning to raise worker compensation was 32% 
during December, the highest on record starting in 1986. NFIB’s advance jobs report 
showed this rate eased a bit to 27% in January. (We’ll get a look at all of last month’s data 
this morning when NFIB releases its January report.) On a yearly percent-change basis, the 
Employment Cost Index for wages and salaries of civilian workers closely tracks the NFIB 
compensation series (Fig. 6). 
  
Another source of inflationary pressure is that crude oil prices continue to move higher, as 
we also discussed yesterday. Geopolitical tensions between Russia and Ukraine and 
between Iran and Israel are mounting. If either or both crises turn into military clashes, the 
price of oil is bound to go higher. 
  
(3) Sentiment. The good news is that stock market sentiment has turned quite bearish since 
the start of the year, which is bullish from a contrarian perspective. The Investors 
Intelligence Bull/Bear Ratio edged up slightly during the February 1 week to 1.43 from 1.31 
(Fig. 7). Bullish sentiment remained relatively low at 35.7%, while bearishness was at 
25.0%. The biggest contingent was the correction crowd at 39.3%. 
  
(4) Liquidity and M&A activity. We estimate that there is roughly $3 trillion in excess M2 
liquidity in the economy based on the spread between December’s M2 and its pre-
pandemic trend (Fig. 8). Much of this liquidity seems to be on corporate balance sheets, as 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgTVhW2Zz8ys5WBZWpW46mLW55BtPQCW8Dq-HH8S95FnN67jL43yTk8qW2WtVtq6DSR4MW9czxM_6CblZ9W7syMNK42bT3qW3775-H42QvwzW5-Vzqv11WjK2W3M2Qhm2y6X85W72gvTV14S_RxW8RHJt14BZRN-W9m1z7q4Gjf34W3j8CCD8Ng2FPW5QZvFQ543KXzW27RVF679KFlSW7JYW1Z846N7cW3_rdrp405zJPW1ghHWh6JBQsmW3_9MZP6L8fQrW528bsz1QpC8hW5MqtmB6pKTsq2j51
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgTQqW6f1x4j3Tw4bfW5cj4hW98SrzwW1Wm9zc24k142W3LDZcH5BVcHTW6xBbz82yXRhrW7QXBGw6Pp06PW7TjN-S7LJY4hW6PmNhm92z72SW3nRjC-62M8SRW4WqdX72mRj_KW2vGQz_9jGf4vW6PnNNL524v_dW6fVT-Y4MmDsfVl1bzc1rPqsfW4WjzsX10cvcTW7ghgxc3XRkLrW5n2DMv4-JfDCW2V1BSw1y9Q9fVxW5Qw5l2ZGCW4n10LB4KZz1nW1D3k8H4MqpJYW3zFhzB4tFJLJ3jnT1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0s_3q905V1-WJV7CgMwcW7tBQzv821DwZW2N9mq45NCvJWW4qVDkX4_NWG2W2ptgXn8F4Wn7W5QhQYv4qr4NTW7kxqKJ6r-mMNW7cPR5M3Cx5-2W2JvklT2mGPrBW7N5sJk1lqlZMW3sMTxM504gcqW7w3fcv2zp2TPW37zx6T3ZdLVYW8pt0tZ5gtJqXW7Z-Nc-6RgtGtW5clbGP8k7JjtW95yqHQ5mTf0jW735ZTl32gPySMJxlK9y4P88W8PrbDF8VLnHDW8W82Df2VWJMRW75sJlp7p-1JBW3Nxmb13PWP4LVmYRp07dh7BSW4D4rRf3mYn4Q3fWt1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgMkfW4jdBrt2lmZjBW1mDn3c4Wsh81VlFDvW3VFw1xN31wc4DXvtxwW3jzb692-HxrwW68VB6k3SnbzgW4jqhq88WGW1dW1gzbtq1zdp0zW46csD35KY9FCN1lSbZl_wSDSVl0F5l1tBlr7W26prc81cz9G9W2RbqVV2hpHqPW7Y5W_-33QV_YW2yB-TJ5MGdFxVd-wwp5R0_PGW2WzqjW7CQBZBW6G6K-f6nm_v8W5-hHC66K7dGNN5TDRTGd8QPbN8p3Jr7xkCBLN58GVsNkWG1X3n--1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgPy_W6Qfy6F5jL2rGW8dTwfX5Frkv-F6x06SXZ0sRN73VD-vZqFNFW1WrSlq2Yl2QHN8PfdtyJz6s1W4nxWcw9dSlWTW6j01NV5Jp_5QW7N_jgK3KLgYnW6fSxgS9cYsmZW3pj_Zc3V2SF5W76pLWJ1lxRnnVgSgDm7ln25XW6b1jbw10cK5zW3tc1_Y8H2qnqVYsgVP5n3S1WW2SxKdK6MMn0pW55zXQS8myXFGW8Z8sy81ktLrWW1WRV4G2fgwRHW45TD8g1jy_-PVsK_3k6QfKmF3c-Q1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgCxdW4BDBPN71zNngVSdpd47RsRDrW1STqGm6S87PWW6yPCc9849Hd5W4qt3v14kbpBSVg3Nn61NYrGzW884_c85H9-NMVRbcKC2vL_5QW7Xw3DS6FBXkVW4Cc9CD7kqZ1sMSkZVxgZbd5W7jqzcG2q8zZcW1LDZg27qyWPtW14mQ1h92pv1cVlJKr65hFTGLW2kx5sC4SrLS3W3_Kccz36MplTVCHT2B7S7yg_W81vMRy9jcJ_9W7cxV9V3jFwCCW8K2t-d30qyjcW4_MvW256ltB53h0f1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgLG4W76fntJ4s1sWVW77Fmsx893CbcW4LbfFq5ZFR3xMmK6lGgJScKW4bRLhk1BMTM1W18Bf2j2lc_fnW1M0g1L3Psg5sW84k7y68jRQSDVv9cX43gfZ4NW72BsZw2y7hPBF72gTRDDDxKW49v6GL67-mWpW8ND7gN1_-wK2VQPP-z5VfqhcW3D9hjx4lJ3PKN2n-nBwSV7BsVD-N_646PZ9CW2wGt8N6qk772W8sRWFk1mcps8W6BRCJN1qkJ1qW5GsL9f33qdZMW74588L8DQXDW38k21
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we discussed yesterday. Over the past 24 months through December 2021, nonfinancial 
corporations raised a record $2.5 trillion in the bond market (Fig. 9). 
  
So while the “Fed Put” may be kaput, the “CFO Put” could very well continue to boost 
valuation multiples if M&A activity and stock buybacks remain as strong as their record 
paces last year. The Fed’s data show that over the four quarters through Q3-2021, 
nonfinancial corporations retired a whopping $1.0 trillion in equity as a result of M&A activity 
and stock repurchases (Fig. 10 and Fig. 11). 
  
We expect liquidity-fueled M&A activity and share buybacks to continue to support the high 
valuation multiples of the S&P 500 LargeCaps and S&P 500 Growth stock price indexes, 
though we are puzzled by why that hasn’t been the case for the S&P 400 and S&P 600 
indexes (a.k.a. the MidCaps and the SmallCaps, or collectively the SMidCaps) (Fig. 12 and 
Fig. 13). 
  
Strategy II: The Valuation Correction. Our Blue Angels analysis tracks the stock market 
equation P = P/E x E, where P = the stock price index, E = forward earnings over the 
coming 52 weeks, and P/E = the forward valuation multiple (Fig. 14). (FYI: “Forward 
earnings” is the time-weighted average of analysts’ consensus earnings estimates for this 
year and next, and the “forward valuation multiple” is the P/E based on forward earnings.) 
  
The selloffs in the S&P 500/400/600 indexes since the start of this year have been triggered 
by the Fed’s U-turn from easy to tight monetary policies. All three indexes’ corrections have 
been attributable to the declines in their respective forward P/Es. 
  
For all three, forward earnings remain on steep upward trends and were at record highs 
during the February 3 week. Bear markets tend to occur when both the P/E and E are 
falling. Corrections occur when the P/E is falling even though E is still growing. 
 
Below, Joe observes about forward earnings that “LargeCap’s was at a record high for a 
sixth week after dropping for a week earlier due to index changes. MidCap’s was at a record 
high for a ninth straight week. SmallCap’s was back in record-high territory for a third week 
after being below for four weeks due to index changes. In what has shaped up to be an 
extraordinary V-shaped recovery, LargeCap’s forward earnings has risen during 85 of the 
past 89 weeks, with the down weeks due to Tesla’s addition to the index in December 2020, 
Amazon’s earnings shortfall last August, and index changes in September and December. 
MidCap’s forward earnings is up in 83 of the past 87 weeks, and SmallCap’s posted 83 
gains in the past 88 weeks.” 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7Cg-0fW6095N49jZNVrW4tgnMb7sLZc4W3HLn0L1YYcfcW87YxmB5H4cxKW70PJ7s6fdY89W4ws65v5F2XHsW7g8nDk6QjYr2W51gD461YhDTVV1YpCk3_lW-WW38LGxm4LRbFdW4HZjBb25hH_5W8dkRxh2c3t1zW3tY-cC1j71vbW835DmS2yl62vW6Yzhzw4m50PpW2vyHsh4_0RG7W98RR0B2XgwkMW89pfnM2GM5GSW9cvlvp53lXrWW4qZnsy7k-jG9W8QhphM91n6rTN1mnvjJJ07CN3fdR1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgY0pW2yMr6y4hbhdMW53WWXM98sW1CW2Dffbk1bGQxCW21-XH42KdmCRW32gmg92hkv0jW8FQwZg8vgvQJW2YCh5H7_VMyZW8Fn0c15g2bKSW3YsMT38VXDqLW85fsfC5_sZprW4ChfRM1DKwvRW8c2tPG5K1k58W1MxVTz63rz48W2S-dWm3Z5q4-W31C1tP8DW1DJW2NrRC_6HMzQ3VdBKzZ5HtPnGW60yDZr915_QmN2912YBQR9t_W1FXGXc1CVkYwW64trxJ6bF3jbW3HXV4-4JFSNY37-91
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgTxfW3w0Tky3z5dsxN285jMSXjRn4W6b2WDD5yF4_WM5LtrHCy2sjVPGx6Y1WTtcHW884Kdp5lNG0KW76Gf274tYbWjW1M9nR289M0xYW4-nLNw1NflP-VKxXnF66YNPWW76FFtn2gyrzRW1ptB-55j9YHlW4GJhm49g5_pyN8sSb0Lm1B3yW3Xzc7v95zLlbVcSFGx4FJcDtW51fn_88bxzhJW3z646Z4vjRZsW8SrkKR5GZSCwW5dlNNy1c7MwzW1gq-YL640MHCW1KYcz27V6_yF3ph-1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgZtlVDhvBd5wsMB2W3SwgSj1MTJ2-W3yHbKS34ZY1JW3f9S0z1Phqy5W3zb0Ly1Why9hW5WCSkx5lPC7tW2X2WbG72LdFYW9c4Mfh2L6rLzW3FMZjK5SpHzMW8x9R_D92tNz7W1VgW9523GQJCVSGS3c5rnfZZW4_nVqy1M5sr8VMz2KX6wsWQBW7p0P8l4_XfZhN7v7cK_KFVhxW3nzxJ670gmyvW4QJ9576QVc45Mc4WX8t74pZW3LGtFD47BSChN34XbXg4WZ3TW2f8wxj76lDMb377g1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgMj9W56KHz72C_NmSW5Z70VZ28CP0YW7wjfp97h_n25W2NNJqR1535yJVVnnVl7fjvN8W428ZF43l6sDpW6KwNnK5g5-JpW369hBL1SXDkrW6vxcbN8BRP_hW90SYNt3vnRZdW4FWw1s72FhHdW97jnvM4l4FQBW2nF87N4BbzKSW4FqYVF2GfNNVW8TPm0_94JGdfN23Y2J8Gpw5lW462Sp_6hmRGQW3G9Mrr753RtDW5Z-3v-4fMyDYW8NcgdX4jGqHCW46ncsn1CV8-YVV2cYN3cmwhn35Z41
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgMGvN9dlvW-KRyMxF3dPqLVNM6zW96g7MH77StBbW1GP1--1Qmq8jW1NjDRG4MgH1sW36C8nw1XjVnNW4zLH408XVfRfW4vMDHw5VBrLpW1GSXTf6-JWCJW5131qZ7YClTmW7FQgv06Yr1nlW5WMk_N1TglsPN6ZF7j-F-XR2W6qTX5l5tltR9W766dF43drvY8F66Zz14_GtXW5n3kNG3ym4tTW5Z7VPH3LLnG9W2bbs1b4qJ8fhW8MNXHL3pV8lCVW5x8n6lYJBbW3zLFgg7b9TMW3kW11
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We conclude that the S&P 500/400/600 are experiencing corrections, not bear markets, 
because we don’t expect a recession that will depress E this year. Now let’s assess the 
declines in the forward valuation multiples: 
  
(1) The forward P/E on the S&P 500 fell to 19.5 as of January 27, down from 21.8 a year 
earlier and a peak of 23.1 on September 3, 2020. Forward P/Es were dragged down by a 
few sectors, like Information Technology and Consumer Discretionary, which contain 
technology stocks that fell but forward earnings that held up. Other sectors with diminished 
forward P/Es include cyclical areas, like Energy and Materials, which benefited from the 
earnings effects of higher commodity prices over the past year. 
  
(2) Here are the forward P/Es as of January 27 and as of one year prior for the S&P 500 
and its sectors: Real Estate (46.1, 52.8), Consumer Discretionary (26.9, 35.7), Information 
Technology (24.4, 26.7), Consumer Staples (21.0, 19.9), Industrials (19.8, 23.6), S&P 500 
(19.5, 21.8), Utilities (19.2, 18.4), Communication Services (18.3, 22.6), Materials (15.4, 
20.1), Health Care (15.4, 16.1), Financials (14.4, 13.3), and Energy (12.3, 24.8) (Table 1). 
  
(3) The 10 industries in the S&P 500 that saw the largest percentage drops in their forward 
P/Es are largely cyclical: Oil & Gas Refining and Marketing (13.0 as of January 27, 56.1 one 
year prior), Steel (5.4, 13.3), Oil & Gas Exploration & Production (9.9, 23.2), Publishing 
(22.4, 49.0), Integrated Oil & Gas (12.4, 25.2), Fertilizers & Agricultural Chemicals (9.7, 
18.9), Commodity Chemicals (7.5, 14.5), Movies & Entertainment (31.1, 59.2), Health Care 
Supplies (26.2, 40.5), and Broadcasting (8.9, 13.6) (Table 2). 

 

Calendars 
  
US: Tues: Merchandise Trade Balance -$83.0b; NFIB Small Business Optimism Index. 
Wed: MBA Mortgage Applications; Crude Oil Inventories 1.525m; WASDE Report; 
Bowman; Mester. (Bloomberg estimates) 
  
Global: Tues: Italy Retail Sales; Spain Industrial Production 0.6%; Canada Trade Balance 
$2.62b; Westpac Consumer Sentiment. Wed: Germany Trade Balance €10.4b; Italy 
Industrial Production -0.7%; UK RICS House Price Balance 68%; Japan PPI 
0.4%m/m/8.2%y/y; Japan Machine Tool Orders; Pill; Macklem.(Bloomberg estimates) 

 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0s_3q905V1-WJV7CgHR7W6mwrnX16kxmmW4bqrxQ6SQBlTW2SdtHP7-c4LSVl2vJ18qz9l3W8cl2V53P-hSCW89TPqg2p8xLJN96rd8QvWRwXW5QKDHN404RnzN7HsmfDlKSZdW1C74z272zV2hW9kG9rW1tzJfmW6hsv-X5nzsLLW8l5Y7C4cNWRWW5Yw-Zc7L1Db5W876Ww54VfpZmW8w3rJS5dxxN0W7c0FtZ5lBlFRW49ZZM84D8xD8N5X34hqv2N5YW6XkJqk3RG_QTN4Pfr0cPtRvkW6RFK4b4kLHsXW2JlKqM5STvdxVBCLWv3hbCsh3lRv1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0s_3q905V1-WJV7CgNvKVSM3Wp8JbxfbW2RbzNV213sxdN48bsSct5RhFVK_1PH5ylQTrN9kxn0fQKZ5qW4L16TT7DfbwjW6wxjRc8jN0q0W8ZGnQ-5V4_RZW134GL08chZ8zW1Gwm9Z5x8S25W6wF46M8f2z3yW81k1tG4_sQlBW8MPRzB872vyLW7VYH3m3tCxQXW62jF4d8wxmlrW4C1mdL4Z49YYW9ghzpb5kQfwWW7DSbVx34T988VLMRsq62RpchW89X3b56nHbvRV4F2M33X9tZDW1CQkgz66VkvsW6swk6x3zZWNQW6qlfwP3xsWT633fb1
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Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): All three of these indexes had forward earnings 
at a record high last week. LargeCap’s was at a record high for a sixth week after dropping 
for a week earlier due to index changes. MidCap’s was at a record high for a ninth straight 
week after dropping 0.1% below at the end of November. SmallCap’s was back in record-
high territory for a third week after being below for four weeks due to index changes. In what 
has shaped up to be an extraordinary V-shaped recovery, LargeCap’s forward earnings has 
risen during 85 of the past 89 weeks, with the down weeks due to Tesla’s addition to the 
index in December 2020, Amazon’s earnings shortfall last August, and index changes in 
September and December. MidCap’s forward earnings is up in 83 of the past 87 weeks, and 
SmallCap’s posted 83 gains in the past 88 weeks. Forward earnings for these indexes had 
been on an uptrend from November 2019 until February 2020, before tumbling to a bottom 
by June 2020 due to the Covid-19 economic shutdown. LargeCap’s forward earnings has 
risen 61.2% from its lowest level since August 2017; MidCap’s is now up 118.0% from its 
lowest level since May 2015; and SmallCap’s has soared 180.9% from its lowest point since 
August 2013. The yearly change in forward earnings soared to cyclical highs during 2018 
due to the boost from the Tax Cuts and Jobs Act but began to tumble in October 2018 as 
y/y comparisons became more difficult. In the latest week, the yearly rate of change in 
LargeCap’s forward earnings dropped to 29.4% y/y from 29.9%; that’s down from a record-
high 42.2% at the end of July, though up from -19.3% in May 2020, which was the lowest 
since October 2009. The yearly rate of change in MidCap’s forward earnings fell w/w to 
45.2% y/y from 47.2%; that’s down from a record high of 78.8% at the end of May and 
compares to a record low of -32.7% in May 2020. SmallCap’s rate dropped to 53.3% y/y 
from 55.2%; it’s down from a record high of 124.2% in late June and up from a record low of 
-41.5% in June 2020. Companies have been beating consensus estimates quite handily 
since the Q2-2020 earnings season, causing analysts’ y/y earnings growth forecasts for 
2021 to improve instead of decline as is typical. Here are the latest consensus earnings 
growth rates for 2021 and 2022: LargeCap (48.7%, 8.4%), MidCap (82.9, 8.8), and 
SmallCap (123.9, 12.7). 

S&P 500/400/600 Valuation (link): Valuations edged higher across the board for these 
three indexes last week. LargeCap’s forward P/E edged up 0.1pt w/w to 19.8 and is up from 
a 21-month low of 19.6 in late January. That’s down from a six-month high of 21.5 in early 
November, and compares to its prior 11-month low of 20.3 in early October. LargeCap’s 
forward P/E also compares to a 19-year high of 22.7 in early January and is up from 13.3 in 
March 2020, which was the lowest since March 2013. MidCap’s rose 0.2pt to 14.5 from a 
22-month low of 14.3, and is down from a 13-week high of 17.1 in early November. That 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgRvgN2z_8pzjkY1BVSBMH66w7Vf_W1cz35S5jqfX3N89GKRpP2SCMW65l8mf25rkgfVr_qsk8ZNr2CW4Ckkrq72lxhFW3sQstt8wLz5nW7w1D_b57cz4hN5PLCf-LHfRvW7rjBrS6HFD6mW1tgTRx5lv5tCW2Qb_z67ttGBgW7WlxJz76Sm4rW8dCSBF9bYW3YW1PsGWH5YV8KtW7RX35w6-40bGW4sj1zb1hDVPtVZ3PLx5l5dGsW8phTVn3JHPbPW8V3-l_1qymdZW7vRkzY4SZFCZ3hGg1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgLcbW2yygP329LNcMW4X-bhk8-Z1gjW1PGj-312rTyyW53rc1m7_tZ2FW575hl984Db7MVFyR8J3nY9sdW90D_nC6kfnm3W1Rm6x-1GbfMfVXPg655Ln3FyVrBn8Q3r4h0SW2RPL_j6gVSB7W7QPGyY1khYBHW2BFR5G6xMX4LN1Zwf9pDlZRkW7TNMzD74KHLwW6TBXLb1XSfWYW8WvM_w2Dt4nwW79XKp97Z3PlVW22s7201Bq3XSW7x3hn-5v9KmbW4P0nXV5kPFSyW75Blv48QBwjP3dbk1
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compares to a seven-month high of 20.5 in March 2021 and is 8.4pts below its record high 
of 22.9 in June 2020. SmallCap’s rose 0.1pt to 13.6 from a 22-month low of 13.5. That 
compares to mid-December’s 20-month low of 14.4 and is down from a 13-week high of 
16.1 in early November. It’s now down 13.2pts from its record high of 26.7 in early June 
2020 when forward earnings was depressed. During March 2020, MidCap’s 10.7 and 
SmallCap’s 11.1 were their lowest readings since March 2009. LargeCap’s forward P/E in 
February 2020—before Covid-19 decimated forward earnings—was 18.9, the highest level 
since June 2002. Of course, that high was still well below the tech-bubble record high of 
25.7 in July 1999. Last week’s level compares to the post-Lehman-meltdown P/E of 9.3 in 
October 2008. MidCap’s P/E was below LargeCap’s P/E yet again last week, as it has been 
for most of the time since August 2018. In contrast, it was last solidly above LargeCap’s 
from April 2009 to August 2017; MidCap’s current 27% discount to LargeCap is its biggest 
since September 2000. SmallCap’s P/E was below LargeCap’s for a 76th week. That’s the 
longest stretch at a discount since 1999-2002; SmallCap’s current 31% reading is its 
biggest since April 2001. SmallCap’s P/E had been mostly above LargeCap’s since 2003. 
Looking at SmallCap’s P/E relative to MidCap’s, it was at a discount for a 32nd straight 
week; SmallCap’s current 7% discount to MidCap’s is near its biggest since July 2001. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q2-2020 earnings 
season—which came in substantially better than greatly reduced forecasts—analysts as a 
whole have been raising their consensus forecasts for all future quarters instead of lowering 
them as is the norm. Those gains endured through the latest Q4 earnings warnings season, 
when forecasts typically decline. The S&P 500’s Q4-2021 earnings-per-share estimate rose 
$1.21 w/w to $53.12, and is up from $51.08 at the beginning of the quarter. That $53.12 
estimate represents a gain of 24.7% y/y on a frozen actual basis and a 27.2% y/y gain on a 
pro forma basis. Q4 is on pace to mark the fourth straight quarter of double-digit percentage 
earnings growth, but growth is slowing for a second straight quarter. All 11 sectors are 
expected to post positive y/y earnings growth for a third straight quarter during Q4-2021, but 
double-digit growth is expected for only eight sectors; that’s down from 10 sectors doing so 
during Q3. For Q1-2022, analysts expect S&P 500 earnings growth to weaken to 6.0% y/y 
on a frozen actual basis and 7.0% on a proforma basis. Double-digit growth is expected for 
just five sectors in Q1-2022, and three are expected to record a y/y decline. Here are the 
S&P 500 sectors’ latest earnings growth rates for Q1-2022 versus their blended Q4-2021 
growth rates: Energy (190.5% in Q1-2022 versus 11,180.4% in Q4-2021), Industrials (38.8, 
40.6), Materials (34.7, 64.1), Real Estate (14.5, 14.9), Health Care (11.4, 23.8), Information 
Technology (7.6, 23.3), Utilities (7.1, 1.6), S&P 500 (7.0, 27.2), Consumer Staples (3.2, 
4.6), Consumer Discretionary (-2.2, 11.9), Communication Services (-3.1, 15.7), and 
Financials (-19.1, 8.3). 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0s_3q905V1-WJV7CgSS1W5qT2-Q6RmRYDW6pp4853VnvzjW7g_4Pw6J6gTDW93p8PB3drGKlN6ZyjQp6vJFhMKbYq6-B8YPW4HTnjQ2Bl18VW96HlsX1yfH5NW5Z3VG91l1qLxW6FtMKV5lQkWJVzh9v_1NHZqdW3L1Lvv6Nj4pcW7vDDRt29tWlPW2Nlc3H410CT1W7YYLkd7V4zQwW7f3SCZ1GjFthW1B0KDp2kRb68W56Gmz94fqtQ7W1MQ9rf7KkLysN5Tck4dmlRzHW4Nl05k4tbSr6W1ZLBSb1858W-W3J7k4d2KWqCpW3_TgLK8jp6PL3hP91
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Global Economic Indicators 
  
Global Composite PMIs (link): Global demand slowed to an 18-month low at the start of 
2022, with both the manufacturing and service sectors contributing to the slowdown. The C-
PMI eased for the second month to 51.4, after increasing steadily the prior three months 
from 52.5 in August to 54.8 in November. The NM-PMI retreated for the second month to 
51.3, the weakest since July 2020, with the report noting consumer-facing companies were 
most affected and with consumer services activity contracting for the first time in nine 
months. Meanwhile, the M-PMI fell for the second time in three months to a 15-month low of 
53.2. The C-PMI for the advanced economies eased for the second successive month from 
55.8 in November to 51.3 in January, the weakest since July 2020, while the C-PMI for 
emerging economies slowed to 50.8 in January—the lowest since last August’s 49.3. 
According to the report, of the 13 countries for which January data are available, nine saw 
activity expand, with Ireland and the UK the strongest, while growth in the US was below 
the global average for the first time in 18 months. Meanwhile, Japan, Spain, Australia, and 
Kazakhstan saw a contraction in growth. 

Eurozone Retail Sales (link): Eurozone retail sales contracted for the first time in five 
months, dropping 3.0% in December—though was within 3.1% of June 2021’s record high. 
Nonfood products (excluding fuel) accounted for nearly the entire decline, plunging 5.2% 
after a two-month gain of 2.0%. Sales of food, drinks & tobacco slipped 0.3% during the 
month, while sales of auto fuels (0.1%) were little changed. On a year-over-year basis, 
sales for automotive fuels (14.2%) and non-food products excluding fuel (3.1) were in the 
plus column—with the former getting a big boost from pricing—while sales of food, drinks & 
tobacco (-1.1) were below a year ago. Data are available for three of the top four Eurozone 
economies, with all in the red, led by big declines in Spain and Germany. Spain’s retail 
sales plunged 5.7% in December, more than reversing November’s 5.4% jump, pushing 
sales 3.0% below year-ago levels; only Ireland’s (-3.2) yearly decline was steeper. Sales in 
Germany contracted for the first time in three months, by 5.5%, with its growth rate flat with 
the year-ago level. Meanwhile, France’s (-0.2) decline was negligible in December and 
followed a four-month spurt of 2.4% to a new record high. These sales were 1.1% above a 
year ago.  

Germany Manufacturing Orders (link): German factory orders beat expectations in 
December, despite supply-chain disruptions. Orders recovered for the second month, by 
2.8% m/m and 6.5% over the period, more than reversing October 5.8% drop. Domestic 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgJp3W2WwbbH563700W2JDzrP4kDCDwVrT1JJ3W_W4kW6NXYx78cC27NN6NrVgKP_bGYW1NtCxN78B69CW4j3lNb6wbpQwW1SSrSv3D9XbkW32WFrw378SLvVStcTg4mmZQXW48Vhm724YpGPW3vD7ND3JS4vyW73Wk472PzxgjW4fp8gv8jLBfYV888KY4Zy52wW7xYrSh1J8fghW5M1NQq1RRdTSN4XytMN5TXJ2VrMZNk2Wsk7NW63_p3y4SXsT_W1yz7fF2PpXs-W4n-dV99gtFjY3nX-1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgXV2N1wcsNCVs13jW2lwSks8HyH2wW6byktG2_HZDfV343Dx8GBpxYW7tXNcf99WM5rW2Z0yky136P_3W9cw7-S7dd_H2W2Mzf186_lScqW2xg5CR4N-pSVW11c4LB5YHQ4xW4n9MfM2PMRBQW1NKYd52kml22V4w8WP6PLQgkW2gcGgV5WWQJjN7sg6WG6xR9_V550Vz8vZk92VRFqFz7r3wDHVZRtNZ6LNtB_W8XZFPj18gMWNVfvbdZ6cvgZYW2b68q75_rpFPW2ZJQHk6f5g5N3q801
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWs-8959k0QPW42hsxd2sw_1LW1qZjFf4Fg6-nN1FQ0sJ3q8_QV1-WJV7CgZs-W4M7ByX4KF9q2W2K8kDX1mVrv4W4X9TrJ4-qDRDW4tYSg27Stm3LW5PqhkX5_D5XsW88S8V72gP6-tW4wc0-T57X10DW1n_KMm5T5nFHW1Kk6gf7-rJYCW13lz5B1sf_5WW8pn6WL6m5j1SW5bqdx44K2QgrN2dkXFjzg07SW5zfB_b3g4KwYW52LWYz9hytYJVqjc8-2-nJC7W8m0ywy910C07W2k1Yyh2dwGLMW76Y8xD6BNKSgW7bqly02vlKskVZs4DH1V_dYbVcV_RX4qB4QP39Jv1
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demand pushed December orders higher, climbing for the second time in three months; 
domestic orders soared 11.7% m/m and 14.7% over the period to within 3.0% of a new 
record high. Meanwhile, foreign orders declined 3.1% in December, after a 6.5% rise and 
an 11.3% fall the previous two months—with orders from both inside (-4.2) and outside (-
2.3) the Eurozone contracting during the final month of 2021. Here’s a look at movements in 
domestic orders along with the breakdown from both inside and outside the Eurozone for 
the main industry groupings during December, both m/m and y/y: capital goods (16.1%, -
7.8%, -5.0% m/m & 19.1%, 11.8%, -4.5% y/y), consumer nondurable goods (14.0, -3.7, -0.8 
& 23.2, 0.1, -1.2), consumer durable goods (11.7, 9.6, 1.0 & -4.5, 8.9, 25.5), and 
intermediate goods (6.3, -0.1, 4.0 & 1.7, 0.5, 6.0).  

Germany Industrial Production (link): Germany’s industrial output declined in December, 
dragged down by a 7.3% plunge in construction output. The headline number, which 
includes construction, slumped 0.3% after rising 0.3% and 2.3% the previous two months, 
while the measure excluding construction increased for the third month, by 1.1% m/m and 
4.3% over the period. Production including construction is 6.9% below its pre-pandemic 
level, while the measure excluding construction is 6.2% below. Three of the four main 
industrial groupings are showing signs of a pickup in growth. Capital goods production 
expanded for the second time in three months, by 2.6% in December and 10.1% over the 
period, while production of consumer durable goods rebounded 4.6% and 6.8% over the 
comparable periods. Intermediate goods production increased the final three months of 
2021 by 1.7% over the period, not as impressive as the upswing in capital and consumer 
durable goods output. Meanwhile, production of consumer nondurable goods remains in a 
volatile flat trend, falling 1.6% in December after a 2.0% gain and a 1.6% loss the prior two 
months.  
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