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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. 
  
US Economy I: The ‘B’ Word. “Between 1973 and 1975 we had the deepest banana that 
we had in 35 years, and yet inflation dipped only very briefly,” the economist Alfred Kahn, 
who headed the Carter administration’s task force against inflation, once said. He used 
“banana” for the word “recession.” The reason, he amiably explained, was that references 
to recessions seemed to make people nervous and irritable. Of course, one of the people 
made most irritable was his boss, President Jimmy Carter. 
  
The Fed hasn’t even started to tighten monetary policy, and more Fed watchers already are 
getting anxious about a recession. Some of them believe that the Fed is so far behind the 
inflation curve that Fed Chair Jerome Powell will have to channel his inner Paul Volcker and 
let interest rates soar to whatever level it takes to bring inflation down. In this Volcker 2.0 
scenario, a severe recession is virtually inevitable. Other Fed watchers are claiming that the 
yield curve tells them that the Fed won’t have to raise the federal funds rate much to unwind 
inflation, but that doing so might also result in a recession, though a milder one. 
  
Debbie and I have been thinking more about the banana scenario. For now, we are singing 
the 1923 hit song with the ambivalent message “Yes! We Have No Bananas.” Consider the 

 
Check out the accompanying chart collection. 
  
Executive Summary: With the Fed far behind the inflation curve and the yield curve spread rapidly 
narrowing, are fears of an imminent recession (a.k.a. “banana”) justified? For now, we’re singing the 
1923 hit song with the ambivalent message “Yes! We Have No Bananas.” That’s because most 
indicators don’t point toward the prospect of a recession but a couple do: the fastest business cycle in 
history and inflation rates that could lead to a Volcker 2.0 scenario. We also consider what’s up with 
this yield curve. And we explain why we’re maintaining our long-standing recommendation to 
overweight US stocks in global portfolios. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsF1cjm17V9V4KD7CgVl6W8-9ykb850mb1W73vNSr3wzSVWW1pdt-12XCd9pMmcLxxsnfkhW3sLB_j3G3cZ1W8wZ5Gb7hQr9RW2Kf-cv5Z-bqmV-JWjC42BYsKW2ll1QW7PSv_nW3LZz-K4Vlh1xVw61hm1ccdpwW51m0Qk53vPyHVrbCbG1d_qH_W8FcQrs6BZ_SsW8h45cZ2svNT9W4v_TnJ99pJYdW7kbzlw8-3VYcW85D7KJ92wLZ5W3QjV1F4w-02GW5Z6x9m1mVWklW6LM0d495wxtkVyZpFn8V7NnRW2ybGWD7CD4XLVnZH_C2Q0wqYW75-YlS8RRJ6dW2HHQTZ8F95-dW2Tqhy87DFpP1N27rwzGq_wFlW8qwD4H1VB39qW6MCBRd7_Hmm7W8Smd761Ll3SkN8RK37qPgbjqVFz1q02CYS2SW7jw7Hq54fGCNW47LRDR6RP-SnW26qZXw5PTR1FW27mhy_61cGvdW8Y9Zy23XBVkZW7sy52y4ZK0k5W6wLDz37G0CRHW5Z-9f-93RWxGW8Xf4Jb98RfMYW7-20Dw6lFWMDW3SdyMD4cyZ3DW3D-6h97Zs6_ZN4LzFxjCf-ZfN36rWy32_cWXW85p3Y36r8_mxW17g5x25DL4NHW62pMv63Q8r1pW33Shg57yXjtQW4K2dTD8qGhGLW11dHY98yQGGdN3wd2CQl7qmqW8Y_WGG6YP0QWW3xMZNk7zc_WpW1FkVtQ6q4g3vW7jlkrc8VQwDgW2WbKjV36qCDpW1C6bzm2fJTZBW5sZnRz7YWlFpW9c5nv42XNPmzW3xW8t27FmCw6W835tpk3JMYC0W1W6zM132dPYpW7RrYtF1m1TgsW94D0532_yly8N2wMFyKHTZFDW39H9fk4_2m6jW91R6M81ZlbmyW13R53f5NSHwtW4MdQr08V0cM0W58P4Bv8NqgYrW9849WQ9lZg4CW7jmMbD3j4qTNW1nlV0H5Mn1ZqW57QPq6240R7CW73vwpC3t4L9vW3VWgFg8T0WYBMQLKx_tqv2gW4Tt92r3zKgrVW18MQP05Bmh1rW35R62B3JLpG7W1JHgXc3ZJrl2W8zQjzk5c-N2hW1XM0jL2H1pw8N63HPGgSgw_CW85LWKP13FXDyW24wjbP3JWDNfVb6fMD7NjCyX36MM1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsF1cjm17V9V4KD7CgVl6W8-9ykb850mb1W73vNSr3wzSVWW1pdt-12XCd9pMmcLxxsnfkhW3sLB_j3G3cZ1W8wZ5Gb7hQr9RW2Kf-cv5Z-bqmV-JWjC42BYsKW2ll1QW7PSv_nW3LZz-K4Vlh1xVw61hm1ccdpwW51m0Qk53vPyHVrbCbG1d_qH_W8FcQrs6BZ_SsW8h45cZ2svNT9W4v_TnJ99pJYdW7kbzlw8-3VYcW85D7KJ92wLZ5W3QjV1F4w-02GW5Z6x9m1mVWklW6LM0d495wxtkVyZpFn8V7NnRW2ybGWD7CD4XLVnZH_C2Q0wqYW75-YlS8RRJ6dW2HHQTZ8F95-dW2Tqhy87DFpP1N27rwzGq_wFlW8qwD4H1VB39qW6MCBRd7_Hmm7W8Smd761Ll3SkN8RK37qPgbjqVFz1q02CYS2SW7jw7Hq54fGCNW47LRDR6RP-SnW26qZXw5PTR1FW27mhy_61cGvdW8Y9Zy23XBVkZW7sy52y4ZK0k5W6wLDz37G0CRHW5Z-9f-93RWxGW8Xf4Jb98RfMYW7-20Dw6lFWMDW3SdyMD4cyZ3DW3D-6h97Zs6_ZN4LzFxjCf-ZfN36rWy32_cWXW85p3Y36r8_mxW17g5x25DL4NHW62pMv63Q8r1pW33Shg57yXjtQW4K2dTD8qGhGLW11dHY98yQGGdN3wd2CQl7qmqW8Y_WGG6YP0QWW3xMZNk7zc_WpW1FkVtQ6q4g3vW7jlkrc8VQwDgW2WbKjV36qCDpW1C6bzm2fJTZBW5sZnRz7YWlFpW9c5nv42XNPmzW3xW8t27FmCw6W835tpk3JMYC0W1W6zM132dPYpW7RrYtF1m1TgsW94D0532_yly8N2wMFyKHTZFDW39H9fk4_2m6jW91R6M81ZlbmyW13R53f5NSHwtW4MdQr08V0cM0W58P4Bv8NqgYrW9849WQ9lZg4CW7jmMbD3j4qTNW1nlV0H5Mn1ZqW57QPq6240R7CW73vwpC3t4L9vW3VWgFg8T0WYBMQLKx_tqv2gW4Tt92r3zKgrVW18MQP05Bmh1rW35R62B3JLpG7W1JHgXc3ZJrl2W8zQjzk5c-N2hW1XM0jL2H1pw8N63HPGgSgw_CW85LWKP13FXDyW24wjbP3JWDNfVb6fMD7NjCyX36MM1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsF19kQwZV7Wycr7CgNqgF1s3RJ3tgG6W6ZXGDx1Qh-79W5qbnrv4XXhNJW9cC_hp66jqMZW5D-FZ323xyKZW31DgSZ4Nn2sNW5W2ylz2zXygJW2cy0Nm76S7zBW1XCs972lVBb0W4FfVmp7cqdzpW7TcSnP52NtdSW89Yr4M2hJGM1V_rx072yB9-jN44WrWCZW50qW2Mssj46PvDqVW1_XTQs3tdp9kW8YK18j7fstxqW5_ZNnD3nYpqlW1cr14r5mhYmqW2srGxR2TqGjsW3N7NJY8Xqrz1W8Pxsd03SKGgFW5lxr1-75Lp4mW303hl_8XxzPwW17vkgg7bZTktW16QCF08f-qMNW2dblvx419fDrW5lCx5L2mt5RxVcJgYq178CZqVFywH236SsqYVj98Qt6ThlKVW1mG70R8D8tkXW1yp57c4yhLB4W9cKLpr6sxrxxW5-QvLF9fw70tW6BjDnK288LkLW65mNXl2HG_pXW7HWgSz7trdRCW2Fxwmr8c1MJ4N5tXc12mR_RkW3qkTgb3RBpTrW3WSX4d5y0WwBW6qw-4B4m8MmgW3Q_-Ch2TXn_VW6DW_Y89jCG-8W8zQ3ym1N9BVgW7F_zZj4NvThqN6RnQJgLhLzcW6R9t8C981hzlW3j_0tr1TFWHtW8ckr5M2ZxqZfVL0DwD70LTY7W3CpYWh4-vxPxW6rRNDb5nbHLYMCg9PbM3t9-W8rK-LG5ymxCCW9cSQj26D_D3fW89hTM-5_TPyqW5ry4pK1phf47W5VDgYk2VgXlmW39y31X6pDTjBW1wB8Ky8FYmjPW2Xc7Sv7_DqK7N22wQXY2x8j2W8Yc03y91dSxLW88mpwS3W7MMCW1hZdFt4ScqFqW7FxzX83gVyVMW5prjVq78H4yVW93mgtq58Lz3cVySqLq2dcCf0W7bz1GD5YLZZ1W3t15b-15Xc5tW4B5sz-7CfBHW335c1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsCScjl_ZV9V4KD7CgMSyW8HK6vS80SqDCW2G1RXG95j_jxW2KCNwf6c7F3YW1Cm-V76Hf97dW1XYHK52h-R_WN2MDjtqY01MQN4RP635dQPCtN9krBxyy_y1XW32vtfp20TkpTW5WVZws88vFnpW1f2JJH1Bd3PJW3FTYWV35f7fmW8WJRDD6pwPd9W2hkHCh39T0HBV4XnbM2-fRyfVlpxB71dH3JbW5QTBpQ7c8GCYN10xKBb1WlykW8xF9ms8Zg4xTW52d00q8tWQWPW5VrF0p13ZYX8W8BnlBX5YPF9MVXzZ333c9gsbW6jTpTB6tyjHGW52V4Ds6RNRLTW3v6sRJ31j27lW9cG7814PxqHXW2wknmt2x1sNkW6mnbSC3S4hW9W1Hk3-L2BW4VCW60nGbH5kR04SW9l_F-p6RSdbyW2vBNkd4wssQtN3l7Fwh_rh08W2Mnb4C5gmQ11W59vfMk6GHjt4W5-rzZ48_QnJ7W78Sjg-6Sz-T_W7npyTT1FLCtLVHWM4C3V11ScW2dX1LN7gK6fhW7H-Qpt5JnJ4tW2fVPcH6VBlTlN7hMNDDJ_JbwW7CsWxs69r58bW1MTbN41y-yFYW6ZF0T95xcsDbW8sc26P8QgCx8W1Wt-v11ddcDlW7JSgfR62hYHjW5PW0Sx3vtf3pW4Dly7C6QRRF8W2rKbN68vqnYTN8_mMHlH4TCBV4-hFs4mZtRmW5PYD1J8_KV8GW2Z0dt26r_xHzN5zfKnDhhrC7W2H3PcP5NMzVlW11Rrf42D9HYKW6TW6MJ6H_B_NW6N2xQG8q-2GZN7K-1zNCz98hW35JzVT1nbdxzN7yMMXFLJZNZW4Qr4qg4c17Y4W62-gmx61BFMJW1ZjGk384rDBXW82w2Gy6mh8cnW5Vt18N1cx_3CW4ZKm_43Zk3KcW7HbT1P93rPVkW1lm76s5zxk1BN1_ggwPJ8GvnW7RYG5v7rcbynW4Zy8cs9294vBVvN4fg1ddN4lW6QwZyq8zSLL0W1mPGXr7rYJfBVkwW_p5cQdHcW2NCSmc8vjK3ZW81ng154CzwLg3jTf1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7Cg-cmVpK4lr3bX6dfW8VXTWY7z8FS_W2jzy_x5BxqmDW8DPpzg8_1P0JW7wwBDx2_X_G5W62PrW96J8Nk5N6CXbGmjfs3VW3-KjMR2XclpJW3wP6P55T3TXbW8P0hqY5vCb3kW89Dy3c3wRkk_W2TKqV18TLCzmW5khphn8cjPlrW58-HY_5TWTrjN8x0kWYFmBknW1LY0w74YyNg-W1kWm_b3JPB3nW3lsd0t8M5qMCW1mDntD2VLjWXW66y38W5JwqN_W5XSqVT7kqFptVVWvM915WwM03jqm1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgT63VslQLj2Zq9DYMkhrvgCZTwVW8x1Vzv8YXJctW5lTnrV4TQh2kW1W1rP039BC2lW8skj4W5gbYhdW7QhQsD1DhPYzW6c42PF1kgck3W99zXnh6N5z-yW1Gv6pD28kchhW9cjWFW3BGH6NW7x7YNw5Hvvy7W6T7ZZ06rDrX_W637YQw5q5SgdW2Z0Djy5VrTRPW3F8fqf35tt0vW1y1qSs3QVndfN4VYRnvYM1VyVg0H9_8yJwZNW2w7lpz8bQXjcW94lb8m1-WVfyW3Y0jqQ6vq9yv3pYB1


 

2 
 

following mixed-message indicators, a couple of which point toward the prospect of a near-
term recession (#1 and #2) and the rest not so much: 
  
(1) Business cycle on speed and steroids. We’ve been thinking about the recession 
scenario for a while. That’s because we started to write about the possibility of a V-shaped 
economic recovery in the March 23, 2020 Morning Briefing. Over the following weeks, we 
concluded that the lockdown recession, while extremely severe, would last only two months. 
We also anticipated that real GDP might fully recover by early 2021, which it did (Fig. 1). 
We didn’t anticipate that the headline CPI inflation rate would soar from 1.4% during 
January 2021 to 7.5% by January of this year (Fig. 2). Our economy has experienced an 
inflationary boom for the past year. 
  
Indeed, this has been the fastest business cycle in history so far, thanks to the excessively 
stimulative fiscal and monetary policies in response to the pandemic. Policymakers saw a 
serious crisis and decided not to let it go to waste. It logically follows that the rest of this 
business cycle may also be on the fast track. That means that the economic expansion 
won’t last very long, so the recession that follows it naturally will come sooner rather than 
later. 
  
(2) The prices of bananas. If the prices of bananas continue to soar along with other food 
prices and most items in the CPI, then the Fed will have no choice but to implement 
Volcker’s solution, ushering in the Volcker 2.0 scenario. If CPI inflation moderates on its 
own, as we continue to expect, then the economy is likely to continue to grow this year and 
next year. 
  
(3) Leading and coincident indicators. December’s Index of Leading Economic Indicators 
(LEI) rose 0.8% m/m to yet another record high (Fig. 3). As a rule-of-thumb, it takes three 
consecutive months of decline in the LEI to signal an imminent recession. 
  
The Index of Coincident Economic Indicators (CEI) also rose to an all-time high during 
December, just barely exceeding the previous record high of 106.8, when the pandemic 
started. Debbie and I have found that the average length of the past six economic 
expansions, following full recoveries in the CEI, is 67 months (Fig. 4). Using that average as 
a guide would place the start of the next recession during January 2026. The shortest of 
those six expansions lasted for 30 months. 
  
(4) Consumers in relatively good shape. Consumers are in good financial shape, but 
inflation is eroding their purchasing power and confidence. Personal income excluding 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDL3q905V1-WJV7CgFRhW4km9gY8Zp8dXW47hqKk7-MZ2SVl13fk4htWh9W6ZjDkq8TP1C2W16mWJ711T1QwW7dnHRY2TlBP8W94f60z3z4QlLW6KZwmL8MPF4rW3x_kZq6N-x44W2jPh9q4wGZGBW8hNQ5g4gnmPkW8xR2TB8hHzw3W76ql7r7m751TW3-bPk-6F9FcyW6ZKGC155T0X7W8HfxFJ7wQMmvW7yw_bv69PDPwW77NlmZ4CrctwW96JKpS7D4VtcW5hHXYt7-B7TnW13B6-c2YQjKXW1mJM8p6qWM7vW9kttwg6W1v82W23cjkB9fcdtZ35wT1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgCVTW6pTl-V7JGkjRVwlnc42ZPyBgW5Grmkw7zqBD7W5DYFDf8t2wzZW12W90m8p9HSBW2HtCP367Pf89W5yWLq43c8rXRW5XgMmR5_tRRDW6b7D6L8GrTpXW5jk1_2215WyrW2fn0f87ZRKv9W1RpHyS7CQs-_N8HmPf5s68_vW4L-R2h3YLcV9W5vjRd354TwCFW4twbTY6WtlXTN5fZdbpBfMcBN8LkBP9_9x61VD93GK8CYFV3W2FLz8M8BnnyyW1YPQwG52Q67_N185QNsRb58s3bmK1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgJ90Ml3N8xlDYSjW8Y0rSC81-Xj8W4l3g1B6nWTS9W3xjpwW22pL1sW2wwgh74F4-CkW1-tKVp2NkjdjW6_Ksp84P5DfNN8xGMS_SN6NpW1Cn6F76-W3f1W5-XhvL4-PKT2W5cqjzr25vSDkW7WNw8r5LXJzsW4Z5qZ81MXZdyN5pb0hV4zTNVW4tC8Sd7kk2RqW2mmhS54CRvDfW77kmlr4tzN9NVYgHp05HyYlZW2ZjQW331DZrxW2Ht9Wh88cwH0W7wNR385SsZmjW8NxRN-8R_bw33nhg1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgGvjV_vbxN22wZf_W40mC8b1vRGhPW1DSTpV32xCX6W5zGrQT7bnZ1xW6WKkcF8zgYnjW4PMh2Y2DHHBWW2WJFh859-4x9VvKn_83DDNCMW6HhY8P11H9_nN8PX6hNwVM95W4tSFrk4fs0_vW6fvGrc6kBXl6N5VgQPTzF0GyW8MNyS91V9r_7W9466NS2VqMpGW5tTqhj8Ps7NYW2V5vfx5MkM0cW86M3f04Z61jZW1FYt6K7cVnkDW7TRrmx7jLJ6xW5DQpb17hq77VW8h0tqN7kkkch3c3r1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgMCvW8mmw-S3tsnXrW5rY0_p7HVxq5W5lg4H-8p11sJW1DXs471cSLBNW6ZjfXz8tBtdbW1f5sx78Xyx1cW6XCC8F4fYb0YW4d9tyn8J498lVYf54l7Tg3BlW8JPl721QcdmDW4CCvTL5xM6mWVYYtYP1yPTKKN8gFVq8cGJvcW8m_gxk1yhFYpW7kPBkv4st-tSW48FxQ42Gww3pV7dD-j1jkx5QW84w6Yw1rbF-dW50bnCy4BLBZMW847J218szr9wW8g6qlR4TxhVxW58SkRM2C7RzK3m0W1
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government social benefits rose to a record high at the end of last year (Fig. 5). However, 
on an inflation-adjusted basis, this measure of income has been flat at a record high during 
the final half of 2021. Consumers accumulated $2.3 trillion in personal savings last year 
(Fig. 6). 
  
There’s been a significant divergence between the Consumer Sentiment Index (CSI) and 
the Consumer Confidence Index (CCI) in recent months, with the former much weaker than 
the latter (Fig. 7). We believe that’s because the CSI gives more weight to inflation, which is 
depressing consumers. The CEI gives more weight to the employment situation, which is 
very strong. 
  
In any event, consumers have plenty of pent-up demand for autos and services that should 
boost their spending as the pandemic continues to abate. 
  
(5) Ship-shape corporations. Melissa and I have observed in recent months that 
nonfinancial corporations are in great shape. Corporate cash flow is at a record high. So is 
the amount of liquid assets on corporate balance sheets. Their collective profit margin is at 
a record high too despite rising costs and shortages of labor and some parts. They are 
responding to chronic labor shortages by spending more on capital equipment and 
technology. Durable goods orders excluding transportation has been rising to record highs 
since December 2020 through December of last year (Fig. 8). 
  
(6) Low risk of credit crunch. As we also previously observed, there is about $3 trillion of 
excess M2 available. That’s the difference between December’s M2 and its pre-pandemic 
trend line. As noted above, all that liquidity is sitting on the balance sheets of both 
consumers and corporations. So the risk of a credit crunch resulting from Fed tightening is 
quite low for now, in our opinion. 
  
(7) Orderly deflation of bubbles. We have also observed that air has been coming out of 
several speculative bubbles without any significant adverse impact on the financial markets 
or the economy. 
  
US Economy II: Perverse Yield Curve. So what’s the matter with the yield curve? Will it 
soon invert, signaling a recession? The yield spread between the 10-year and 2-year US 
Treasury notes has been narrowing significantly since the start of the year, as the 2-year 
yield has soared faster than the 10-year yield (Fig. 9 and Fig. 10). The rapidly flattening 
yield curve is raising concerns that it might invert, which in the past has been a harbinger of 
recessions. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgXbsW3hSnYZ2Kp_0wW69N_8c761RhlW23WScn4_zrjDVD7Rfh7S-jSnW59x3Y_2zn4gdW5KS70M27TQ6KN70WlNSQ-ySBW5hZ5Fs2RGrV0W2gBNs66GTtgCN2hLsxkRFrBZVkz3BP7l7C_cW400L215f7z0sW5CXlRS7BnGTnVqYfQx6SBgf6W7nSqHJ3tvRJhW3HCSgl3j9vNZN7lKD3D2yTXtW3-_fXV3Qv6S3W6vbQQn6qb_QHW1yG9hB3FqpFXN4nzC8hFBdxJW9lqb_n5txDrx36zC1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgL4mW1PGTTd6dk62-W2Yqb3H2c6l52W6LL3T52yWPVWW4nYy_b3Z2TXDW3GVHY51b-BMlW8cK3bh60ltWbW3N6zh_2ngB1wN68RZ1QpLqlhW65ZMck4mV-9VW8CCj341SGBC6W99vlZn4cg6JQW6CVMnj2cN2pyW2g8cYF6mRgxPW2frZ-57cbvpzV1nYqN8RL6pGW22xMx24c4bXQW7BmFC_4_-_VVW2dGxmg1whJ33N4gZgfkm8mvgN4hWN0bPwc2QMhB4611ftPBN1pcsmj3BPH-3byZ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgC-fVQw7Zy8fJzYfW8f_q6k40CJrgW24FkZb34ZDndW3RrNxV4BnXR-N8sXK9YwLQQ1W8PNbr89cSFqjN33SF4h9VYwRW64TD-61x8_hfW27y2Mc8pXlgxW48SXHS1-_98DW65pQ7c8nBG4GMmrr-g6wDS3W5qTd4362zFz-W8mhdLl82JqLKW6czdZp4_ySfTW52WYZn7-zrhpN76G7QBJKSB_W7dwv6R1L7MrqW3pRCRt1XMXmXW2ydCXh3QRc1HW5c6GyY1jH_jHW4tRKD26fBqYs37091
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgVKgW2Yyhmx5LBpjNW25Rl195hFJ7vMfqC9FpY0YCW1X6TL18Fy-FXVfpZHd4B_nNQN2D-MRs4Bp0XW9cPDyV2BPWG-W1ttF5s5jJ_cLW965Tvw6YGBZtW7bGd-V3kDgkjW7tjcS_8JTz3mW5fScds7dJLwBVnB5zm4D8pSgW7J3Y0y19gbS8VYJl6h8KTTtCW43XWV-4TnjgFW8hg5Xr3rbclYW3b7lW32CBqkgW1tmbQ_45gTDcW5dmnHD1jDNtjW1ltK6Q3jQ1c4W7WZtqd1W_1dw31LM1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgBrcW5LNXn26D5mgfW4QcSXs8Q8qnHW69yMtb9g0hg8W6t3VY_56jBcJW28_dvt6MMczxW9gYRG16Ng9G3W4qLcQ-1cTF88N4wzJZRny6qfVVlGs43fm2jbW2Prp9Q1ThTbzW6_W1Zv933D9JVbQr8m6806r6W7lx2h381BcWhW3LnVWT4x1f6VW7lBkVp3YbxH1W7y0mPt2-c84QW2qBSqb5n9ch-N1n8BTckSSVdW40C6V_47pRZpW32Pwkk3htTVSW8_-qS32Sx8XFW5c1dlF4tGKgP3n5v1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgFSqW5c0Nhx4v8bXdW55cgZ22DS93pN4LN3PHdqYsQW7n3Ryp3mJQljMDqCbFtnblrW89glhK7n4hQ_W4z2Mmx43JqGGVmx5nj4DPjPtW4cBCy74FHGZHW5glsZH5mK5vNW2HVHnz7sg0gjW4jd5JL8FqYG-W2DCkQt6tzDfFW5CcLvV2DFthTVNlsT_7x3-FtW4NJ_0Q2VRLxTW8mWgNc6fySRfN6dvFx514DzsN3R6cRVFg0KVW2tCrgW4Snb56W2P9lsX4TJ-ypW2kMHKK8vvKmy342f1
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The 2-year yield, which soared from 0.25% during mid-2021 to 1.50% on Friday, tends to be 
a useful indicator of the fixed-income market’s forecast for the federal funds rate a year 
ahead. The narrowing of the 10- to 2-year yield spread suggests that the Fed might not 
need to hike the federal funds rate much higher than 1.50% to bring down inflation and slow 
the economy. Here are a few counterpoints to consider: 
  
(1) One of 10 leading indicators. The LEI comprises 10 components. One is the yield curve 
spread between the 10-year Treasury and the federal funds rate. The nine other indicators 
are: average weekly hours in manufacturing, jobless claims, manufacturers’ real new orders 
for consumer goods & materials, the ISM new orders index, manufacturers’ real nondefense 
capital goods orders excluding aircraft, building permits, the S&P 500, average consumer 
expectations for business conditions, and the leading credit index. Collectively, they 
continue to signal economic growth ahead, as noted above. 
  
Unlike the 10- to 2-year yield spread, the LEI’s yield curve spread has been moving mostly 
sideways around 150bps over the past six months because the Fed has yet to raise the 
federal funds rate, while the 2-year yield is already up to 1.50% (Fig. 11). The LEI’s yield 
curve spread did turn negative just before the previous eight recessions. Interestingly, it is 
highly correlated with the overall M-PMI, which is not one of the LEI’s components (Fig. 12). 
  
In our 2019 Topical Study titled “The Yield Curve: What Is It Predicting?,” we concluded that 
inverted yield curves predict financial crises triggered by tightening monetary policy. These 
crises tend to become widespread credit crunches, which cause recessions (Fig. 13). As 
discussed above, we don’t see a credit crunch developing or a financial bubble bursting 
anytime soon. 
  
(2) Fed still rigging yield curve. The Fed continued to increase its holdings of both Treasury 
notes and bonds to record highs through the February 9 week (Fig. 14). In other words, the 
Treasury market’s pricing mechanism continues to be distorted by the Fed’s purchases. In 
addition, while 10-year government bond yields have moved higher so far this year, they 
remain close to zero in Japan and Germany, providing some gravitational pull on US yields 
(Fig. 15). 
  
Strategy: Lots of Reasons To Stay Home. Joe and I continue to recommend 
overweighting US stocks in global portfolios, as we have since the start of the bull market in 
2009. It hasn’t been a winning way so far this year, but it has been the way to go since 
2009, as evidenced by the upward trends in the ratios of the US MSCI to the World ex-US 
MSCI in dollars and in local currencies (Fig. 16 and Fig. 17). Consider the following: 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsD79kQw3V7Wycr7CgSFQW8tyN7W3Hd2tXW63vGHJ8_HHlFW5Fr7Gv7ylVFZW862-r57L_5BQW5CX0js4H_k-LW65x7CQ99SRxBW4ztKHF9fqV8mW7d3kY04ckwJsN44_X_bqBxM_W94n9L56HGNjYW4czX3q9d0C7JW50YSRr3WW4NJW6NwsFf95jCDLW49PNt28LXgvWW6jdYWF14h6W5W18ssG79gSw47W72ZV_W55wf3PW22QW1L1T3Kr9W1Q4fyX75F6rZW4ZcZX84-BSLzW7wX-pd5gRPC_W9bpbF61xQX5mW70__gS5WqrpBN5HY1dzLD-z3W5J-C184kkvW8V_jfYR8crK8kW1sK_N_1hhxMvW7P85cr5tZVxLW3YcHsH3H2HCsN4z2YGmN5x7FW7gdsl_39mRsZW5bkZZN5D6D-4W2rXbGx4jDMNtN2CG5YP4vWztW65XF0q8q0xRhW7R4PTl1d41LgW6jpPXP8dVFWlW3zbVMB4B9MbQW6z8VL27tpXMLW6vmz8x97llt9W8xNcF_1Fgx9zW2FLTPl5BXhG4W5pWCZZ8rBXgRW7ZVc2k3-rvWhW8qTZpP1vxjRGV9w8_K5v_pT_W4mz58W2ryZ02W21Kjzs5sGrcbW7dytSm4Y1wjjW6GPjTf27MhjLW5HZfqX2br9c6W6XR4Vp73nDn6W3YQHN21PRBJwMqycVZNhgLhW3c4twr13LsL6W922RWH5FDwKPW9617fK21Y--lW9lT64k859FhtVbwq1_9dm76kW8Lw42L66ZtG6N7MhhxPWGhzxW2QNrGY2SMT30W7x4yNv7kk23WW8zhTpf68QHhJVkJh4C37rLlXVXM7N15tVP3KW6TBNfR6-lZMdW3WtSdH2KCtQX3f2f1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsD79kQw3V7Wycr7CgC9rVmBpLG6G54PFW5y2Fbb1rcbVwVGRsCb86XkDnW4DR3b679rztFW5ndf856SpnpZW5MjDTV22zrP0N95McDpdGwSZW3T7cfC66w-j-W5b9Xjd8K4q_0W4MqLfj27XrnNW1Tyb3H8nK4pdN7M-v6TfZ9RXW6Wbff133B502W86jnm39lkF0BN4c_YF9kyLpzVF_gxZ6_DSWsW7ZHmnp265-XMN571ZSbyvSSmW19y_B24sM-VNW3ww-314zpntTW64vKNZ8hrpqnW5CyTPW5cbX64W4f1c7f3fwVdwW4Y_3LQ8KR-XHW5yBWP-64sV2wW8fMK4l3_6C4rW5-rDXM8_J5DkN7cdLDsFYrQbW7x30Jq5XCjphN8tQ_jRfJ7tpN1qg1h18b9slVsW-s_5P5pV_W32cWS355vXR0W3rmN6q4cFp-wW6wG8M-6ffBWxW2N-nG92214BjVWPCKT7W0fFMW664ZMy4qcHHxVc8pb34Qt2ZnW1c997q6vJxPWW5zKjh23X6B2qW6QQbNN8dXXrYN8sdgzRB7dwYW1ynDY77p_m-dW9jv8sf5QjsBcW6NfjtW9bLN1YW2RxwJK7VgbtVW3jRhlw7C2LbCW38X3X63SYR7qW49VPG18ry9HbVR57ZT7t7grlN7Jq9zMZ6nnQW5ghH9n73RkW6N29VhkHbxGqYW3p4w4r1wk0LXW1Yn1_16xqBCtW4cLXDR8FFBn_W6cYLpq2Vgxl_W6DRfXq3T21xzW4_m2v39jKwKdW3g6_g61DFfThW7b63mt2h52nHW3XHVYs7xDPX_W24mMzS5pdfd6W1Df3jG7v9JBdN2GM6dgvTXFkW3_X9b15K1Bs4W2DbLfj4T5QjQ2C71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgDWhW6_Dx383j8JhnW6zbP5T9btr4ZW4tW_tD8GdcWnW55RNbh3-4zKzW6jQLnB4LdVZvW8dQ8tZ7VJzzhW2brG4s3xqYjhW1g0V5T4-s-v2W8Sy3b273VlrVW4__04K7s1c1fW4J-MBg31kKwsW2n4sTw1_-qRxW2hSD_F2CBrkVVR2jV96-7GgqVjdgtz4KfpxfW4F5drn3lkPyhW294Lsv1dwB0nW6Sb7ps23TBFTVWN9B21RcyvtW21kn_g758c63W7VmkRb2VTjlNW4FRzJq5n_Tv-36DF1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgB_gW1KLZ1s39QpMjW1Z3TrX1NBcH-W1lc03C5tyzddW1T9Khx82mvcBW3xDVwv8qplyqW7hsR__5RH7tvW8b6ZkZ8HFNjxVYGQqF8lmrBmW1S-kP_2PX3FLW7pXCNm7dqz8LW9ldgVD7sMcfCW6tMYCD83W5lXW2hnFZJ3K6WwMW96lhWS6-JbRfW9hXj963YY-zxW23DgQz45ccSBW6hqmx_31HjYKW2-6BMP58rqVCW4_wVBz3JQJxhW1Sj3N_1HV2pBW3yYFkP3ZVfGqW39rXnv1v7wFz33Q21
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgJvjW8QqstR9dDB1bW6-W_YB4Rf5qpW3BcCXg2RbNNlW89T6Yc2-h8xgW8_RbSq8l1fc0W3JNwST15kNfsW7ghQ-G41379mW81TfLV9dGdqBW1Z3SbH1DlD-fW9jFC223kLVXWW4hwBrl1kr7YZW8q2x3k1m7zV8W4YqpLG3Jt70VW6Gj1Sd3D49-xW2kxwzV1Dd_xDVcjmgh192P7LW2xKqw-79JpHxW7MHY8S6b9p0PW78lpv677bGqxW3YxwK45XBWn0V-_6BT26bX04W99S8nD5QYyLY36Mg1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgTgBW2GX7nC4J2ppKN7gtF9NDPB6mN5zBjPQSCK7dW8tN72Z15BgDXW6fKP1M1q0jVFVV6C1l3p84-xW62w5VV449QRPW7rxRPk3Tyns1W2k_1xW66sCl_W74ydrZ6wb9BcW6w8LVp622t13N21LzlgY4y57Vtv0Fd2fHPy2W5RNCRm8vh8S8W8ndl882GGR6vW676tkY22KrkzW5c4ygv6h5yTSW5hv5F46CW47wW7xwt1757V8FkW5qlW4h93_ZGnW8bNw7W5BW6NgW1MbRP72rhNfs34x_1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgF13W2QY0cj80097WW49zdXV57ZJQYN6pgYP4F77y-W783pnL283yGRW2S_c1w1flXBrW5x2_Vc6h_LRcN4tQhMTwWHchW5tYR2S4CQ3CrW43_J6s1Y2rzMW99sy9P5wQyb8V14PsS36FSKDW6RyZxY3ZvWn3W963hg84CNBk-W9b-8SL3PVF0mW3dGnMs1fSg69W8m6sDH4RJTw6W5Nmpd96gz_ycVYS07v3C865gW4njpMt6C3P4RW3LwN1F3DCcVfW4w8d6R8cx-Y-N6_k6gSnfKsV3kp71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgZJlW482fsB9jn8-3W8wY4q25NwS83VHF4j68nfhv6Tqr7V6JnRByW3rq-5p12TBPDW1jgD9D5z5XV4N8WhMyWmh-mTW9lzQqn7S8bgNW6BD8ND4FyzWXW4Br27l1FCKXfW10gxWh8Lkv9PN2b_0CW-YLjCW5dWSKH3FJ8nWW7l1b6p19PhXcW312_5P5Kc5m3W6Lfk3F7MxflQW2F6d_y6Xh8P6W88jT731FjxHkW668X_B1DPbCKW39_bqW6T1ZJfVLSB9R5d_Rq7M5v2CbZFhlC3q4Y1
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(1) Europe. Europe’s economic growth is getting hammered by soaring energy prices. The 
situation will only get worse if Russia invades Ukraine. The region’s Economic Sentiment 
Indicator fell in January but remains relatively high (Fig. 18). The Eurozone’s C-PMI fell to 
52.3 during January from last year’s high of 60.2 during July (Fig. 19). 
  
(2) Asia. In Asia, China’s economic growth is slowing. A rapidly aging demographic profile is 
weighing on consumer spending. The government’s zero-Covid policy entails widespread 
lockdowns of cities whenever and wherever infections are found. Other Asian economies—
especially Japan, South Korea, and those in Southeast Asia—depend on both their exports 
to China and imports from the country. 
  
(3) Global sectors. It is widely believed that the global outperformance of the US MSCI has 
been mostly attributable to the Information Technology sector. That’s not correct. Here is 
the performance derby of the 11 sectors of the MSCI in the US and overseas in local 
currencies since the week of March 5, 2009—just before the start of the current bull 
market—through Friday, February 11: MSCI US and World ex-US (557%, 163%), 
Communication Services (223, 55), Consumer Discretionary (1,131, 232), Consumer 
Staples (286, 192), Energy (65, 32), Financials (564, 155), Health Care (528, 199), 
Industrials (543, 217), Information Technology (1,256, 516), Materials (396, 133), Real 
Estate (419, 101), and Utilities (193, 21). (See our chart book US MSCI vs All Country 
World ex-US MSCI Sectors.)  
  
It's a clean sweep: America has beat the rest of the world in all 11 sectors. 

 

Calendars 
  
US: Tues: Headline & Core PPI 0.5%m/m/9.1%y/y & 0.5%m/m/7.9%y/y; Empire State 
Manufacturing Index 12.0; TIC Net Long-Term Transactions; Weekly Crude Oil Inventories. 
Wed: Retail Sales Total, Core, and Control Group 2.0%/0.8%/1.0%; Headline & 
Manufacturing Industrial Production 0.4%/0.3%; Capacity Utilization 76.8%; Business 
Inventories 2.1%; Import & Export Prices 1.3%/1.3%; NAHB Housing Market Index 83; MBA 
Mortgage Applications; Crude Oil & Gasoline Inventories; FOMC Minutes. (Bloomberg 
estimates) 
  
Global: Tues: Eurozone GDP 0.3%q/q/4.6%y/y; Eurozone Employment Report; Eurozone 
Trade Balance; Eurozone ZEW Economic Sentiment; Germany ZEW Economic Sentiment 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgJCqW5fM0K52z2-1tN7sNnGht8R9dW8-Lsyw5VPc_rW1jHJgl743PNXW1_mSmZ4v4--zN4k9CcVsy5flN2zN_QVMn2qrVBwryd3mGq69W6DL3QR3V08k1W5zL7p77cvfzbW6xDlff1T3p2hN5LcqwMW35rPW7K_2Pb4GmXSjN7fKq9shXq_4N3XcTpCgT1TgW4_Qhz88RJ9kXN7pNXR2Ygd6BW4H6Ppc1Swt7BW3SCq5B2fNMgsW76jQxy4ppCKWW3TpN-94C4lMmW6Bn2_86zJGgG38sy1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgSqyW7YtBrr7lhwjdVZ8H7x5dvcRPW5TJ-zG51q7dXV-DRjq2JCMNGMKc0pzHHk8HW6l9s_H3sWWxzVP6fXl4DW-1fW4985y39c_xxfW2FjJPT25J_GXW7M-2rZ3Wtd8hW1GDj504KW6nBW123Tln6h5HmRW9c5NCQ5nT7rPW8rXybk7NnXnLW6Sm8rl7Y15bnN7bPd0jxw0TWW8h1h0Q81Yz1TVBtLPf6wvVWfW6By-bd82V1J_MQ1TbKV5RltW1J4gfr7RPK-bVqG1tn8fSx1_3bHT1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDL9kQwGV7Wycr7CgKDNW5zHw9_3-MyCCW8fV3kD8Jh4VTW5_K_Y459s59gW8zblDL24Yb7ZVnMX4G4GNCkTN8YHDMtgQ_7TW1tCfpN78n19kW8X_5tX6pFmP6W5fTLFr3lnCy1W3v4j148RMhZrW1zKHrm7WBrS-N2yrLv-fNYBPW1g2TF155lNl5W7-Wzhy3thKrLW3Yjjdl8rGnnRVMr93F3SNnHsVzH_ZH7LxcnkW6T-2rp1c_KZsW41LLwm6TDkWlW1LTds28M6kpcW3Mjt-Q65FRHVW1BnJnQ5_hTXpW3RfhjF7Pj3kGW4B3X7n3yfJMDW8xw1Bl1RHrd2W3TGY227pcq0hW26cmT56kMBV7N7b376hqBQj_N8gDZxml4nGcW4PvfWx51rVVJW2wqBtK8TgsGQN8zvdH09LvnNVktc1x6pFMc9W3yH5S989Kqs-W7CzkQ45-YKL4W40CXTG3nZRSGW6TzyDG41dm_BVqRBPt2tHmhmW3Ys2xg65LF5rW6650Wz4QvMhRW8nvBLV2kR1t3W4cR7DR5HPmyQW8424m56s1WRVW5nzjfp1RtdhYW64hV2x8-PrdXW8BZypr3wRlXmW2hmd5j1dFw_8W1WjqXs6dnHVMVsGHKd7mdZw-W4JqnRK7t25s4W714dnl2FhB-nW3YHTZf9lXT8JW2kj19F3d2Kz1W49Jsvx29L7ljVclNkX5pZWfKVc7cXC6ygMm1W5cDdDT3wzRMFN6ZDvSj8hQCqW7jNf-s90DxmtW5K3XqG7m1x__W5ywjVf9lZkv6W5tg37n7yg83rW2TZtG54MXSKQW2px_5N655JlKW7HM-xP3t4QJzW1Kr8bq8zpc5nW7tSxDw8KnMrFW312n937G6QYWW6gGglQ786-62W1DxR9x5F7489W13nmr98bR9zPW6H5NJ75_n9Nx36Hs1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDL9kQwGV7Wycr7CgKDNW5zHw9_3-MyCCW8fV3kD8Jh4VTW5_K_Y459s59gW8zblDL24Yb7ZVnMX4G4GNCkTN8YHDMtgQ_7TW1tCfpN78n19kW8X_5tX6pFmP6W5fTLFr3lnCy1W3v4j148RMhZrW1zKHrm7WBrS-N2yrLv-fNYBPW1g2TF155lNl5W7-Wzhy3thKrLW3Yjjdl8rGnnRVMr93F3SNnHsVzH_ZH7LxcnkW6T-2rp1c_KZsW41LLwm6TDkWlW1LTds28M6kpcW3Mjt-Q65FRHVW1BnJnQ5_hTXpW3RfhjF7Pj3kGW4B3X7n3yfJMDW8xw1Bl1RHrd2W3TGY227pcq0hW26cmT56kMBV7N7b376hqBQj_N8gDZxml4nGcW4PvfWx51rVVJW2wqBtK8TgsGQN8zvdH09LvnNVktc1x6pFMc9W3yH5S989Kqs-W7CzkQ45-YKL4W40CXTG3nZRSGW6TzyDG41dm_BVqRBPt2tHmhmW3Ys2xg65LF5rW6650Wz4QvMhRW8nvBLV2kR1t3W4cR7DR5HPmyQW8424m56s1WRVW5nzjfp1RtdhYW64hV2x8-PrdXW8BZypr3wRlXmW2hmd5j1dFw_8W1WjqXs6dnHVMVsGHKd7mdZw-W4JqnRK7t25s4W714dnl2FhB-nW3YHTZf9lXT8JW2kj19F3d2Kz1W49Jsvx29L7ljVclNkX5pZWfKVc7cXC6ygMm1W5cDdDT3wzRMFN6ZDvSj8hQCqW7jNf-s90DxmtW5K3XqG7m1x__W5ywjVf9lZkv6W5tg37n7yg83rW2TZtG54MXSKQW2px_5N655JlKW7HM-xP3t4QJzW1Kr8bq8zpc5nW7tSxDw8KnMrFW312n937G6QYWW6gGglQ786-62W1DxR9x5F7489W13nmr98bR9zPW6H5NJ75_n9Nx36Hs1
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53.5; UK Claimant Count Change -36.2; Average Hourly Earnings Including & Excluding 
Bonus 3.9%/3.6% UK Unemployment Rate 4.1%; Spain CPI; China CPI & PPI 1.0% & 9.4% 
y/y. Wed: Eurozone Industrial Production 0.5%m/m/-0.5%y/y; UK Headline & Core CPI -
0.2%m/m/5.4%y/y & -0.4%m/m/4.3%y/y; UK PPI 0.9%m/m/13.1%y/y; Japan Core 
Machinery Orders -1.8%m/m/0.6%y/y; Australia Employment Change -15k; Australia 
Unemployment & Participation Rates 4.2%/66.0%; Wuermeling; Debelle. (Bloomberg 
estimates) 

 

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 seventh week after 
dropping for a week earlier due to index changes. MidCap’s was at a record high for a tenth 
straight week after dropping 0.1% below at the end of November. SmallCap’s was back in 
record-high territory for a fourth 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 86 of the past 90 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 84 of 
the past 88 weeks, and SmallCap’s posted 84 gains in the past 89 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 118.4% from its lowest level since May 2015; and SmallCap’s has soared 181.7% 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 28.6% y/y from 29.4%; that’s down 
from a record-high 42.2% at the end of July. That’s 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 44.3% y/y from 45.2%; 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 50.5% 
y/y from 53.3%; 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 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgRp6W39qSlk5HwpYrW4SV3KV64tQ-RVNvryV1hcMlkW3sdCYr3qwCw5W5mLdMH3JBQVNW8BLMFJ9149-cW2-4MgP3S4hWmW5Q-bs164-ttgW1-8JZY1_DR2GW12RyXk8pD5bpW2bzf1499_jnvM4YZNHVyn-qN7dRzpGnHH99W5z0lCN74wrLhW3zB2654lRFBKW8jSy5n5YHfSNW7BZ6dG3w120qW6qP6gK2ZNRGdW1D-68h8m0c13W41tDN73WpnBgW86b92g6nLVw-W99Z9ZR4WD-j-3g9S1
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growth rates for 2021 and 2022: LargeCap (49.1%, 8.0%), MidCap (83.9, 8.2), and 
SmallCap (122.9, 13.3). 

S&P 500/400/600 Valuation (link): Valuations edged higher for two of these three indexes 
last week. LargeCap’s forward P/E fell 0.4pt w/w to 19.4, but remains above its 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 0.1pt to 14.6 from 14.5. That’s up 
from a 22-month low of 14.3, and is down from a 13-week high of 17.1 in early November. 
That also 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 13.7 from 13.6 a week earlier 
and is up from a 22-month low of 13.5 the week before that. 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 13.0pts 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 25% discount to LargeCap is up from 27% a week earlier, 
which was its biggest since September 2000. SmallCap’s P/E was below LargeCap’s for a 
77th week. That’s the longest stretch at a discount since 1999-2002; SmallCap’s current 
29% reading has improved from 31% a week earlier, which was near 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 33rd straight week; 
SmallCap’s current 6% discount to MidCap’s is near its biggest since July 2001. 

S&P 500 Q4 Earnings Season Monitor (link): With nearly 72% of S&P 500 companies 
finished reporting revenues and earnings for Q4-2021, revenues have beat the consensus 
forecast by 2.5% and earnings by 5.8%. The earnings surprise is substantially weaker than 
those seen since Q1-2020. At the same point during the Q3 season, revenues were 2.8% 
above forecast and earnings beat by 11.2%. For the 358 companies that have reported Q4 
earnings through mid-day Monday, the aggregate y/y earnings growth rates have slowed 
considerably from their readings during Q2 and Q3, but revenues growth has remained 
strong. The sample of Q4 reporters so far collectively has a y/y revenue gain of 16.1% and 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgzZ9W4NS9rv5rN7kbVFXCN56_76wrW8P3dX28sfmZ7W5wf0Tm51m0C1W75KMZB8Vj23yMbfqb0Q7D0pW1TXkln6jGQhnW7x08cG9hN0stW4RWFC9653GtyW28cP2t47GFcFW2jRpLb74R6lGW3VchZN50jVDqW5__bR24PS8WJW6TkBf88-GxS1W479Jp32fqqwtW63-GXd3jFW8fN1c3g-JWY6WLW3RzFNh7G3SZqW376LKG8L0ZxBN4BMCVzWHRmhW8r78Wx81SBvmN5wbg1hc90f-37VJ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgMjvVMkNF-8J4ntWW6fMfW41FT_YvW3NJmfc4mgmHXW6tXfkx7gZWP-VCr54g1x4HhdW3lc4fJ7yDGLPW1qlxnD8KnzdvW45z3xD2w2gmqW4YwdbR3jmt8pW3nVs1F1Xj6J6W4yrGWY404dR3VVxWF02fnm2nN8jgLlJ4_1C-W74J5-R55psGDW6mFQDG3CG58fW76RXZ415C4m5V3wPwy4p_D5zW4Rfd_h5xXXYJW68qkZb2Sv7GMN6ZnnnT4_8ffN963j7DvsDpsW4vhs6774Ph3V39p01
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an earnings gain of 26.3%. Just 79% of the Q4 reporters so far has reported a positive 
earnings surprise, not much higher than the 76% that has beaten revenues forecasts. 
However, fewer companies have reported positive y/y earnings growth in Q4 (75%) than 
positive y/y revenue growth (87). These figures will change less markedly as more Q4-2021 
results are reported in the coming weeks. The y/y growth rates have eased in Q4 compared 
to Q2 and Q3. The revenues and earnings surprises have eased q/q due to increased 
company guidance ahead of the earnings season as well as supply-chain issues that have 
resulted in missed deliveries and higher costs. 

 

Global Economic Indicators 
  
UK GDP (link): The Omicron variant caused real GDP to dip in December, but that didn’t 
prevent the UK from posting its best annual growth rate since the end of World War II. For 
all of 2021, the economy grew 7.5% following a 9.4% plunge during 2020—which was 
dragged down by the fallout from the first wave of the pandemic. The UK recorded the 
fastest growth among the G7 economies last year. Despite December’s 0.2% downtick, real 
GDP rose 1.0% during Q4, matching Q3’s rate, putting GDP within 0.4% of its pre-
pandemic level, while the December reading was back up at its pre-pandemic level. The 
report notes that the largest contributors to Q4 growth were human health and social work 
activities—most prominently, increased doctor visits early in the quarter, a big increase in 
Covid-19 testing and tracing activities, and the extension of the vaccination program.  

UK Industrial Production (link): Production remained in a volatile flat trend in December, 
where it spent all of 2021. Output expanded 1.1% during the two months ending December 
after contracting 1.4% during the two months through October. It barely budged from the 
December 2020 level, up only 0.4% y/y in December 2021. Headline production was 2.6% 
below its pre-pandemic level at the end of 2021. Meanwhile, manufacturing production also 
lacked momentum last year, increasing 0.9% during the two months ending December 
following a two-month fall of 0.6%; it was up 1.3% y/y in December—and was 2.4% below 
its pre-pandemic level. Looking at the main industrial groups, only consumer nondurable 
goods production has been showing strength, soaring 20.1% since bottoming in April 2020 
to a new record high by the end of 2021! Intermediate goods production, in the meantime, 
has fluctuated in a volatile flat trend since reaching a new record high in April 2021, falling 
to the low end of the range by December—2.7% below. Consumer durable goods 
production showed little growth the final 10 months of 2021 after rebounding 7.1% during 
the first two months of the year. Capital goods production, on the other hand, has been on a 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgB2qW2QhfRf5b-0fNW750Swl1d7BMrW3tfNjy22-H07W2z8Qcf4t2lxNW6Q-WDr2gPTCnW9hQz3R9gW7qkW2m7Bbb8vsk0ZW7fCdV_3Z86lNW7Qk2w93jKjmyW1v5MfN6g-k6MW7gR1Vs8w-9_rW5G3Z3j556JfXW3GPZL92SSpt0W7DkkdF49p7G8W66RVxg3PW02-W7_JsQ98FNWVlW3VsB0W2C4Tx9N70jMbY2yhSqW7Sw3b_90RlVjW1ZV4Hj2t3XhyW11z6YP66PljVW4wZyB63DnL5G3hCJ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWr1HH5K1fN-N8pb5FkZ1XBgV3Z50p4Fy0KjN8JCsDr3q8_QV1-WJV7CgSCGN3JSc1h_1yt_W4KPMrK6QL_89W5HrcNf8XXTnhN2fpCZQX7c1pW8Mwd_f3n4xJcW46PdYl2lmjRdMB04ttVY3B9V9wkWt4DNnbNW6mK0mk7gjBYYW6qnh156bcZ0qW75pk0Z1xHPK2N7jjfTMmTTn_W2yjWw-8TjT6RW8B1ptH1yNL25W87-F-c6TsSsHW6DLhxt7bgqcnW6By2nW468PV-W75tr467r-_PjW6pHs817H30nXW4NQWbD6r_QRjW6LvR098jKm8pW5mxLt-73Py4n312B1
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downtrend since its recent peak in November 2020, falling 7.0% by the final month of 2021.  
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