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The Case for a Ceasefire

Check out the accompanying chart collection.

Executive Summary: The Cold War is back on. What's next in the hot war between Russia and
Ukraine? Major considerations include whether Russia gains the upper hand militarily, the fact that it is
losing much economically, and whether negotiations will provide an exit for both sides. ... Longer
term, Russia’s future is bleak if demography is indeed destiny. ... And: What’s with all the slicing and
dicing of apples and oranges that Fed banks do to understand inflation? We’d toss out most of the
concoctions.

Geopolitics I: A Critical Assumption. When | started my career as a Wall Street
economist at EF Hutton in 1978, | worked with an investment strategist who always started
his speaking presentations by listing his assumptions, which included the assumption that
there wouldn’t be a thermonuclear war. | always thought that was a bit strange even though
the Cold War back then presented that possibility. The Cold War ended in late 1989, as did
the threat of a thermonuclear war between the US and the Soviet Union, which
disassembled into a number of independent nations, including Russia and Ukraine.

The Cold War is back. On Thursday, February 24, Russia invaded Ukraine. On Sunday,
February 27, Russian President Vladimir Putin (now a.k.a. “Mad Vlad”) put Russia’s nuclear
deterrent on high alert in the face of a barrage of Western reprisals for his war on Ukraine,
which said it had repelled Russian ground forces attacking its biggest cities. The US said
Putin was escalating the war with “dangerous rhetoric,” amid signs that the biggest assault
on a European state since WWII was not producing rapid victories but instead generating a
far-reaching and concerted Western response.

What happens next? Assuming as | do that Putin won’t use nukes, here are some of the
considerations that might influence the course of events:

(1) Military setbacks for Russia, but perhaps not for long. The first few days of the Ukraine
invasion have not gone as well for Russia as Putin had expected. However, his troops
reportedly are encircling the major cities of Ukraine. They may lay siege to the cities rather
than risk urban warfare. It will be hard, if not impossible, for other nations to deliver the
weapons they have promised the Ukrainian army. A stalemate would be painful for both
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sides of the conflict and provide a strong incentive for negotiators, who started meeting on
Monday, February 28, to agree on a ceasefire. The severe economic sanctions imposed on
Russia should increase Putin’s willingness to agree to a negotiated solution even if his
military position improves in coming days.

(2) Russia losing the economic war. Russia has been trying to sanction-proof its economy
since 2014 (when it invaded Crimea), including by reducing its dependence on the dollar by
transacting in other currencies. But the US currency still accounts for about one-third of
Russia’s imports and more than half of its exports. Unless Putin is totally isolated from
reality, he must be aware of the severe impact that sanctions already are having on his
economy.

The Russian ruble has collapsed 26% since the start of last week through February 28 to
107.19 rubles per dollar (Fig. 7). The Russian central bank raised its key interest rate to
20.0% from 9.5% on Monday in an emergency move, and authorities told export-focused
companies to sell foreign currency as the ruble tumbled to record lows (Fig. 2). The 10-year
government bond yield was 12.52% on February 25 (Fig. 3).

Since Monday, lines at ATMs have been snaking down sidewalks and around buildings in
Moscow and at Russian banks in Europe as depositors have rushed to withdraw cash.
Russia’s CPIl was up 8.7% y/y through January (Fig. 4). It is likely to head much higher as a
result of the war and sanctions. These economic and financial shocks are bound to feed an
already vocal anti-war (and anti-Putin) movement within Russia.

(3) Frozen reserve assets. Russia’s non-gold international reserves rose to $498 billion
during January (Fig. 5). The February 28 NYT reports, “Russia has spent the last several
years bolstering its defenses against sanctions, amassing $643 billion in foreign currency
reserves in part by diverting its oil and gas revenues and reducing its holdings of U.S.
dollars.”

Russia was never a large holder of US Treasuries, compared to China and Japan. It held
around $100 billion of them during H1-2017 and started to reduce them during H2-2017; by
year-end 2018, they were close to zero (Fig. 6). That might have been the tip-off that Russia
has been preparing for this war for a long time.

On Monday, the US Treasury Department further cut off Russia from the global economy by
freezing Russian central bank assets that are held in the US and imposing sanctions on the
Russian Direct Investment Fund, a sovereign wealth fund that is run by a close ally of Mad
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Vlad. The move was coordinated with European central banks. Japan joined with Western
allies in imposing the central bank sanctions, freezing Russia’s yen-denominated foreign
reserves.

Russia’s ability to use its international reserves to support its currency has been severely
curbed.

(4) Frozen oligarchs. The NYT article cited above also reports: “Switzerland, a favorite
destination for Russian oligarchs and their money, announced on Monday that it would
freeze Russian financial assets in the country, setting aside its tradition of neutrality to join
the European Union and a growing number of nations seeking to penalize Russia for the
invasion of Ukraine. The country said it would immediately freeze the assets of Mr. Putin,
Prime Minister Mikhail V. Mishustin and Foreign Minister Sergey V. Lavrov, as well as all
367 individuals the European Union imposed sanctions on last week.”

(5) Possible solution in negotiations? | doubt that Putin is intent on annexing all of Ukraine
and making it part of Russia. | believe his goal is to install a puppet government in Kyiv.
Either way, he would face protracted conflict with Ukrainian resistance forces and no end to
sanctions. His fallback position might be to withdraw his forces from all but the two
“‘independent republics” he carved out of eastern Ukraine last week in exchange for a
guarantee that Ukraine won’t join NATO. Of course, | can’t rule out a regime change in
Moscow, though that seems unlikely since Putin undoubtedly has surrounded himself with
Praetorian guards.

(By the way, Wall Street legend Art Cashin recalled his frightening experience during the
Cuban Missile Crisis when there were rumors that Russia had launched rockets and the
Dow took a dive near the bell. He wrote: “I cleaned up my desk and raced to the
Moosehead, as animated as only an 18-year-old can be. Jack was already there and as |
burst through the door, | shouted: ‘Jack! Jack, there was a strong rumor that the missiles
were flying and | tried to sell the market but failed.” Jack said “Calm down kid! First buy me
a drink and then sit down and listen to me.’ | ordered the drink and meekly sat down. Jack
said—‘Look kid, if you hear the missiles are flying, you buy them. You don’t sell them.” “You
buy them?’ | said, somewhat puzzled. ‘Sure you buy them! said Jack. ‘Cause if you're

wrong, the trade will never clear. We'll all be dead.”” Hat tip to Barry Ritholtz and his The Big
Picture blog.)

Geopolitics Il: Russia’s Geriatric Demographic Profile. Russian President Vladimir Putin
is playing a weak demographic hand. If demography is destiny, Russia’s future is bleak.
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Russia has started on a prolonged path of demographic decline at home—complicating its
expansionist ambitions abroad.

Last year, as Putin was amassing an army on Russia’s border with Ukraine, Russia
experienced its largest natural population decline since WWII, losing 997,000 people
between October 2020 and September 2021. Some of that was attributable to Covid. But
consider the following abysmal demographic factors:

(1) Russia’s population is expected to decline by 13.5% from 2021 through 2099, according
to UN projections (Fig. 7). The country’s working-age population has been shrinking for the

past 10 years through 2020 and could fall by 26.5% during the current century, according to
the UN (Fig. 8).

(2) Russia’s fertility rate is 1.8, well below the 2.1 replacement rate. Russia has one of the
world’s lowest male life expectancies. Alcohol and drug addiction are rampant. Russia also
has one of the oldest populations in the world, with an average age of 40.3 years. It's
turning into a large nursing home operated by authoritarian kleptocrats.

(3) Putin has announced that he plans to boost Russia’s dwindling population by
encouraging immigration and higher birth rates. What he didn’t announce is that he hoped
to grab 44 million people in Ukraine by attacking their country.

US Inflation: Take Your Pick. What is the current rate of inflation? The Atlanta Fed’s
Underlying Inflation Dashboard shows nine different measures of inflation. All nine
measures are in the “red” zone, significantly exceeding their price stability targets.

The Fed’s preferred measure of inflation is the Core Personal Consumer Expenditures
Deflator (PCED), and its stated target is 2.0%. For the dashboard, the Atlanta Fed chose to
represent each measure’s stability target as 2.0% “plus its average difference with core
PCE inflation over the past decade.” Generally, the PCED inflation rate runs a bit lower than
the Consumer Price Index (CPI) inflation rate. Their biggest differences: The PCED counts
expenses paid on behalf of consumers, such as medical insurance, and the CPI assigns a
bigger weight to rent.

In recent months, the annual changes in several measures of inflation were so off the charts
that scales had to be adjusted, especially the most popular ones that hit the media
headlines. For January, the CPI's headline rate was 7.5% y/y and its core rate (excluding
food and energy) was 6.0% yl/y, the highest since 1982 (Fig. 9). Headline and core PCED
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inflation rates were similarly high: 6.1% y/y and 5.2% y/y (Fig. 10). Each of these measures
lurched above 2.0% y/y early during 2021 as excessively stimulative fiscal and monetary
policies caused a demand shock that overwhelmed global supply chains, increasing price
pressures for goods across the board.

But while inflation is broadly elevated across goods categories, just a few categories have
experienced price swings extreme enough to move the headline and core rates. Let’s look
at some of the regional Federal Reserve Banks’ (FRB) alternative measures of inflation for
more insight:

(1) Atlanta Fed. Is an inflation measure “sticky” or “flexible”? The Atlanta Fed breaks down
its alternative inflation measures into one of these two categories. Weighted baskets of
items in the Sticky CPI experience relatively slow price changes; in January, they rose 4.2%
yly on a headline basis and 4.0% y/y on a core basis (Fig. 11 and Fig. 12). Conversely,
items in the Flexible CPI are prone to rapid price changes; its headline and core indexes
rose in January by a whopping 17.8% y/y and 19.0% y/y. About 30% of price-item
categories in the CPI are classified as “flexible,” the rest “sticky.”

“We find that sticky prices appear to incorporate expectations about future inflation to a
greater degree than prices that change on a frequent basis, while flexible prices respond
more powerfully to economic conditions,” says the Atlanta Fed. In other words, the Sticky
CPI may be a better indicator of where inflation is heading. If that’s true, then rising inflation
may not be as big of a problem as the traditional headline or core CPI would suggest.

Some heavily weighted Flexible price categories include new and used vehicles, groceries,
apparel, and tobacco.

Removing new vehicles (up 12.2% y/y in January) and used cars (up 40.5) prices from the
Flexible CPI calculation lowers its inflation rate (Fig. 13). Driving up the Sticky CPI are
tenant rent (3.8%), owner’s equivalent rent (4.1), and medical care services (2.7) (Fig. 14).
But Sticky’s run-up in household furnishings prices (17.0) may be temporary because it
likely reflects the pandemic-induced stay-at-home trend and supply-chain challenges (Fig.
195).

(2) Cleveland Fed. “Median” and “trimmed-mean” CPI are what the Cleveland Fed looks at
instead of the more traditional headline and core rates. By omitting outliers and focusing on
the interior of the distribution of price changes, this FRB’s Median CPI and Trimmed-Mean

CPI indexes “provide a better signal of the underlying inflation trend” than either the


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgNnvW32qfWk1D1QcWW6kRhbW4MZGHqW7gsndF6QpcvkW1f7DXq5zH6fLMPXYbpbnBg4W8WQvsH7V0tdqN7btFjKHmz2qW5DlFFd6hsgCsVXlHll530pRvW6qgfxp8QlkDPN5swSsvGZdHhW241y5J8Tv0J2W7l4y_L795dkbN4NzqnyVGv9VVjMw7b3FXvxBW72qfgz6tD7jvW3L_b8X15PgjLW2cDCL95JPp4SW8wjRbk3wgbyCW569XxG1BBskJW5t9bP63510F7W5l4csy7mjlss3j3J1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrxt5nKv5V3Zsc37CgG5KW2WrLbD4YFPGqW7LlHFJ6Jg3VVW4HkF-H46YJ66W5BM9cM30tWZxW5KBdx02Qm8tYW3P4T_46dL18WW4VRrzT8RTFZNMwXjbyJRzHBW5D5Hd61MfV-ZW5gXMr27tqrBtVRqCkL8pR-2qW7LBgjy2M8kJdW7jNKdt7Jgz9lVRB64-8J9j50W8lcnj42l4G0LW7X2Sss1KPV5CW4YFpwN6XTFWWW4Km-4M6sX-KXW1rsBwP4hYnpqW7DlWFP3qrmJdW7z-PhW6QSSlwW7F4kZB4nZh68VXXtKv1y2HXZW1t99ZG80VJqSW1FMcgl7g-X_wV-93py6k13xJW98y1c06gnc8MW6zNcfP24nhRcN46cLbDj01ryW44XWjf5KL9_mW57P92T6r35sXV1bFbP63bQxD3cZz1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7Cg-0DW43dTD_2tqDYbW7S2DB687rwYPW6lYsTp2DCcLlW8nhvYl6PVG5wN67qp0slS3j4W73gz3D5dQNz1W23xnGj6s4BWnW9hZ-zt61ZWyPW8Pft7n8BWVjpW1mBvxD4r-8JgW8Kckhq21gh8dW8P1XQ15rVyw6W5vMsDd7jPpjXW72Kb3z4jPVRlW8FckDP5tNyykW7lW-d58s7FT2W3pQh9J5xC6rbW6Fld0C7FDN5DN8RGJqJXsV1rW8WsJh03t8hCrV1NPkx4kMqBGV8wMJ-5BRrc83cLS1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgS88W84Vd-_73tJ3wW2RvNG72V8qpHW90wVGd2JGxhlW6-6mmj4k4gQQW7hFWr72VgkxYW6B3Gt_7NVcCsW1bMNtB4YDvPlW6m-xv-4n4sp5W1JDx0-8q3mj0W1N34qq4j8Xq6W52fF9y1G4gN0W7TJdCN29f7yfW7gJ_Ll7srS4FW7zPPZD3sL1gkW38hf3v2Zbr0dW7RLHpQ835DbqVGB5cZ8sm5zZW8DlHs76XRtgHW3VKYwW3THHxHW4L6vf17K_t4LW7rkqH-7KXXPJW6yR8QH2kxRCD3cd11
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgZNqW2VVCXt1BTCSYW60Cgsd5wRFfwN52FWVWRL9J0W7nyCVC6ZyRlxVrlwNl7XbkWhW7S4Qgl8fnfZ1N6Lh9zV_n0NDW6-NFgY4Hbh9RW7G6PQW5STXV3W97LGs_6v-vcKN1JkFmvtDgZVW8_CJZg3vjc4CVjGzCL6xhcktW8kYqw53hSR_4W3-Kn336nBcCNW69kvNV5ShWw_W7q9KJX7ZMynPW90Cx-x3vwMpRW1ChM634JtCM-W4DqGrj2Q4m-sW6zzYzm4v6JwvW5xyHS-2vjHYL33lK1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgPhJW4lTMRS2_Gc44N94xhTqQ2KyXW3F74791nmMgvW1PKQ_G8NgK4lVr8ysc97972dW8lwKWW4zKJxmW41vPq783pNMbW5x-pXZ1gYyWdW84nZch54fkdBW3nWXk227mphLW6n0h1G3jT2LsW42nqFT7CV0z5W8GTdk65XpZVrW7T6fqw2F2h-wW5YQrFV2QG0tTVZ-_nw8FzjjyW1SxCln2bn6BbW16lDrs3FmBP8W2D7S0t7GMt1lN8P8LxdXdbSpW2yhpYN7dJ-dGW6GF44r6VVDfd3kly1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgNCJW2RpjXM495PrBW9483ZZ8MFqdkW5F3S9F6MT8_7W187xth3p3qgrW7MJjQD3yQyQ8N60pf7KqTxBRW3tV_897FW7pvW3XsWHm3zb0D6VxMwTc740MVyW1blMX54XvbwzW62RXgD7TNgqsW1QMdqm3lzmqDW3R9pXw2Wl3v_W42hW-_8ZqrJ6W2RTTWw2yVQc6W3r2h_Q3yMhTJW4bZKCw4DGXXRN1BRVHDcfBN8W25jBrP7-hS3bW29PHcF93fM-lVdygrh5NddJfW5QmJfS3f1-cS3mTJ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgNCJW2RpjXM495PrBW9483ZZ8MFqdkW5F3S9F6MT8_7W187xth3p3qgrW7MJjQD3yQyQ8N60pf7KqTxBRW3tV_897FW7pvW3XsWHm3zb0D6VxMwTc740MVyW1blMX54XvbwzW62RXgD7TNgqsW1QMdqm3lzmqDW3R9pXw2Wl3v_W42hW-_8ZqrJ6W2RTTWw2yVQc6W3r2h_Q3yMhTJW4bZKCw4DGXXRN1BRVHDcfBN8W25jBrP7-hS3bW29PHcF93fM-lVdygrh5NddJfW5QmJfS3f1-cS3mTJ1

headline or core CPI, according to the Cleveland Fed’s website. The Median measure rose
4.2% yly through January and the Trimmed Mean 5.4% yly (Fig. 16).

The Median CPI is the one-month inflation rate of the component whose expenditure weight
is in the 50th percentile of price changes. To Melissa and me, the Median measure seems
overly simplistic, excluding too many important categories of items. The 16 Percent
Trimmed-Mean CPI is a weighted average of one-month inflation rates of components
whose expenditure weights fall below the 92nd percentile and above the 8th percentile of
price changes. In other words, the trimmed measure throws out some components at the
top and bottom ends of the distribution. Certainly, that would have to exclude those pesky
used car prices on the upside.

(3) Dallas Fed. The Dallas FRB takes this trimming approach and refines it a bit further,
removing 24% of the weight from the lower tail and 31% from the upper tail of the
distribution to arrive at its measure. So if more outliers from the upside are trimmed than
from the downside, the Dallas Fed’s figure will be weighted to the downside. That’'s why the
Dallas Fed’'s measure is the lowest of the measures we have reviewed so far, coming in at
3.5% through January (Fig. 17). Granted, these are not apples-to-apples comparisons,
especially since Dallas trims the PCE rather than the CPI as the Cleveland Fed does.

(4) New York Fed. As if that weren’t enough fiddling, the New York FRB has a new
Underlying Inflation Gauge (UIG) that is derived from a rather difficult-to-comprehend
formula. In layman’s terms, they say: “We use two data sets from the following broad
categories: (i) goods and services prices (CPI, PPI); (ii) labor market, money, producer
surveys, and financial variables (short and long term government interest rates, corporate
and high yield bonds, consumer credit volumes and real estate loans, stocks, commodity
prices).” Voila! The UIG rose 4.6% in January!

Our inclination is to throw out the measures that throw out most of the data, maybe even
including what St. Louis FRB President James Bullard called the “rotten core.” Everyone
needs food and most of us need fuel.

Calendars

US: Wed: ADP Employment 350k; MBA Mortgage Applications; Crude Oil Inventories;
OPEC Meeting; Beige Book; Powell; Bullard. Thurs: Productivity & Unit Labor Costs


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7WbryZ3q90pV1-WJV7CgT0-W5bmyzV76qJQcW1tJNc993lQnRW5VJ_Lw75HCp8W4dn3rn7wwhd9VF01zg2Txr5nW9fMn5S66mD3lW6VXSv26jDQdDW1yVZXR6K9pWVW1pJJQc6NkPhgW7nz1HM3vfgFTN4qM8vlFdSP2VdV9_64kHB_7W8HYDK28j5dBKW4w0Mnd6_yZC6N7wKh7jmm2BYW8_MwLS132wbmW24Z_d96x72tqW8x1k1y16NDQFVC9Pvl4kjWf7W4dqY253LNxR6VLlZ-z2tz0zXVxW1Jp3JLlzJW6VZjPd5XjcCFVYMKNb3s1z6ZW8nfX9R7Vgw4YW8-md0y1C_0J23blc1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgD72W5tF2hW5cjwY6MGYVbCnLd-TW1RSkb_6P0bl-W2HZv5m8szPTHVszPxN64YPwVW8P93l-8b-TdWW8s7hfk3K4lbcN4yfzmLkqDYRN8xmr7-X1nkNW4J-Tyk8G81SZW2nD52G2q1T0cW25mP8L7M81z8W6RHPYF3Tj0KhW7k9pgg7Czw1nW7yjKqR6clzHXN651V5x7pWX2W4gyfQw4JzD_gW8c8QNR3_5vkrW5Wcr1J5XPjFRW3fNr3V9b3YSlW3Q5PJP21RTHVW7BYnxR2H4qGx35kx1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7Cg-R2W5nbd8r6LxHj2W5RZnQW387BddW4xW2Np7vWm4TN8zPNS86Jf1KW4qswgZ97PgcJW2HQwBn4KlK1YVkLYSR6_RtJGW2cM0s73MnYz-N3T8FsPCTsDyW7jlfv85TzRrDN4t86kPyh5cCF7wXdbjqWjGW529hF54v629fN2F0QrJGZ-KTW3mp-zn2Dt0ryW15K2Sm7jppMzN5-7bVMh8--WW81d-lH4Wf5dDW8b8w644gjMC-W1z7r8-69wg_lW44d32t7Sx1d-W8kb9x53DJSlj3fFR1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7WbryZ3q90pV1-WJV7CgLGmW3v35qK8wvm62W5Dfd7n5KTb_jW1cCz7R2q1bzvVHtZRg3--VFSW7nf-BR3G2lVGW1fwLCx1m0JW5W5zRkpH7kxc7WW3rm3tx6612LXW7Xhh9877_XZtW2gTTKr86yvpZW2bMnxn6CJ1DVN3vqTJ4tWNNbN8pcSCdpTqx5V4MhRp1NxmVVW8TR5Lw5HWr10W1RX6XC32JrwRW7sTLwy4kZb6YW6zJH-_4FfrD0W3qv-4B4bflGzN5p75-PX4nrCW432WNv5NbhjwW2WTpmL1nxgtSW76V2n91Rb0NKW8C3nRX92C3GGW3zjdRb3K0H7PW1kTplN1p4FDp32_61
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrzf3q90JV1-WJV7CgFBkW379kkh5HW_SZW7spsMY1hZ7T6W2yMDKS2cjGmcW1qQTM83r05p4W48pQyQ2DFhdnN7Wzz7dnNWSWW6wp_9F1MnF4ZW6KXn5t7DWLbyW5wtN2765gkBxW41zSLV1FSgHJW2tZ-w44w6TvbW96jtzR7RTWxSW5M02TS4lcxQVVtrVkh1hb6tgW49q5832BgR04W2Dh586864YK8W6lqFgq2PVlHLW12mK925MsvK6W2CrCTc2cPCytW26vPdG2GRGrnW3Y0f4x6D6Y2sW441kqP172KbNW803NfP1VH73VW630_Dq5W__W8W1qqHmS5xsB9KW51sTDp2WtzklVjMR0X7Z8N47W49VTZH3TRS6C3dLF1

6.7%/0.3%; Initial Jobless Claims 226k; ISM NM-PMI 61.0; Factory Orders 0.5%; Natural
Gas Storage; Powell; Williams. (Bloomberg estimates)

Global: Wed: CPI Flash Estimate 5.3% y/y; Germany Unemployment Change &
Unemployment Rate -23k/5.1%; BOC Interest Rate Decision 0.50%; De Guindos; Lane;
Schnabel; Nagel; Beerman; Tenreyro; Cunliffe. Thurs: Eurozone, Germany, and France, C-
PMIs 55.8/56.2/57.4; Eurozone, Germany, France, Italy, and Spain NM-PMIs
55.8/56.6/57.9/52.5/51.4; Eurozone PPI 2.3%m/m/26.9%yl/y; UK C-PMI & NM-PMI
60.2/60.8; Japan NM-PMI 42.7; Japan Unemployment Rate 2.7%; Australia Retail Sales;
ECB Publishes Account of Monetary Policy Meeting; Enria; Tenreyro. (Bloomberg
estimates)

Strategy Indicators

MSCI World & Region Net Earnings Revisions (link): Analysts’ recent earnings revisions
through February suggest continued but weakened optimism about profits throughout the
world. The US MSCI's NERI was positive in February for a 19th straight month after 14
negative readings, but dropped to a 19-month low of 6.1% from 14.4% in October. That
compares to post-pandemic high of 21.1% in July and an 11-year low of -36.9% in May
2020. The AC World ex-US MSCI’s NERI was positive for a 17th month after 30 straight
negative readings, and improved to a three-month high of 1.3% from 1.1% in January. That
compares to July’s 12-year high of 6.4% and an 11-year low of -23.9% in May 2020. NERI
was negative in February for EM Asia, EM Latin America, and the Emerging Markets as all
but EM Latin America weakened m/m. Here are February’s scores among the regional
MSCls: EM Eastern Europe (5.9% in February [14-month low], down from 7.9% in January),
Europe (5.3 [11-month low], 7.2), EMU (5.2 [10-month low], 7.7), Europe ex-UK (5.0 [11-
month low], 7.5), EAFE (4.0 [14-month low], 5.1), US (3.6 [19-month low], 6.4), AC World
(1.4 [18-month low], 2.5), AC World ex-US (1.3, 1.1), EM Latin America (-1.3, -2.1),
Emerging Markets (-1.8 [19-month low], -1.7), and EM Asia (-2.4 [19-month low], -2.2).

MSCI Countries Net Earnings Revisions (link): NERI was positive for 30/43 MSCI
countries in February. That’'s down from 33/43 in January and the lowest count since
November 2020. It had peaked at 37/44 during May 2020, which matched the record-high
counts from November 2009 and June 2004. That also compares to zero countries with
positive NERI from April to June 2020. NERI improved m/m in February for 20/43 countries,
down from 22/43 in January. Among the countries with improving NERI in February, Turkey


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7WbryG3q905V1-WJV7CgQyJN7zT0-qlMnlbW5yZ28X3FzM8tN5L_nGq-48XjV3Q44s1q27xZW8b164Y34K6prW5P74BR2s1rKxW5pxyyS5qNnvzW4yf0D12C6jFtW4815YX5rG-K0W2WskGv55CzTpW8-NT3J28fpjwN1dXKt3nBG51W25jYSp3lSZyMW7HvTwJ8VWVYQW2-hxXZ1vYZmsW5pCyZR5Fg_l8V1JzFR1vhHXMW6tdJ3D50_1bvW4C-Z4q3nCdf9W3ykgqK6Wl_F0W991Hht5XYWnWW5vrZ4M4FX4-QW7ybdMt67MxmfW6PF9Z26q3kwk3hb71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7WbryG3q905V1-WJV7Cg-cnW2MHLmD2CWYpyW8fdNpK7N5JY6W3YHrX39dPy_YW8Lw2ms4ywrM_N5xdYX85LFsMW3GVsyZ4JB1VyW4hXZdN7M4pxSW8G7_pK2zTnYNV2ZBtt6vXz3yW81nXGJ5Y7ZcYN3x9nVf6jvGTW6bcD9_2DXgctW6KY-W25TW8v5W8ZnkBz6MNnssW7Z2zMM6NPTMJW2v3pdH2L1qFJN6R8Xmgt3PkfW7G6JT387_gYTW91hRNN7rw_qtVjkP2180F59jVlsYcR5wkMwnVX-dSJ7Gl0pxN9c9xb-xl2wvW5S4Sjq8M6LXF3hS91

was at a record high and Greece was at its highest reading since March 1992. The US and
the following four countries have had positive NERI for 19 straight months: Canada,
Norway, Sweden, and Taiwan. New Zealand has the worst negative-NERI streak, at 17
months, followed by Hong Kong (9), China (6), and Malaysia (6). NERI flipped back into
positive territory for Pakistan, Peru, and Thailand, but turned negative for six countries:
Israel, Korea, the Netherlands, the Philippines, Spain, and Switzerland. The highest NERI
readings in February: Austria (22.1%), Turkey (21.3 [record high]), the Czech Republic
(20.6), Ireland (13.0), and Sweden (12.6). The weakest NERIs occurred this month in Israel
(-14.9), Belgium (-8.9), Hong Kong (-8.4), Malaysia (-7.2), Brazil (-5.8), and Korea (-5.3 [21-
month low]).

AC World ex-US MSCI (link): This index fell 2.2% in local-currency terms in February, and
is down 5.1% ytd. In US dollar terms, the index was down a lesser 2.1% in February but a
greater 5.8% decline for 2022 to date. Local-currency forward revenues rose 1.5% m/m and
has risen 10.5% since it bottomed in January 2021, but remains 3.5% below its record high
of May 2019. Local-currency forward earnings rose 2.2% m/m to another record high, and
has soared 50.4% since it bottomed in July 2020. Revenues are expected to rise 7.3% in
2022 and 4.0% in 2023 following a 14.9% gain in 2021, and earnings are expected to
increase 7.3% (2022) and 7.0% (2023) after soaring 57.2% (2021). The industry analysts’
sales forecasts imply short-term 12-month forward revenue growth (STRG) of 6.9% and
short-term 12-month forward earnings growth (STEG) of 7.4%, compared to 4.1% and
10.0% before Covid-19 hit the news. These measures bottomed at -0.1% and -0.3%,
respectively, during May 2020. The profit margin implied by analysts’ earnings and revenue
estimates calls for 9.3% in 2022 and 9.5% in 2023, compared to 9.3% in 2021. The record-
high forward profit margin forecast of 9.3% is up from a 10-year low of 6.6% at the end of
May 2020 and first exceeded its prior 9.0% record high from September 2007 during
August. The Net Earnings Revision Index (NERI) for the AC World ex-US MSCI was
positive in February for a 17th straight month following 30 negative readings. It rose to a
three-month low of 1.3% in February from 1.1% in January, which compares to a 12-year
high of 6.4% in July and an 11-year low of -23.9% in May 2020. The forward P/E of 13.6 is
at a 22-month low and compares to an 18-year high of 17.1 in February 2021. The forward
P/E drops to 13.1 using normalized forward earnings. Those readings are up from their
March 2020 lows of 10.8 and 10.2, respectively. The index’s current 20% discount to the
World MSCI P/E is up from a record-low 22% discount in mid-December.

Emerging Markets MSCI (link): The EM MSCI price index fell 3.1% in US dollar terms in
February to a 4.9% decline ytd. In local-currency terms, EM was down a lesser 2.4% in
February to a smaller ytd loss of 4.2%. Local-currency forward revenues gained 1.4% m/m


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgGwmW55KL625CyWgVW7M_9JC826CkqN7qNrXL_L7xyW1hjknB1FR9gCW5jMpQ_97MfbGW95Stn96TZM_yW24Czw88hgFq6N8Xjy40CGxXNW2fzsxd4-P8wyM7nF44wcD9YN5BPx_WcN5YFW6XRL228cgqfsW5wqv2p4hMMqGN2sD4yRkGZ8_W35_6Tk6ZsSv3W68FnmJ60jMK8W3fl8ry5vxC1jW7Wz76M7WjFPXN3_1GY5P-0bHW6x0XNX79v5D9W8JfbnX95ZSJ2N47zYKczyzf92PW1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgFLfW7Jg6mq4CkqKtW26Rl3W3wq12-N2gt19s9pRv9W5M7RF24PJYkWW17t_Mh51ncpKW2s64Qh6Sqq_RW5TWPf44v5WmlW8Srn2h86lbnxW74tC9T6R4yhZW6QFGQw4rRMXqW62XFnz7fmsKvV_QGfV8SPDS6W972_Sg1Y96NNW6NyvjX8kXWQtW45PWvc8PW_VNW9dd7Qm41_gwxW5WCLn47Rcmy2N3-tzDTHSS4gW8gp-0Q1jtHzjVDh7Rc4xWhkJW86wY1D7C-zsfW7RMccn5bP17m3bwK1

and has risen 11.5% since its bottom in January 2021 but is still down 4.3% from its record
high in May 2019. Local-currency forward earnings rose 1.7% m/m to a new record high
and is up 42.0% since its bottom in June 2020. Revenues are expected to rise 8.5% in 2022
and 6.1% in 2023 after jumping 19.9% in 2021. That’s expected to lead to an earnings gain
of 6.6% in 2022 and 9.4% in 2023, following a 56.5% recovery gain in 2021. Forecasted
STRG of 8.1% is down from April 2021’s 11-year high of 12.6%, which compares to a five-
year low of 3.6% at the end of April 2020. STEG has dropped to 7.1% from a record high of
33.7% in December 2020, but that’s up from a 12-year low of 5.3% in December 2021. The
implied profit margin is expected to drop to 8.0% in 2022 from to 8.1% in 2021 before
improving to 8.2% in 2023. The forward profit margin of 8.0% is up from a four-year low of
6.1% at the end of May 2020 and compares to its 10.3% record high in December 2007.
NERI was negative in February for a fourth straight month as it dropped to a 19-month low
of -1.8%. That compares to an 11-year high of 6.0% in February 2021 and an 11-year low of
-18.7% in May 2020. Emerging Markets’ forward P/E of 12.1 is up from a 22-month low of
12.0 in early February and compares to a record high of 16.3 in February 2021. The P/E
drops to 11.5 using normalized forward earnings. That’s up sharply from those figures’
March 2020 lows of 10.1 and 9.3, respectively. The index is trading at a 29% discount to the
World MSCI P/E, which is close to its biggest discount since 2005.

EMU MSCI (link): The EMU MSCI price index tumbled 5.3% in local-currency terms in
February to a ytd decline of 8.6%. In US dollar terms, EMU was down a lesser 5.1% in
February to a bigger ytd drop of 9.8%. Local-currency forward revenues gained 1.0% m/m
and has risen 10.6% since its bottom in January 2021, but is still 8.3% below its record high
in September 2008. Local-currency forward earnings gained 2.5% m/m and is up 59.8%
since its bottom in July 2020, but remains 8.8% below its record high from January 2008.
Revenues are expected to rise 5.6% in 2022 and 4.0% in 2023 after gaining 11.8% in 2021.
That’s expected to lead to an earnings gain of 6.6% in 2021 and 8.7% in 2023, following a
recovery gain of 75.6% in 2021. Forecasted STRG of 5.3% is down from a record-high
8.3% during April 2020, but that’s up from an 11-year low of -0.9% during April 2020. STEG
has dropped to 6.9% from a record high of 47.4% in December 2020, but that’s up from a
record low of -6.7% in April 2020. The implied profit margin is expected to rise from 8.7% in
2021 to 8.8% in 2022 and 9.2% in 2023. The forward profit margin has risen to a 13-year
high of 8.8% from a 12-year low of 6.0% at the end of July 2020, but remains below its 9.1%
record high in October 2007. NERI was positive in February for a 14th month after 27
straight negative readings, but dropped to a 10-month low of 5.2% from 7.7% in January
and from a record high of 15.2% in September. That compares to a record low of -35.9% in
May 2020. EMU’s forward P/E of 14.4 is at a 22-month low, which compares to a record
high of 18.3 in July 2020. The P/E drops to 13.8 using normalized forward earnings. That’s


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgFhCW4K41k-66dYw5W1Bq8Jb7pLYJsW6GzGy71GZSkPW4_jN2J7ZBpkxW1lbz8B4Y04BMW1DQw8y501p7WW3V9PCm5fJG-nW3j3sLl4D94WmW2xvtWj5pDtyLW4xbZSb8ttxw8W4KpCfd2_jdnvW4QYJTF8hSQqkVgB3-G1RKnYHW1KY3jk88H7KmW2drtPs83FPsbW4018FN6CgncxW2Gg4k-22mcQCW4mCFl25ZDsSNW5s0Sj_2KJcXnW6XZ-x_5DLQNTW3R8RBn7vkl0fW94t3Y15v2SjJ33cJ1

up sharply from those figures’ March 2020 lows of 10.2 and 9.7, respectively. The index is
trading at a 15% discount to the World MSCI P/E, which is in line with its discount since
2001.

China MSCI (link): The China MSCI price index was the 35th worst performer of the 49
MSCI countries in February, with a decline of 3.9% in local currency terms. Its 6.7% ytd
decline ranks as 32nd worst. Local-currency forward revenues has risen 8.6% since its five-
year low in June 2021 and was up 1.4% m/m, but is still down 32.0% from its record high in
October 2014. Local-currency forward earnings is up 11.5% since its bottom in June 2020,
and gained 1.1% m/m to 8.4% below its record high in June 2018. Revenues are expected
to rise 9.4% in 2022 and 7.6% in 2023 after surging 18.1% in 2021. That’s expected to lead
to an earnings gain of 14.4% in 2022 and 15.8% in 2023, following a relatively meager
11.6% gain in 2021. Forecasted STRG of 9.1% is down from an 11-year high of 13.5% in
April 2020, but that’s up from a five-year low of 5.0% at the end of April 2020. STEG has
dropped to 14.0% from a 10-year high of 18.6% during December 2020, which compares to
a four-year low of 8.0% in April 2020. The implied profit margin ranks as one of the lowest in
the world; it's expected to rise y/y to 4.8% in 2022 from 4.6% in 2021 and to rise to 5.2% in
2023. The forward profit margin of 4.9% is down from a record high of 5.2% in July 2021,
but that’s little changed from its pandemic low of 4.5% in May 2020. NERI was negative for
a sixth straight month in February, but improved to -2.8% from an 18-month low of -3.9% in
January. Still, that ranks seventh worst among the 43 MSCI countries that we follow.
China’s forward P/E of 11.9 remains near early February’s 22-month low of 11.6 and drops
to 11.0 using normalized forward earnings. That compares to those figures’ March 2020
lows of 10.5 and 9.8, respectively. The index is trading at a 30% discount to the World
MSCI P/E, which is near its biggest discount since 2015.

US Economic Indicators

Construction Spending (/ink): Total construction spending in January reached yet another
record high; it has posted only one decline since June 2020. Total spending jumped 1.2%—
the biggest monthly gain since last January—and is up an impressive 16.9% since
bottoming in mid-2020. Private construction spending led the recovery, also reaching a new
record high, as residential investment spending made the record books yet again.
Meanwhile, private nonresidential spending remains on an upward trend, climbing for the
sixth time in seven months, by 1.8%m/m and 8.1% over the period. Within private
investment, single-family construction climbed 1.2% in January and 6.5% over the three

10


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgTlcW5p5LMq8R5mgtN37HCpVBvH8NW5KG4LD4W0GjJW5lnSYC3-wk9xW733Kdw1F-J3VW4bb1Y-86K8hHW2XDVjS2RZPypVc2SN83KrZqgW8v6G5-8tMJ57W1LdDFn59-Tr4W86vLr28p4nQrVLSbRs11YkF-N1_SMtNcJVkxW29Ffzh3Wchf0W1FZDlB2YSS_lW1z5J4b693WzjW3Ydlwk64WNGgW48kBVV6bG993W2sxqYC473n-vW1zJn283FRX1nW8Dqv4N5X8WqVW1R7mXr3bz4tc34Pd1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgML9VS2dxD8-Y1BbW3gsVKL8Bf-x_W4Vbcp-6Hc3DxW8fv9Zk448nfFW81dVnM3X_G-0W2bf_2W5QcY-BW4zR4DS8l-RSvW7hKq0T84YgRYW70Cf1C8K20WMW28M5mK4l6SRhVJ3msb5C75K5N63y9F6W_QWYVSr2bR7f0z7LW44F-T0821GygW1wV8mg1HyFpMW26Gv-g6hdgRrW6Gctwt2tz_MNMvpTxccmrtbN2PrDMcWT6sdW5m1kPW9kByJBN8PL620PQN52V391kD1h2mDZ369g1

months ending January, boosting it to a new cyclical high—and within 5.5% of a new record
high. Meanwhile, multi-family construction was little changed at December’s record high,
ticking down 0.1%; home-improvement spending has soared during five of the past six
months by a total of 9.6% to yet another record high. In the meantime, public construction
spending edged up 0.6% in January after contracting 1.1% the final two months of 2021; it
had increased 4.2% during the four months through October and now stands 6.4% below its
record high posted in March 2020.

Global Economic Indicators

Global Manufacturing PMIs (link): Global manufacturing activity gained some strength in
February, after expanding at its slowest pace in 15 months in January, as output, orders,
and employment all accelerated last month—and business optimism climbed to a 10-month
high. The JP Morgan Global M-PMI edged up to 53.6 in February after slowing from 54.3 at
the end of last year to 53.2 at the start of this year. It recorded steady readings of 54.1 to
54 .3 the last five months of 2021. The M-PMI for advanced economies shows
manufacturing activity remained at a healthy rate, ticking up to 56.6 in February, after
declining five of the prior six months through January—from 59.8 in July to 56.3. The M-PMI
(to 50.9 from 50.0) for emerging economies also improved a bit last month after slowing
from 51.7 at the end of last year to a standstill in January; it averaged 51.5 during the final
quarter of last year. In February, 22 of the 25 countries for which data were available were
in expansionary territory, with European countries filling the top seven spots and the US
finishing eighth. China and Japan showed growth below the global average of 53.6 in
February, while Russia, Mexico, and Myanmar were the only countries to experience
contraction. Here’s a country ranking of February M-PMlIs from highest to lowest:
Netherlands (60.6), Germany (58.4), Austria (58.4), Italy (58.3), EUROZONE (58.2), UK
(58.0), Ireland (57.8), Greece (57.8), US (57.3), France (57.2), Australia (57.0), Spain
(56.9), Canada (56.6), Czech Republic (56.5), Poland (54.7), Taiwan (54.3), Vietnam (54.3),
WORLD (53.6), Japan (52.7), Thailand (52.5), Colombia (52.0), China (50.4), Turkey (50.4),
Kazakhstan (50.1), Russia (48.6), Mexico (48.0), and Myanmar (47.3).

US Manufacturing PMis (/ink): Manufacturing activity in February remained robust, though
below recent peaks, according to both M-PMI measures, while price pressures have eased
recently in both surveys. ISM’s M-PMI edged up to 58.6 in February after falling the prior
three months, from 60.8 in October to a 14-month low of 57.6 by January. It peaked at 63.7
last March and averaged 60.6 for all of 2021. The new orders index (to 61.7 from 57.9)
moved back above 60.0 in February after falling below in January for the first time since
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7WbryG3q905V1-WJV7CgzLBW7wnX8l42SH0GW4QTTPq5z_RRKW5Hkqzd7mgNwwW7NdXdR1FM4ftW64yJ8_7mhf42W60j6vR4HbSWjN6Fqt_J_2QHVW7XJpyM2GJ7mkW7rrCzs2jYDxkW7yYHMn1t9twlW2917JH1TRB5XW8Yr3P24VzmCWW1dRqkr85ZYJfW7qz0LQ2zYdZzW6w6bkC5P4LmHW3XJH_f8L3MC6N1Pt2syhPDH1W2gD5Ty3gw8mcW3RkDv054Fh4kW6__HV83xrLXNVwxnvc7302r5W3Yp5fW27ZV_2W6Bwb2v4bm38RW5rWwK87bKXLK34851
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWWgwN4yQySqW1W1hXm2PFhz8W6klx534G77B3N7Wbrym3q8_QV1-WJV7CgSlrW4rTFbb6mt39FW4mMx9d50NyxJF6Cyl9G6-TNW7DYY0f3dnZZ8W4HQNdl5kc30VW6sJr8G6QPm23W7Cwkb887wY79W6mFRbC4MgtzZW7Yjzwt44bt-0W9hXx4h6MP526W7mcxd2576sjhW3YfMHz64B_7QW6T7kXp97N6s8W6byPPx3mQ5YZW4hdrZP4cDLM8W8lG5zJ6vmkWgW1xMdQc2-QSmgN5JwLJyJ-TWBV4_jVR2jHs6MW84zFD84YvpQvW719p_b2dRqK3W3CqgLc98dmMG3bfn1

September 2020, while the production measure (58.5 from 57.8) was below for the third
month, though did move a higher last month. February’s employment gauge, meanwhile,
moved down to 52.9 after accelerating steadily from 50.0 last August to a 10-month high of
54.5 during January. The supplier deliveries (66.1 from 64.6) component of the M-PMI
slowed at a slightly faster rate in February, while inventories (53.6 from 53.2) increased at a
slightly faster rate. Timothy Fiore, chairman of ISM, noted, “The US manufacturing sector
remains in a demand-driven, supply chain-constrained environment. The Covid-19 omicron
variant remained an impact in February; however, there were signs of relief, with recovery
expected in March.” ISM’s price (75.6 from 76.1) index remains on a decelerating trend,
considerably below last year’s high of 92.1 in June—which was the fastest since summer
1979. Looking at IHS Markit's M-PMI, it picked up to 57.3 in February, after slowing steadily
since reaching a record-high 63.4 last July, slumping to 55.5 during January—the slowest
pace since October 2020. According to the report, there was a modest upturn in production
in February across the manufacturing sector, though ongoing material and labor shortages
continued to hamper growth. Meanwhile, factories did see a sharper uptick in new orders
last month—recording its best performance since last October—after slumping to a 16-
month low at the start of this year. February saw stronger orders from both new and existing
customers, while foreign demand also strengthened. Pricing was a mixed bag last month,
with input costs rising at the slowest pace in nine months and selling prices increasing at
the fastest rate in three months.
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