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It’s a Mad, Mad, Mad, Mad World

Check out the accompanying chart collection.

Executive Summary: With the whole world at the mercy of Mad Vlad, the pandemic now seems like a
walk in the park. A nuclear power plant catastrophe has been narrowly averted, but Putin’s war has
melted down Russia’s stock market and currency. ... For the US economy, we now see stadflation,
with persistently higher inflation and less economic growth than expected before the war. A recession
can no longer be ruled out. ... For stock investors, we think 2022 will continue to be one of this bull
market’s toughest years. We’ve dropped our year-end 2022 and 2023 S&P 500 targets to 4000, a
16% decline, and 5000, a 25% rebound to a new record high.

YRI Monday Webcast. Join Dr. Ed’s live Q&A webinar on Mondays at 11 a.m. EST. You
will receive an email with the link to the webinar one hour before showtime. Replays are
available here. The presentation lasts about 15 minutes with another 15 minutes for Q&A.
You can view a replay of Dr. Ed’s recent one-hour webcast on “Predicting Inflation” here.

Geopolitics: Sheer Madness. “It's a Mad, Mad, Mad, Mad World” is a very funny 1963
American classic comedy with an all-star cast of some of the best comedians ever. They all
witness an auto accident in which the driver, played by Jimmy Durante, is killed. Just before
he kicks the bucket, he tells the assembled onlookers that he buried a fortune in stolen loot
under the Big W. They all lose their minds in their race to find the treasure first.

“King of Hearts” is a 1966 European comedy film starring Alan Bates as Charles Plumpick,
a kilt-wearing French-born Scottish soldier, who is sent by his commanding officer to disarm
a bomb placed in the town square of a French town by the retreating Germans during WWI.
All the local inhabitants have fled except for the inmates of an insane asylum, which was left
unlocked. Plumpick frantically tries to find the bomb, unaware that the loonies aren’t the
normal townspeople.

There’s nothing funny about our current geopolitical plot. But there is certainly lots of
madness, led by Russian czar Vlad the Mad. Looking back on the events that led up to
Putin’s War, one has to wonder why the Europeans (especially the Germans) decided to
pollute the air with fumes from oil and gas increasingly imported from Russia rather than
foul it with their own domestic sources of dirty energy? The US did the same, and as of this
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writing still was buying Russian oil, while scrambling to work out a nuke deal with Iran’s mad
mullahs involving the purchase of their oil instead. That’'s more sheer madness.

Furthermore: Why didn’t the diplomats fashion a European security agreement that would
have made Ukraine neutral? Why were sanctions imposed on Russia only after it invaded
Ukraine? Why did the US stop selling Russian defense companies’ sophisticated
technologies only after the invasion? Why did the West do any business with Russia’s
kleptocracy, which has been led by a former KGB agent who already had a long rap sheet
of murders and invasions?

What can’t be explained as sheer madness, i.e., a delusional grasp of reality and history,
can be explained as massive corruption on both sides. The result is that the whole world is
quickly coming to its senses but remains at the mercy of Mad Vlad. A relatively happy
outcome (considering the unhappy alternatives) hinges on the assumption that Putin isn’t
unhinged but rather crazy like a fox—i.e., he keeps a chunk of eastern Ukraine and settles
for a neutral Ukraine. A happier outcome would be a swift coup, as even his entourage
recognizes that Mad Vlad is an insane psychopath. Another Russian revolution might also
do the trick.

For now, there’s a wider threat with an even further-reaching potential outcome. The March
1 Globe and Mail reports, “Potassium iodide pills are suddenly in high demand across
Europe as fears of radiation poisoning from a nuclear attack or accident intensify.” Here’s
why:

(1) On Sunday, February 27, three days after Putin sent his troops into Ukraine, he put his
nuclear arsenal on high alert.

(2) Also that day, the nuclear scare posed by the war in Ukraine was heightened when
Russian ally Belarus voted to give up its nuclear-free status.

(3) On Friday, March 4, Russian troops occupied Ukraine’s largest nuclear power plant, with
managers working at “gunpoint” after a fire caused by their attack was extinguished,
according to Ukrainian nuclear officials. Had the attack caused a direct hit on the
emergency power supplies of the reactor, the core could have experienced a meltdown and
exploded; that could have breached the containment structure and caused a substantial
radioactive leak. Fortunately, that did not happen.

(4) Our highly regarded friends at BCA Research recently opined: “If the threat of nuclear
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war dissipates, stocks will recover. If the threat doesn’t dissipate, well, you probably won’t
be around to witness the aftermath. And even if you are, those VIX futures aren’t going to
help you very much. In the event of a global nuclear war, the price of most every asset,
perhaps with the exception of gold, will go to zero, including cash which will lose its value as
inflation gallops higher.” They assign “an uncomfortably high 10% chance of a civilization-
ending global nuclear war over the next 12 months.” Yikes! Stop the world—I want to get
off!

In any event, Russia’s invasion of Ukraine did precipitate a meltdown of the Russian stock
market and currency. Meanwhile, there has been no meltdown in the broad US stock
market. The S&P 500 has held up remarkably well. It is down 9.8% since its record high on
January 3 through Friday’s close.

US Economy I: A More Stagflationary Outlook. Compared with the rapidly unfolding
geopolitical madness, the pandemic now seems like a walk in the park. Hopefully, the
Omicron variant of Covid-19 was the last hurrah of the pandemic. In the US, the case count
peaked at a record 777,225 during January 14, using the 10-day moving average (Fig. 7). It
is down 95% since then through March 2.

Prior to Putin’s War, the consensus outlook for the economy was that while the Omicron
wave depressed economic activity during January, economic growth was likely to rebound
as the pandemic abated. Now we see a more stagflationary outlook with persistently higher
inflation and less economic growth. A recession no longer can be ruled out given the latest
jump in oil prices. Consider the following:

(1) GDP. The Atlanta Fed’s GDPNow tracking model showed zero growth for Q1 as of
March 1, but we are predicting 2.0%. On the other hand, Debbie and | are lowering our
forecast for real GDP growth this year from 2.8% y/y to 2.0% (Fig. 2). (See YRI Economic
Forecasts.)

(2) Consumer spending. The surge in commodity prices resulting from the war is likely to
depress consumers’ spending now that they have to spend much more on gasoline and
food.

The average American household spent $3,100 (saar) on gasoline during December 2021
(Fig._3). The nearby futures price of a gallon of gasoline soared 59% ytd through March 4,
implying that gasoline now costs the average household almost $2,000 more (saar) (Fig. 4).
In addition, we estimate that the average household is now spending around $1,000 (saar)
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more on food as a result of rapidly rising grocery prices (Fig. 5). That's $3,000 less money
that households have to spend on other consumer goods and services, which also are
experiencing rapid price increases. The GDPNow model shows real consumer spending
currently tracking at 2.3% (saar), down from 3.1% during Q4-2021.

(3) Consumer incomes. As usual, Debbie and | started our analysis of Friday’s monthly
employment report by calculating our Earned Income Proxy (EIP) for wages and salaries in
private industry (Fig. 6). Our EIP rose 0.8% m/m and 10.9% y/y through February as
aggregate hours worked rose 0.8% m/m and 5.8% y/y, while average hourly earnings (AHE)
was flat m/m and up 5.1% y/y. The gains in the EIP have been eroded by inflation. The real
EIP rose just 3.4% y/y through January. On the other hand, the real AHE continues to track
the 1.2% growth path it has been on since December 1994 (Fig. 7).

The good news is that payroll employment, which measures the number of part-time and
full-time jobs, rose 678,000 during February to 150.4 million (Fig. 8).That’s still 2.1 million
below the pre-pandemic record high of 152.5 million during February 2020. Household
employment, which measures the number of workers with jobs, is still 1.1 million below its
pre-pandemic record high, but full-time household employment rose 642,000 during
February to a new record high (Fig. 9).

(4) Capital spending. During February, the working-age population and the labor force rose
just 0.5% and 1.1% yly, based on the 12-month averages of each series (Fig. 10). We
expect both growth rates will remain near zero for the foreseeable future. So labor
shortages are here to stay, forcing companies to increase their capital spending to boost
productivity.

We have upped our forecast for real capital spending this year to 4.4% from 3.4%. As we’ve
previously observed, nondefense capital goods orders excluding aircraft has been soaring
in record-high territory since the end of 2020 and is up 21.6% over the past 24 months
through January (Fig. 117).

(5) Trade. Another reason why Debbie and | are lowering our GDP growth estimate for the
US is that we expect US exports will weaken along with the global economy. The Ukraine
calamity has triggered a global energy crisis, especially in Europe. In the past, oil price
shocks have been associated with recessions (Fig. 12). Western Europe is especially
vulnerable to outright shortages of oil and gas. Sanctions are quickly pushing Russia into a
depression.
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US Economy II: A More Inflationary Outlook. Debbie and | are raising our outlook for
peak inflation to reflect the rapidly unfolding developments in world commodity markets as a
result of Putin’s War. The S&P GSCI commodity price index has soared 40% ytd and 59%
yly (Fig. 13). Oil is heavily weighted in this index. Leading the way higher are energy and
grain prices (Fig. 14). Even core measures of inflation that exclude food and energy are
likely to head higher, reflecting energy surcharges and a worsening wage-price spiral.

We are now predicting that the core PCED (personal consumption expenditures deflator)
measure of inflation will peak at 7% y/y during Q2, up from 6% during Q1. Then we expect
that it will moderate to 4% during Q4. Before the war, we expected to see this measure of
inflation peak during Q1 at around 5% and fall to 3% by Q4. (See YRI Economic Forecasts.)

There’s certainly no peak in sight for commodity prices or for the latest inflation indicators
and inflationary bottlenecks:

(1) Business surveys. The prices-paid indexes in the national M-PMI and NM-PMI (the
purchasing managers indexes for manufacturing and nonmanufacturing industries) were
75.6 and 83.1 during February (Fig. 15). Both of those are elevated levels, especially for
the NM-PMI. Debbie and | also average the prices-paid and prices-received indexes of the
regional business surveys conducted by five of the Federal Reserve district banks (Fig. 16).
They remain near their recent record highs, at 81.2 and 56.6. They look toppy, but keep in
mind that they are diffusion indexes and continue to signal strong inflationary momentum.

(2) Wages. Wage inflation continues to move higher. The AHE for all workers rose 5.1% yly
through February, while the AHE for production and nonsupervisory workers, who account
for about 80% of payroll employment and can be described as “lower-wage workers,” rose
6.7% (Fig. 17). We can use these two series to impute that “higher-wage workers” saw their
AHE rise by 2.1% through February (Fig. 18). Recall that the headline PCED inflation rate
was 6.1% through January. So lower-wage workers just barely beat inflation, while higher-
wage workers fell significantly behind inflation.

(3) Supply chains. As we’ve previously observed, there are a few signs suggesting that
supply-chain disruptions are easing. The business surveys conducted by five of the Fed’s
regional banks include indexes for unfilled orders and delivery times. The average of them
is down from a peak of 28.2 during May 2021 to 11.2 during February, the lowest reading
since January 2021 (Fig. 19). The national M-PMI survey shows a similar pattern for its
supplier deliveries and backlog-of-orders indexes (Fig. 20).
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We aren’t convinced that’s enough to bring inflation down anytime soon given the renewed
upward pressure on commodity prices and the ongoing wage-price spiral driven by labor
shortages. Nevertheless, we still expect that a significant moderation in inflation for
consumer durables is likely later this year. Offsetting some of that improvement is likely to
be still higher rent inflation.

Credit: The Fed and Interest Rates. Fed Chair Jerome Powell festified on monetary policy
before two congressional committees on Wednesday and Thursday. He said “we’re going to
see upward pressure on inflation at least for a while” because of the war. He also said,
“There’s already a lot of upward inflation pressure and additional pressure does probably
raise the risk that inflation expectations will start to react in a way that is negative for
controlling inflation.” Powell acknowledged: “Hindsight says we should have moved earlier
... but there really is no precedent for this.”

Powell was asked by Senator Richard Shelby (R-AL) whether he would push interest rates
up to levels that would cause a recession if he had to do so in order to bring inflation down.
He responded in the affirmative: “| would hope history will record that the answer to your
question is ‘yes.” That certainly sounds ominous. For now, he said that he will ask the
FOMC to start with a 25bps hike at the March 15-16 meeting of the policy committee. Baby

steps.

We are still expecting four 25bps rate hikes in the federal funds rate this year, to 1.00%. We
expect to see the 10-year Treasury bond yield at 2.50% by the end of this year. So although
we see an increasing risk of a recession, that’s not our most likely forecast at this time. So
we don’t expect that the yield curve will invert. Ask our thoughts again if the price of oil
jumps to $150 a barrel and the yield curve does invert.

Stocks: The Year of Living Dangerously. The February 7 Morning Briefing was titled
“‘Another Year of Living Dangerously.” We reviewed a worry list of what could go wrong this
year. It included an oil spike and a Russian invasion of the Ukraine. The week before, Joe
and | had lowered our year-end S&P 500 target from 5200 to 4800. We concluded:

“For investors, this is just another year of living dangerously during the current bull market,
which has included 73 panic attacks by our count. The main differences are that inflation is
a serious problem and the Fed has to tighten monetary policy as a result. In addition,
valuations are still relatively high. So a year without much, if any, upside for stocks might be
the price we have to pay to give earnings a chance to catch up with valuations. Then the
bull market can resume in 2023.”
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1L3q905V1-WJV7CgZ_4W8jwThn76qyrQW4_8wnJ3lm5dcW3Q8pXs8GXY0xW90K2dz8zDmTyVflcKW7rG4gvW6jKV5M4Z2BN0W5T5df76s3R_yW2xjb5N4G9pb6V5tttn8SCD_CW65g6F02cvwVYW7NKHyS7M-xs2W3kx-Nc7gVxCLW7Rn6Tf1CRK7tW7Tlpqd7bMf_-V637zX3cPzmtW8mBFD48MWgKfVhzVMZ8BPfSpW37nxtn5Kt1H2W9fm3G27z_n0dW2vRWn94X1vRhW4x1VZq7sjM0hW1F0Zjz88VLQgW4hDYmn61QpVyV4zPkz6BXvF034PZ1

Soon after we wrote that, we had to add Panic Attack #74, which was triggered by the
Ukraine crisis. We now think that this could turn out to be one of the most dangerous years
for stock investors of the current bull market. So we are lowering our year-end target to
4000. That would be a 16% decline for the year. Our target for next year is now 5000, a
25% rebound to a new record high. In tomorrow’s Morning Briefing, Joe and | will update
our forecasts for S&P 500 revenues, earnings, and profit margin.

For now, in the S&P 500 we would continue to overweight Energy (as a hedge against
inflation), Financials (as a hedge against rising interest rates), and Information Technology
(as an optimistic bet on the Roaring 2020s). We would also overweight SMidCaps relative
to LargeCaps, and the US relative to the rest of the world.

Calendars

US: Mon: Consumer Credit $23.8b. Tues: NFIB Small Business Optimism; Trade Balance -
$87.1b; Wholesale Trade Inventories & Sales 0.8%/1.2%. (Bloomberg estimates)

Global: Mon: Eurozone Sentix Confidence 5.3; Germany Factory Orders 1.0%; UK Retail
Sales Monitor; Bullock. Tues: Eurozone GDP 0.3%q/q/4.6%Yy/y; Germany Industrial
Production 0.5%; Italy Retail Sales; Spain Industrial Production 4.4% yly; Japan Leading &
Coincident Indicators; Canada Trade Balance $2.0b; Japan GDP 1.4%q/q/5.6%y/y; China
CPI & PPI1 0.8%yY/y/8.7%yly; Australia Westpac Consumer Sentiment; Lowe. (Bloomberg
estimates)

Strategy Indicators

Global Stock Markets Performance (/ink): The US MSCI index fell 1.5% last week to
10.4% below its record high on December 27. The index ranked 22nd of the 49 global stock
markets we follow in a week when 16 of the 49 countries rose in US dollar terms and the
AC World ex-US index dropped 4.7% to 14.1% below its June 15, 2021 record high. None
of the countries traded at a record high in dollar terms during the week. EM Latin America
was the best-performing region last week with a gain of 2.5%, followed by EM Asia (-2.4%).
EM Eastern Europe was the biggest underperformer with yet another record-breaking
decline of 30.7%, followed by EMU (-12.9), EAFE (-6.5), EMEA (-6.3), and BRIC (-4.8).
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https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1r3q8_QV1-WJV7CgM6bW76rdhc7HQLjVW7cJxHG4pTJdyW7GcJqp91RBzvW7RHL8V3s2lYRW2skbfc1VbgdYW45xQKR1K62fLW4Qr-Xn9cJvshW296hHR7HPrY7W7wJq7h10F1cTW2S5Gjq7Z9l6JW2RSmPX7KKnbmW1VyWw44XY6ZsN1W-vqGwshbhW22FZD05k-39LW5yz6sQ73Ddt5Vsqbxg1HtPgVW345f4j5cn0_FW14vLFv18yGFLW4PTKcW4F4Sf-V_ltS735_vv5W8-nYhd5tFPHCN3Xkc5VgmYPX3m8L1

Peru was the best-performing country last week, rising 6.9%, followed by Chile (5.6),
Colombia (4.9), New Zealand (3.8), and Australia (3.6). Among the 18 countries that
underperformed the AC World ex-US MSCI last week, Russia fared the worst for a second
straight week, falling 38.6% in yet another record-breaking decline. Hungary (-24.7) was the
second-worst performer again, followed by Austria (-19.6), ltaly (-15.5), and Ireland (-14.4).
In February, the US MSCI fell 3.1% in its fourth monthly decline in six months. The US
MSCI ranked 32/49 in February as the AC World ex-US index outperformed with a decline
of 2.1%. Eighteen of the 49 countries moved higher in February as most regions fell. Peru
was the best performer, with a gain of 8.3%, followed by Indonesia (5.5), New Zealand
(5.4), Colombia (5.4), and Malaysia (5.3). The worst-performing countries in February:
Russia (-52.7), Hungary (-26.3), Austria (-15.0), Poland (-11.9), and Sri Lanka (-11.2). EM
Latin America rose 4.7% in February, ahead of EAFE (-2.0) and the AC World ex-US (-2.1).
EM Eastern Europe (-42.8) was February’s worst-performing region, followed by EMEA (-
14.9), BRIC (-6.3), EMU (-5.1), and EM Asia (-2.4). The US MSCI’s ytd ranking improved to
26/49 from 33/49 a week earlier, and its 9.8% decline is now less than the 10.3% drop for
the AC World ex-US. EM Latin America is the best-performing region ytd, with a gain of
14.3%, followed distantly by EM Asia (-8.5). The laggards: EM Eastern Europe (-54.3), EMU
(-20.6), EMEA (-15.4), EAFE (-12.9), and BRIC (-11.7). The best country performers so far
in 2022: Peru (28.8), Brazil (21.6), Colombia (20.9), Chile (19.9), and South Africa (11.3).
The worst-performing countries: Russia (-63.7), Hungary (-33.4), Austria (-29.5), the
Netherlands (-26.3), and Sweden (-26.3).

S&P 1500/500/400/600 Performance (/ink): All three of these indexes fell last week.
SmallCap was the best performer, albeit with a decline of 0.9%, ahead of LargeCap (-1.3%)
and MidCap (-1.7). LargeCap is now 9.8% below its record high on January 3. MidCap
ended the week 10.1% below its record high on November 16, and SmallCap dropped to
11.4% below its November 8 record high. Thirteen of the 33 sectors rose last week, down
from 24 rising a week earlier. SmallCap Energy was the best performer for the week with a
gain of 13.4%, followed by MidCap Energy (10.3), LargeCap Energy (9.3), SmallCap
Utilities (6.1), and LargeCap Ultilities (4.8). MidCap Consumer Discretionary was the biggest
underperformer last week with a decline of 5.2%, followed by LargeCap Financials (-4.9),
MidCap Financials (-4.6), SmallCap Communication Services (-4.5), and MidCap Tech (-
4.3). During February, SmallCap rose 1.3%, ahead of the 1.0% rise for MidCap and the
3.1% decline for LargeCap. Seventeen of the 33 sectors rose in February compared to just
three rising in January. February’s best performers: SmallCap Energy (13.4), MidCap
Materials (9.7), LargeCap Energy (6.4), MidCap Energy (4.0), MidCap Consumer Staples
(3.7), and MidCap Communication Services (3.6). February’s biggest laggards: LargeCap
Communication Services (-7.0), LargeCap Real Estate (-5.1), LargeCap Tech (-5.0),
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LargeCap Consumer Discretionary (-4.1), and LargeCap Utilities (-2.3). In terms of 2022’s
ytd performance, all three indexes are down ytd. LargeCap is down 9.2% ytd, worse than
the declines for SmallCap (-7.3) and MidCap (-8.0). Just four of the 33 sectors are positive
so far in 2022. Energy dominates the top performers: LargeCap Energy (34.8), SmallCap
Energy (34.1), MidCap Energy (19.7), MidCap Materials (2.8), and SmallCap Utilities (0.0).
The biggest ytd laggards: LargeCap Consumer Discretionary (-16.2), LargeCap
Communication Services (-15.2), SmallCap Tech (-14.5), LargeCap Tech (-14.1), MidCap
Consumer Discretionary (-14.1), and SmallCap Consumer Discretionary (-14.1).

S&P 500 Sectors and Industries Performance (/ink): Five of the 11 S&P 500 sectors rose
last week and six outperformed the composite index’s 1.3% decline. That compares to a
0.8% gain for the S&P 500 a week earlier, when eight sectors rose and six outperformed
the index. Energy was the top performer with a gain of 9.3% ahead of Utilities (4.8%), Real
Estate (1.7), Industrials (1.2), Health Care (1.2), Consumer Staples (-0.1). The worst
performers: Financials (-4.9), Tech (-3.0), Communication Services (-2.7), Consumer
Discretionary (-2.6), and Materials (-1.6). The S&P 500 fell 3.1% in February as only one
sector moved higher and seven beat the broader index. That compares to one rising in
January, when five beat the S&P 500’s 5.3% decline. The leading sectors in February:
Energy (6.4), Industrials (-1.1), Health Care (-1.1), Materials (-1.4), Financials (-1.5),
Consumer Staples (-1.5), and Utilities (-2.3). February’s laggards: Communication Services
(-7.0), Real Estate (-5.1), Tech (-5.0), and Consumer Discretionary (-4.1). The S&P 500 is
down 9.2% so far in 2022, with one sector in positive territory and seven ahead of the index.
The best performers in 2022 to date: Energy (34.8), Utilities (-1.5), Consumer Staples (-1.8),
Financials (-5.0), Industrials (-5.4), Health Care (-6.2), and Materials (-8.6). The ytd
laggards: Consumer Discretionary (-16.2), Communication Services (-15.2), Tech (-14.1),
and Real Estate (-10.1).

S&P 500 Technical Indicators (l/ink): The S&P 500 fell 1.3% last week and weakened
relative to its 50-day moving average (50-dma) and 200-day moving average (200-dma) for
the third time in four weeks. The index closed below its 50-dma for a ninth week and was
below its 200-dma for the sixth time in seven weeks. It had been above its 200-dma for 81
straight weeks through early February. The S&P 500’s 50-dma moved lower for an eighth
week, as the index dropped to 4.3% below its falling 50-dma from 3.7% below a week
earlier. It remains above its 23-month low of 7.5% below its 50-dma in late February. That
compares to a 27-week high of 4.9% in early November and its prior 11-month low of 2.0%
below in early October. The index had been mostly trading above its 50-dma since late April
2020; in June 2020, it was 11.7% above, which was the highest since its record high of
14.0% in May 2009. That compares to 27.7% below on March 23, 2020—its lowest reading
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since it was 29.7% below on Black Monday, October 19, 1987. The price index dropped to
3.3% below its still-rising 200-dma from 2.7% below a week earlier. That’s up from a 21-
month of 5.5% below in late February and is down sharply from 10.8% above in early
November. That also compares to 17.0% above in December 2020, which was the highest
since November 2009 and up from the 26.6% below registered on March 23—the lowest
reading since March 2009. At its worst levels of the Great Financial Crisis, the S&P 500
index was 25.5% below its 50-dma on October 10, 2008 and 39.6% below its 200-dma on
November 11, 2008.

S&P 500 Sectors Technical Indicators (/ink): Energy was the only one of the 11 S&P 500
sectors to trade above their 50-dmas last week, unchanged from a week earlier. Consumer
Staples, Energy, and Ultilities are the only three sectors with a rising 50-dma, as Financials
moved below in the latest week and Utilities moved above. Looking at the more stable
longer-term 200-dmas, four of the 11 sectors were above that measure, unchanged from a
week earlier and up from three the week before that, which had matched the lowest count
since June 2020. In the latest week, Health Care moved above and Financials moved
below, with two sectors remaining above their 200-dmas, Consumer Staples and Energy.
For perspective, back in April 2020, just one sector (Health Care) was trading above its 200-
dma. Six sectors have a rising 200-dma, down from eight a week earlier. Consumer
Discretionary and Financials turned down w/w and joined Communication Services,
Industrials, and Materials as the only members of the declining 200-dma club.

US Economic Indicators

Employment (l/ink): Payroll employment in February blew past forecasts again—and there
were upward revisions to prior months’ data. Total payroll employment soared 678,000 (vs
400,000 expected), the strongest monthly gain since last July, as the Covid-19 Omicron
variant faded. Monthly increases for both January (to 481,000 from 467,000) and December
(588,000 from 510,000) payrolls were revised higher, for a net gain of 92,000. Private
payrolls jumped 654,000 (stronger than ADP’s 475,000), while revisions to January
(448,000 from 444,000) and December (561,000 from 503,000) made for a net gain of
63,000. Total payroll employment has recovered 19.9 million jobs since bottoming last April,
though is still 2.1 million below its pre-pandemic level. Service-providing jobs added
549,000 in February, averaging gains of 516,000 jobs per month the past five months.
Goods-producing jobs soared 105,000, more than quadruple January’s gain and the most
since last March. Industries posting the largest gains during February were leisure &
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hospitality (179,000), professional & business services (95,000), health care (64,000),
construction (60,000), transportation & warehousing (48,000), retail trade (37,000), and
manufacturing (36,000). Here’s a tally of industry performances from strongest to weakest
since bottoming last April and where they stand relative to February 2020’s pre-pandemic
levels: leisure & hospitality (+6.7 million & -1.5 million), professional & business services
(+2.9 million & +596,000)—Iled by temporary-help services (+1.2 million & +240,400)—retail
trade (+2.3 million & +103,700), health care (+1.3 million & -305,700), manufacturing (+1.2
million & -178,000), construction (+1.1 million, & -11,000), transportation & warehousing
(+1.1 million & +583,600), education (+467,800 & -56,100), financial activities (+311,000 &
+31,000), wholesale trade (+292,100 & -112,500), information services (+281,000 &
+20,000), and mining & logging (-15,000 & -86,000).

Earned Income Proxy (l/ink): Our Earned Income Proxy (EIP), which tracks consumer
incomes and spending closely, recorded its 21st increase in the past 22 months—up 0.8%
in February and 26.0% over the period—to yet another new record high. The EIP has
averaged monthly gains of 0.9% over the past 12 months. The aggregate weekly hours
(0.8%) component accounted for the entire gain in February’s EIP, as the average hourly
earnings component of the EIP was unchanged. Over the past 12 months, our EIP
accelerated 10.9%, the fastest since last July, with aggregate weekly hours up 5.8% and
average hourly earnings up 5.1%.

Unemployment (/ink): February’s unemployment rate fell to 3.8%, the lowest since the
pandemic, moving close to the lows of 3.5% during January and February 2020, while the
participation rate has begun a slight move up, climbing to 62.3% in February—the highest
since March 2020; it averaged 61.7% and 61.8%, respectively, during 2020 and 2021. The
number of unemployed fell 243,000 in February, the eighth decline in 10 months, falling
from 9.7 million to 6.3 million over the period. By race, unemployment rates all moved lower
in February, with rates for Asians (to 3.1% from 3.6%) and Hispanics (4.4 from 4.9) posting
the biggest declines, followed closely by African Americans (6.6 from 6.9)—uwith the jobless
rate for Hispanics back down at its 4.4% rate just before the pandemic began. The rate for
Whites ticked down from 3.4% to 3.3%. Rates for Asians, African Americans, and Whites
were at 2.5%, 6.0%, and 3.0% before the pandemic began. By education, the rate for those
with less than a high school degree (to 4.3% from 6.3%) sank 2.0ppts to a new record low!
Rates for those with a high school degree (4.5 from 4.6) and a bachelor's degree and higher
(2.2 from 2.3) were slightly lower, while the rate for those with some college (3.8 from 3.6)
moved slightly higher.

Wages (/ink): After increasing for 10 straight months, average hourly earnings for all

11


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1L3q905V1-WJV7CgSWWW5YjT842FsDW2W7rWRCj1CbvKFW6yR_Y91xnYJHW4lGRXQ2C9gQmW8ZVjxf8t9MKjW7dX-VN2VPkCLW4LLx9N158LGrW22YSWz56mjdJW8-Q0Pz6dn9-QMqC5wp6b9ZRW8Zshzw3Z1NgBW1JXgVY8f8gb0W3PKwnC169fqBN1scdXDJhY1XW7f95DB5gDszVW4nY3bX7N8P4nW4l2W2F3z86vcN4kGSMKFKVdmN4hwtH1-cDSwW2wYrR92fB423VvKFGz6VL6lJW3Sj_fh1_0HpfW83N-cP6NnvyKN8KVfdhfB9hy3hGr1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1r3q8_QV1-WJV7CgGNdW5nz9h58vBGWVW1vQ88T8Cw_mgV5VcMW2Z_Z4DW85hpvL5JYCPRW85YDSj81Kf6bW3QZ9jQ4p8SYYW8stJ3c4QQn34W1GjXT_46RtG6W7kw3Xr8ZyTgDW1M01b52V7xl1W3sTBwp36pk4jV4VJyl1D_rXBW1KNmk48_14h_W5j1nlk5vT241W73RR3k1Xl8vPW3qFbbj2Qy-7bW60PLYR27ycnqN1W3-RCn05w9W8nmv-X6lj8C3W7RrFdM90CBlJW3fnMP81bm9QPN3lCG2hT1vkk3hc-1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1r3q8_QV1-WJV7CgS8LW7YXxrH3x9jD7W41t84r10VX3TW4bHm6T4ChS8cW1H_RQx3rJhx6W1g5bgL56NyDZW6VdZfY3g46xhN6QR4wYYgH1gW2djYDQ8yF88NW1j8WZX9cCbPTW1Wwj0f2rllGjW8_J1Rh5mXqCpW2TdZ3N2Lwbb2W6rd4428Gfp9-N7KDZJh4ylVSW4QtDTy2dB7ySW83bVpH3686X-W2mHGPQ1Gs4-FW9h4bzW5TLVFJVV49r-4nSZPrN2B4hNNz37KqW4qV-rH6mxhzdW1gyD3H3GXNzn3pKC1

workers were flat last month, with the yearly rate slowing from 5.5% in January to 5.1% in
February, considerably below January’s 7.5% increase in the CPI. The wage rate for goods-
producing industries slowed to 4.6% y/y after accelerating sharply from a low of 1.5% last
April to 5.1% by January—which nearly matched its record high of 5.3% recorded in spring
2009. Meanwhile, the rate for service-providing industries (5.2% y/y) has been moving in a
volatile flat trend since its recent move up from 0.4% last April to 5.5% by October. Within
goods-producing, yearly wage rates for both manufacturing (to 4.2% from 5.1%) and natural
resources (3.1 from 4.2) eased in February, while the rate for construction workers (5.1)
barely budged from January’s record high of 5.2%. Within service-providing industries,
yearly wage rates are all over the board: The rates for both transportation & warehousing
(7.7, a new record high) and professional & business services (6.2) remain on steeply
accelerating trends; the rates for education & health services (6.1) and leisure & hospitality
(11.2) are looking toppy; those for retail trade (7.1), utilities (4.6), and information services
(2.8) are accelerating; and the rate for financial activities (1.9) is slowing at a rapid rate.

Auto Sales (link): Auto sales took a step back in February after showing signs of life at the
start of this year. Motor vehicle sales slumped to 14.2mu (saar) last month after climbing
from 12.7mu in December to a seven-month high of 15.2mu in January. Sales had
rebounded to a recent high of 18.5mu last April—which was its best reading since summer
2005 when aggressive incentive boosted sales above 20.0mu—before sinking to 12.4mu by
September. The weakness was widespread in February. Domestic light truck sales fell to
8.6mu (saar) in February after shooting up from 7.8mu in December to an eight-month high
of 9.4mu in January; sales had peaked at 11.0mu last April. Domestic car sales remain
depressed, ticking down to 2.0mu (saar) last month after climbing from 1.6mu last
September to 2.1mu this January. These sales are not far from the record low of 1.4mu
recorded at the height of the pandemic. In the meantime, sales of imports dipped to 3.5mu
(saar) after recovering from a recent low of 2.9mu in November to 3.7mu (saar) in
January—uwith light truck sales accounting for three-quarters of that gain.

Global Economic Indicators

Global Composite PMis (/ink): Global demand picked up a bit in February after slowing to
an 18-month low at the start of 2022, with both the manufacturing and service sectors
contributing to the improvement. The C-PMI climbed to 53.4 in February after easing from
54.8 in November to 51.1 in January, led by the service sector. The NM-PMI rebounded to
53.9 after slowing to an 18-month low of 51.0 in January, while the M-PMI edged up to 53.6

12


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1r3q8_QV1-WJV7Cg-zrW38Nqw31cJ-zXW2KC-xp7NSWHLW1jMrmH7bgvcgW4m6NRf5Z5Yt8W6zBQbk5PTGTjW62F3nD3c4p_cW4N1XnZ39_w01W7w5rfw6SGvz7W2VcX7L36--3NW8PSxLX5BB3xRW1pkkjl7k93s8W4HW0g48bkj4fW1J0Fxj2j_-RHW1PdtYZ4sTP63W3-nZK32X-vC6W3M06n-1Jf5BDW4zx0gG89FRBFW3rkf9S8kvh3tW8hclFP8kd_gbW5zhSkl1Nr2w-W7kW05R1hXKg5Vyd1-c2DZlgl34cw1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1r3q8_QV1-WJV7CgSsLW1w_hMx26mfnzW60Qz5-2gq8s-W2sh4DF1kw4bDW3SKZ8t7hfFj5F3DkxHHx8L4VMR9HH1ky0CSW5m8Qgp8hzd7lW2Y2_G57fwHX_W4yQ3pr7GCZFGW386qVg9bs-0lW12nnT6528TR8W2KLFHG3r3j_VVgsYH-4tK8W2W2k93Zj21YMD9VZ2Wtg7L4gp9N7j-228DWyvNW78xqDp8VW6RFW4r6ZRz169tVdW3NrfNk4KWcSYW47L3JG4jF0ZGW97qGry53GQDkW3kSVJ499cCcq3fqR1

from January’s 15-month low of 53.2. The C-PMI for the advanced economies rose to 54.7
after easing the prior two months from 55.8 in November to 51.3 in January, which was the
weakest since July 2020, while the C-PMI for emerging economies edged up to 51.3 after
slowing to 50.8 in January—the lowest since last August’s 49.3. According to the report,
nearly all the nations for which February data were available posted an expansion in
economic activity, with the UK at the top of the leaders board, followed closely by Ireland;
the US was in the number five slot. Activity in the Eurozone climbed to a five-month high,
with trends improving across the four largest economies. Meanwhile, China’s C-PMI (50.1)
remained around the breakeven point of 50.0, while Japan’s C-PMI (to 45.8 from 49.9) fell
further below 50.0, as the NM-PMI (to 44.2 from 47.6) contracted at its fastest pace in six
months and its M-PMI (52.7 from 55.4) showed activity continued to slow.

US Non-Manufacturing PMiIs (/ink): The two NM-PMI measures were mixed, with the ISM
measure posting its slowest growth since February 2021—though still robust—while the IHS
Markit measure picked up after posting its weakest performance since July 2020 in January.
The ISM’s NM-PMI slowed for the third month to 56.5 in February after rising steadily from
62.2 in August to a record-high 68.4 in November. The new orders gauge eased for the
fourth month, from a record-high 69.0 in October to a 12-month low of 56.1 in February,
while the production measure slowed from November’s record-high 72.5 to a 21-month low
of 55.1 in February. The employment component weakened for the third month from 57.0 in
November to 48.5 in February—contracting for the first time since mid-2021. Meanwhile, the
supplier deliveries measure climbed for the second month to 66.2 in February, after falling
from 75.7 in November to 63.9 in December, signaling extended delays in procuring
materials. Meanwhile, ISM’s prices paid (to 83.1 from 82.3) index remained just south of
December’s record high of 83.9. Switching to the IHS Markit NM-PMI measure, it
accelerated to 56.5 in February, after slowing the prior three months from 58.7 in October to
an 18-month low of 51.2 in January, as the Covid-19 Omicron wave slowed. Output
continued to expand, led by the fastest increase in new business in seven months, as
service providers got a boost from both new and existing customers. The rise in new export
orders was the strongest since mid-2021, as travel restrictions eased.

Eurozone Retail Sales (/link): Eurozone retail sales in January advanced less than
expected as restrictions to end the spread of the Covid-19 Omicron variant continued. Sales
edged up 0.2% at the start of 2022 after contracting 2.7% at the end of last year.
Components were mixed, with sales of non-food products (excluding fuel) edging up 0.2%,
sales of automotive fuel contracting 1.3%, and sales of food, drink & tobacco unchanged.
Data are available for only two of the Eurozone’s four largest economies: German sales
rebounded 2.0% in January after contracting 4.6% in December, while sales in France

13


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1r3q8_QV1-WJV7CgCz8W2BGVyC5FG5WkW5S52d-7JbDCVW3wRswn9cSywsW7412q05qbvrcVtVxvl3hzzL0V6pNlV6FF75nTNSHm1yy05tW7_R1Bp6xDLl0W2Y8ddv90ZHpcN5R3dDCRpv-kW65jg8C5D2HB8W1qYS356cfYbyW32rKQg8NmPXtN70qbBZsFxqkW7cPxVG1w1KscVSBkYr3JJRS3W8Rqq3q6GLQLwW88VGVT4hLTyjN4QzDT_1vKf7W56-g6j5GsFKVW4VGdV897k2hhVWRd5Y2yx7m_3fCp1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXkFtTy2rLqW3TgkTj64ZjRnW2SWDgt4GkDy3N7KkK1r3q8_QV1-WJV7CgV9fW61Y4Gr4PtmmkW8kMVDr6TZXhZW384LxT9jwWjLN14gPTrYJDzzW3TNGv61zhtJdW7JPJvb41HZCmN8ppxz9p4MfsW3mPc1y7nHcyjW3q0y1249p52zN4w5Z77mknDWW3yw1C11YQKtpW2RGcQ07F020rN6F5jgWqXPzCN6QX8JY88kDHW56z2Mt7jLF-PW3_J3P47ny6LJN89WpDZ_mvqcW8mVZP74HvgZPW7zfYFv10FC8PW8vLgx88jp6VYW68LsCH3KjbQ2W7D0Rg02LL1Qz3n7q1

contracted for the second month, by 0.9% in January and 1.4% over the two-month period.
Luxembourg (4.2%) recorded the largest monthly gain among the member states. Overall
sales accelerated 7.8% yly, led by double-digit sales gains in nonfood products excluding
fuel (14.8%) and automotive fuel (12.7), while sales of foods, drinks & tobacco (-1.7)
contracted. Sales in Germany were up an impressive 10.3% yl/y, while sales in France were
up a more modest 3.7% from a year ago.
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