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Monday Mornings with Dr. Ed. We’ve had a great response to my Monday video webinar 
discussions. They start promptly at 11 a.m. EST and last for half an hour. It’s a good way to 
start the week. Here is a link to the replays, with the latest one at the top. 
  
Inflation I: The Axis of Evil and the End of Globalization. On Sunday, Turkey’s foreign 
minister said Russia and Ukraine “have almost reached agreement” on four critical points of 
a potential peace agreement. Turkey and Israel are mediating the talks. Sunday’s FT 
reported that Ukraine and Russia had made significant progress on: 
  
(1) Kyiv declaring neutrality and abandoning its drive for NATO membership. 
(2) ‘Demilitarising’ Ukraine in exchange for collective security guarantees. 
(3) What Russia calls ‘denazification.’ 
(4) Lifting restrictions on the use of Russian in Ukraine. 
  
Furthermore, “[a] possible agreement would require Russia to announce a ceasefire and 
withdraw its troops from Ukrainian territory to the positions they had been in when Russian 
president Vladimir Putin launched the invasion on February 24.” 
  
No matter how the conflict in Ukraine is resolved, one thing is clear: The global world order 
that prevailed prior to the invasion will continue to face challenges by the Axis of Evil. These 
are the nations led by autocrats who agree that the liberal post-WWII order established and 
implemented by the US must be upended. They include China, Iran, North Korea, and 
Russia. 
  

 
Check out the accompanying chart collection. 
 
Executive Summary: No matter how Putin’s War is resolved, the global world order will continue to 
face new challenges by the autocrats governing China, Iran, North Korea, and Russia. These Axis of 
Evil countries won’t stop trying to upend the post-WWII order established and implemented by the US. 
We look at the ramifications of that reality for globalization, inflation, and the investment outlook. … 
Also: New kinks in the supply chain mean that supply disruptions won’t be abating anytime soon, 
which will only increase inflationary pressures. … And: Powell’s speech yesterday confirmed his new, 
more hawkish stance. But an important yield-curve spread may be on the verge of inverting. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgX9bV4gxtJ2Q0sygW8wx9Rq1zyV9NW2xX32f86-LrDW2fDJGw3Q17CrW6Zzb694H9M4zW16_7Tt7JVPndW5mWt8L6LZptMW6vzd0z8Hf5HwW4H17ZZ7BHpzNW444YC28zK0_DW9clq-c2w4gVjW2tZQNk93RwhhW3cHFfG4GWP1vW1VhbSW76lMRKW1jV4Rf436kD4W639bGK89j_phN3XvX3m-jWGbN4FVCTYlR-1NV7mCPC5t0SWcW22ZcW449nFRpW842zpB2RQHm9W4Z_YvJ7mhN8z3lcM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQnt3q90pV1-WJV7CgKgRW2VBZ1_559wdpW82Zz1Y5rv8qmW74rj6Q4Hk5wBW2dp9XS2QrfzWVqQb-D4PNk5-V9lkWs1YNbjXW3DNWTx2lyH_3W12FDNx5VwnKqW99DskT8K4xYmW2BGbfs4FD4V3W8p8H_k31bR5sW8HBysM7h8Q3ZW3tkfmm1BcQFyW2gB1Jg2LWDqWW3RmB9S1MTZ6KW5PYL9p5-H8GhV60Ty38z0vjlVlq8Zv532K8yW6np8N513Nf8GVnXLGR7nCHR9W4hNzHF2CGkYrW1hJqzW34qjGpW8D_TV05NC3ldW3Fm1LL5Fm70fW6Fhs3b1qbDlsW9lLLF31N-30H32yS1
https://www.yardeni.com/pub/cc_20220322.pdf
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The March 19 issue of The Economist explained that both China’s president, Xi Jinping, and 
Russia’s president, Vladimir Putin, “want to carve up the world into spheres of influence 
dominated by a few big countries. China would run East Asia, Russia would have a veto 
over European security and America would be forced back home. This alternative order 
would not feature universal values or human rights, which Mr Xi and Mr Putin see as a trick 
to justify Western subversion of their regimes. They appear to reckon that such ideas will 
soon be relics of a liberal system that is racist and unstable, replaced by hierarchies in 
which each country knows its place within the overall balance of power.” 
  
This new global order was clearly outlined in a 5,364-word agreement that the two 
presidents jointly issued on February 4, when Putin visited Xi in Beijing just before the 
opening ceremony of the XXIV Olympic Winter Games. Here are some of the key points of 
the agreement as well as the ramifications we see for inflation and financial markets: 
  
(1) Democracy. “It is only up to the people of the country to decide whether their State is a 
democratic one,” they said in the statement. 
  
(2) Alliances. In the statement, China explicitly backed Russia’s efforts to “oppose further 
enlargement of NATO,” a reference to Ukraine’s efforts to join the alliance. China also 
echoed Putin’s earlier demands for “long-term legally binding security guarantees in 
Europe.” The statement also criticized US military expansion in the Indo-Pacific and through 
AUKUS, a trilateral security agreement among Australia, Britain, and the US. 
  
On the other hand, China and Russia do not have a formal alliance. The two leaders called 
their partnership “superior to political and military alliances of the Cold War era.” There are 
“no limits” or “forbidden” areas of cooperation, according to the agreement. 
  
(3) Mutual support. While China agreed with Russia’s grievances against NATO, Russia 
sided with China by rejecting “any form of independence” for Taiwan and by opposing 
“politicization of the issues of combating terrorism,” a term that Beijing often uses to refer to 
the controversy over its harsh crackdown on the Uyghur people in northwestern Xinjiang. 
  
(4) Inflationary consequences. Globalization occurs during peacetimes. During such 
periods, global trade flourishes, leading to greater integration of national economies. We 
have frequently referred to it as “détente” and one of “the 4Ds,” the major deflationary forces 
that have kept a lid on inflation since the 1990s. The Cold War ended when the Berlin Wall 
fell on November 9, 1989, and China joined the World Trade Organization on December 11, 
2001. These two major events heralded the latest period of globalization (Fig. 1). 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQp33q90_V1-WJV7CgXz7N4CR979FYPS9W2LT6Gz5HVmvJW8NTH7k7dVngZN3BLN4RR023WV9Y-VJ3JzjbvW2P3f0c54fYd0W3kg6gx4N5BhVW5HsymR5TVFtBW5XtlR72M6hkpMRBqVXDmbkwW6b_pdw8z7pr5W4B6C592DX4LlW3KKhFn8RltjTN8QTqQ4q5cdjW2BwqhF99wMB1N7lWfqT3N7mnVK7wMZ7lYz_GW463zYG3tBjLMW1YhkBn1-Yy_ZW6z_Ccs34x0xWW2kM1cH5TT0cHW3HfKSN4CC39WW7ypq7R2ZnPq2W4NRmsD5x7ndrW43cFC65mpWhcW2W-0kz5CSXSdN783nCScqqg7N16jHZh2HftQN8Khs62ZypRyW3YbtL-74cTFM33YN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgMJbW8XFL7n1RSd1cW6gWHTT5J0XXPN5532Q5rJlG8W3-Xmvg4BRhdYW5n_6qz3_FT-sW6w6n7m1WNNqRW5tskCB268mj_W76B3M57fFNS5N5VrVZz8rkDGW7_wcWz3-K45ZW5kgzm76C6KyzW2HwwTd7P8ht3W55RNtX84GvhFW6Jgrcc8PB6yxW4N3ZBx6wXZnKV7MTG-7nrh4hW3HGqGt518SS8N4pxs1DfDKLmW1M2QTM7Rnxs7W6W6PTd97sd3fW7XQZBd85qnfYW1WdrQ48KvBTb3mP81
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgRwsW6jw76b24lhvyW9lj99-4rWlC2W1mMRVt2V0mdqV_VvfW1r9yjcW76LpzM3NjTkxW6bfxcc5rq339N3X_DcrfrVxCW3JsP1x8GrCdpW2nBkFJ4NbG-pVYFmj567dMzCW93ZVvn3fzk3MW4VY0vF8snW1qW3kg5px7XZgQ-W34_4gv6K2qhtW7QHk6h7ZRyfYW4N9hfg24jhqLN8vNZ3XGCZQnW7hrGHs3hHwYVW72sKzN83l3v0W3-q0TD2n6msxW8s4Pjp7lhK43W1mc23Z7vKjwB3h1z1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgTDpW3qjf_d58wtb6W3J9F_951YJq1V8Xpmk8KwWXBW3HgG845xkSmWW1h0_556B0CVDW1CXNBr7tyh2rW2Cc0SV2HCQWHW8gqFNq7yqLrcW7SLDg08f0-ZqW1X7hfT2FjSptW988nrV2r1tFrW6Xmclf68HZ8yW2k_J3462kx94W11q9nC1b-LRJW47GTqY7G79XPW3y32D07pkQ7GN6qxvFcQ3j4RW6vkqgF23BqGwW7HWCfS64h4LWN2XSmbMvP2ppW9dZGld3WTbDRW6ZdrG58gBb8c37TL1
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Globalization is coming unglued as a result of various recent developments. They include 
former President Donald Trump’s trade wars, the Covid-19 pandemic, the mounting Cold 
War between the US and China, the hot war between Ukraine and Russia, and the resulting 
sanctions imposed on Russia by the West. The global economy is likely to experience a 
widening schism between the democratic nations (the 30 NATO member countries plus 
Australia, Finland, Japan, and Sweden) and the autocratic ones (China and Russia). 
  
Supply chains are likely to be moved closer to home in most countries. That is bound to be 
costly and add to inflationary pressures, though the offset is likely to be faster productivity 
growth. 
  
(5) Investment implications. Joe and I believe that these geopolitical developments should 
continue to favor overweighting the US in global equity portfolios, a.k.a. the Stay Home 
investment strategy as opposed to the Go Global alternative. There has been a solid 
upward trend in the ratio of the US MSCI stock price index to the All Country World (ACW) 
ex-US index since 2009 (Fig. 2). It was tested during January but held as a result of the war 
in Ukraine. 
  
Forward P/Es have been falling for the major MSCI stock market indexes since early 2021 
(Fig. 3). Here are their latest readings as of the March 10 week: US (19.1), Japan (12.0), 
EMU (11.9), Emerging Markets (11.0), and UK (10.9). The rest of the world—i.e., the ACW 
ex-US index, with a forward P/E of 12.2—is cheaper than the US index, but it may be 
cheaper for a reason, i.e., the increasing odds of more deglobalization. The US economy is 
likely to outperform other economies if this is the outlook for the world. 
  
The geopolitical schism discussed above may already be showing up in the spread between 
the forward P/Es of the S&P 500 Value index and the ACW ex-US MSCI (Fig. 4). In the 
past, they’ve tracked one another closely. Rarely have they diverged by much. However, 
the valuation multiple of the former currently exceeds that of the latter, by a record 400bps. 
  
Inflation II: More Disruptions to Global Supply Chains. Supply-chain disruptions had 
been expected to abate in coming months. That was before the fallout from the war in 
Ukraine and a coronavirus outbreak in China’s manufacturing heartland put fresh kinks in 
global supply chains, boosting inflationary pressures: 
  
(1) The March 18 WP observed: “Allied financial sanctions and the closure of Russian 
airspace are forcing cargo planes to fly longer, costlier journeys from Asia to Europe. 
Dozens of Chinese factories and port warehouses that supply the United States remain 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQn93q905V1-WJV7CgX6XV3-Tdf42D5fBW1HrlGt3ZrNBYW1NHX2w5v-Vs6W532yGv7yTVsmW36m2sq1chts9W1ts1jp72Gc0CW7lC_D59bP5MZW6LDwZg3hqRkXVTqPv36SyKpGVtjHx16dDFsSW8gzyss85w87-W49jt7c72m6-jN6LsJmZ9j2KFW2dm_MH2vysXxW5WQG9N81tBPJW2DdpBq2Pyx-6W1Yy67F13tTktW65WGrD2LGr6rW6X6HSv21r4KwW6gN6d126lbbjW7dHktr3qwRkLW52V2JY7Sh8-fW8Lg4Rd3kB6qSW1RRg3c1TldSv32381
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgTWTVslLMc3_wwc9W1BDl7v5MMQCkVNp_vy7-vVzLW3Y5L7T635q0dMqQNLCxJmTtW8BPrST1N_5xfN4Yn8s-Hd1x_W3ymn2G5xdtxpMjqMvYxPhgtW4JJvPM8DM4m6W5Nr5QX8W_b0pW3ktFGw5KKGwXW91Fm_Y4PrfjHW9l34bL42Q7WQW3Jz-yW70L6crW7MrtLz5jlFlbW5wj4Yf3-_9PlW1LG6C24Y6V2_W9lKFkC8J4ZvhW7JDw_75gWHrxW43P75R3pNdjnW3MLTSf2dKV0q3qs61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgzHLN6BxYHTdMkkgW95MygS3tk6kWW2HRV0H9lCfHZW6QvVcz4rnmYHW4x1v_S3HMlNZW797kHs4nKLt8W7DK-pd55rBpqW61y7ng2bBHrnW6rtQW85TRQJ1W9fW1yz1zkv-kN6-KlxpJ45v8W4q6pzf14Pb48W4QS_Zh7_8bJZN643fFd37XktW3JlLF52FgMBwW2yqgrS3CG_bsW63974r3QX-84W5R2tMJ1LkXrSW8MczGd32f2hGW22rNdJ3TRphXW4z-j2N34S5w7W7k3h954qZ2-S2BP1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgQxfW3c4-FZ2gHj0fW672-Gm43_l5bW2Q7CPs1TQn-mW63bLbD3j3NNNW6mWmcj84q961VDCgQC4wDJSRW2JgJmF2KryPtW1t7Csd3__4htW88bx4V3cKHv8W1sPlyz2nP6qcV-qr-63J26KWW65Qk324g48pTW2pHxJt4x1YH0W3sBg1b8Zd-BqW88X-cZ2_TbV5W2n44Tc1Yw0H8W8V5g_X3XBh7CW4THN0T4M8Qk4W2GCzYK4Cq_g-W6SmFLJ9gQRVNVtcBqH6Qy7fHW1kbFnb4D5XD9388V1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQp33q90_V1-WJV7CgX4yW7Dyr6V5kXvzbW5Wp4PN4-qTPvW3wwBSk6JjqvCW5_wTbp3CV4hMW6PL3m-2B7jllW6grtsc3JR1XjW7GLfQT2_TsC0W2LSqtf1WYDM6W2GTCbf4sq9SWW5VvWmV8RX03dW2VJ7zD6VrJshN5mNmQd8PTv-W8qZf23159vHsW6lpBbZ7hK5QTW5_DzFF6b97mQVXnncm4P8pf6W58-3bj63B3scW3KpmvS1ssgJSW5K06xy53gtZ-W17jmB94LTjl8W5683BW2qH2XRW2LXnMZ2Vc3J_W8jQWJP2GRD5zW3Btjs1822441W6XdSKN63_KY_VR2bcf2hkwMlW1Mtycq16S4KxW5P22Ns3bYKDhW74lD0517j9M_W6dccj195lS2v3bG_1


 

4 
 

shuttered amid the country’s worst coronavirus flare-up since the original wave in Wuhan. 
And triple-digit oil prices are inflating fuel bills for ocean carriers and truckers.” More than 50 
Chinese factories in the electronics, automotive, and consumer products industries were 
shut down last week. 
  
(2) The crises in Russia and China emerged as some of the worst global backlogs 
appeared to be easing. The logjam of ships off the coast of Southern California, which 
peaked last year above 100, has been cut in half, according to the Marine Exchange of 
Southern California. However, on Thursday, Maersk, the world’s second-largest cargo 
carrier, warned that waiting times have been lengthening for ships trying to dock at China’s 
main southern ports. 
  
(3) The March 20 WSJ reported that the war in Ukraine is already taking its toll on global 
food supplies: “With wheat already in the ground, and only a few weeks left to plant corn, 
farmers in Ukraine can’t get needed fertilizers and chemicals. They are low on fuel for 
tractors and other farm equipment. Workers are quitting to join the fight or to leave the 
country, leaving farms short-handed.” 
  
According to the US Department of Agriculture (USDA), Ukraine accounts for 10% of global 
wheat exports, 14% of corn exports, and about half of the world’s sunflower oil. Ukraine is 
the world’s fourth- and fifth-largest exporter of corn and wheat, respectively, according to 
the USDA, and 85% of its crop exports travel by sea. With its ports closed, the country is 
trying to shift some exports through its western borders. 
  
(4) The March 18 Bloomberg reported: “The Green Markets North America Fertilizer Price 
Index jumped almost 10% Friday to an all-time high as the market worries that potential 
sanctions on Russia, a big low-cost shipper of every major kind of crop nutrient, could 
disrupt global trade. The country accounted for almost a fifth of 2021 fertilizer exports, 
according to Trade Data Monitor and Bloomberg’s Green Markets.” The war also is pushing 
up the cost of natural gas, the main input for most nitrogen fertilizers, forcing some 
producers in Europe to cut output. 
  
(5) What can we see in the available data on the pandemic? New cases of Covid-19 have 
plunged in the US to just 18,000 on average over the 10 days through March 18 (Fig. 5). 
They’ve similarly fallen in Brazil, to 46,700 through March 18 (Fig. 6). Europe had been 
making good progress but is now showing setbacks in Germany and the UK (Fig. 7 and Fig. 
8). India’s new cases, on a 10-day basis, have plummeted in recent weeks down to just 
3,000 through March 18 (Fig. 9). 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQnN3q90JV1-WJV7CgD2rLmnbnK3WfqW8Dcw3y4nm2l_W12gCvP7C5H7ZW8WGphy5S0XkPW7L3h3Z5DRDvSW3P9PT63X2Y7rVvXR2x5nhWT3N6x209hwFf0DW8TtvTw9fPYCWW3VJFgN58QMsgW3nK-xT3k8LJyW4kkgN71fvxC0W4l614h1Q9KqFW1LQvZ465-N5xW3G4pCd2g93DyW5MwNx916pSKcW4BcxxL16RS7-W7dTzs93_ky32W4sV-w88W4FYDW5vFXtS6RPnVyW4ZmrN7552Y5YW2SS1Dz7DX-LGW9fpD8W6h9GzdW6zbtc24-qRdZN1PFbk4mVCMxW7PpDSV2DxWx9W7wFrzw20z9XXW8Hf5x481BZt23hdT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQl_5nKv5V3Zsc37CgJwVW8dzMY73kzJRBW3xWGrs5DzzQ7W1ms5-K63vvBjW568N404gtg1jW2qlf1h6VQk9BW2sh-P57NlwfGW4NcV2Z4rfs0zN7vMGbFpKxJwW6TLVXY2Vy2YDW7qKGqJ2_S2VyW8lPcwP1hnNXXW3fw3Tc8QR4LNW1jyP2H8G2QXpVbQN0j3GsJWGW7bZtBh73JR7wW1nHRh63_F11yW5cswr68ccf9_W52N2r_20fJQ5W8Y8xfr23q8NqW1yGTt31zF6ybN2s_hX4rTSL9W4-mSC895Jdp0W6fPmfw7Yx4SyW7GlrZC4XqMh9W21f7BT95mK3sW83QJDj1VtPscW28dPhk88GFNDW4x47Jm7rKj6WW352dGG25BSn8VVzjGV8C5chDW59qxKH44FR75W1q1N5W5Wr7W-338m1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgDcxW4lkw-n5tdbbcN2352HfkJS4PW60zgXd1GCtkZW7p2Fdy2q81RLVmhp441kxtXHW8SsKQy6rb94LW1XHR0K97vpp3W6N0Phk6Dq2mvVHSXC_1KyS_SVLYVhd23CCmYW8xN17h4qCRgbW4HM3H05nJytkW16F8sY6LWwfBW3FZpbz2-Rt0hW2tYYFs58WV9vW3XYNV42Wdm6ZW8q-tx71v4sPLMJWjRvPV0n2W1dt6hr78yvKSVGR4m751sw4DW3yF3VG2Rg9qnVVB1nl8N2F6W3l5h1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgzLLN97DcTTddQytW5Bd2Xw658cYkVxhf3b6lL_mmW3ClVzS75bWDMW4fW68s5lk_-gW3wVbKY78qs_ZW5vjTZF65pJnmW4xLHJv84F82qW5y8JFG425CjHW8_drSs6DF7Q-N7KkJMJYn0HGW5VCcdR4kQ36-N8zCw-2Lk98lW2p_lZB1PxZ-sW3PY-304J-nFnW2zlfZb5znv0GW4CvLqF4z2jYMW85frL03T0JvTW2yLZHP64g2c3W49xBpY61wzbSW71CpRp14Kk55N632Vq52ZZfT3gKJ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgYSGW1StL9W2_jc5hW4NJNVB9drhBXVqBrTg38L2wHW8jzbjb88wPFQW8zJCW141PC46W3Vg2St13XsMKW67N83L2G31yLVLMz-02jbNr3W1LSL1T195vpwW4wNS6q4wdq1sM1PdMPR8yg3W2p6hXW8mP082W51lXk85f1xbrW5KRnTc7RtVV4W2zd0m679-fWqW8CwpXg61NL5YN86ZPr4yDmWPW5qzMpv24qq4dW11cW9F97lzGfW260m8z5qbQXTW5WdcFq8l2C4_W10vyZk3HbVbT38YR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgPD9VcmtJH7qhsDHW39VypH49tKcLW2NGv5g2ZXVyfW5z87Zn43KPJMW880QwK7w3c-GW7J8bKF2RH3PSVqdZRV2d1tT5W5vxcgv5PC5DhVFDZVC2FQ5RPW208fNB4LPrLbW5WD00w6b_WnsW8P-j5T8WtQTJW5VdtZN51lVL_W3bQ77m8nZvLXW3CV4j95th8xgW75n15c67JrmZW2wTq_g7d2cfQW3YKndx9dG0vKW3XdtKC2fJ_wpW76gTb35qzSMdN3t61KyQvWB0N5tvkk7Bh3Vt38Fd1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgPD9VcmtJH7qhsDHW39VypH49tKcLW2NGv5g2ZXVyfW5z87Zn43KPJMW880QwK7w3c-GW7J8bKF2RH3PSVqdZRV2d1tT5W5vxcgv5PC5DhVFDZVC2FQ5RPW208fNB4LPrLbW5WD00w6b_WnsW8P-j5T8WtQTJW5VdtZN51lVL_W3bQ77m8nZvLXW3CV4j95th8xgW75n15c67JrmZW2wTq_g7d2cfQW3YKndx9dG0vKW3XdtKC2fJ_wpW76gTb35qzSMdN3t61KyQvWB0N5tvkk7Bh3Vt38Fd1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgMmBN15yBqznS4TqW3rDz157RxgdnW5d3g852BlZxdW3Yvqx060jx12W6q4-jW7-t62DW93cPvj7g0shcW3wRhlN2fkFVdW6TBk06281XpyW6cDKJ81BzyXzW7Vd2kS17FyzyW1Q0RCz7JbWmJV4chgV1JC_dkW1J7T613zvg_3W7SWyz78pzTQjW1YFrft4QV2MxW9j3xjN97Xps7W4GNMRD1Pjb1jW48tLxS28kKwTW3PxrWN7h-hPGW2Cvt934c-J_2W4VkmsX7HnpgVW8stn-B6qbcgr3lnq1
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China’s zero-Covid policy had been working remarkably well until recently, when new cases 
rose to 1,278 per day on average during the 10 days through March 18 (Fig. 10). The surge 
has triggered targeted lockdowns in affected cities throughout China. Melissa and I can’t 
see justification for placing nearly 30 million people on lockdowns just because of 1,278 
new cases; we wonder whether the actual case count is much higher than that. Our hunch 
is that China’s authoritarians are germophobic. Their homegrown vaccines are useless, and 
they are fighting Mother Nature by thwarting the development of herd immunity with their 
obsessive lockdowns. Of course, authoritarians have often been germophobic and hostile to 
Mother Nature. 
  
(6) What can we see in the data on supply chains? The latest for March show delivery times 
and unfilled orders remain elevated in the regional business surveys of the New York and 
Philadelphia Federal Reserve Banks (Fig. 11). Their prices-paid and prices-received 
indexes also remain near recent record highs (Fig. 12). 
  
The auto industry has been particularly hard hit by parts shortages. In the US, motor 
vehicles assemblies remained depressed at 8.4 million (saar) during February (Fig. 13). 
Auto production in the European Union and Japan also were weak during January (Fig. 14). 
  
Inflation III: Soft or Hard Landing? Debbie and I have some bad news for Fed Chair 
Jerome Powell. History shows that the only sure way to bring down inflation is with a 
recession. In his March 16 press conference, Powell acknowledged that “[i]nflation remains 
well above our longer-run goal of 2 percent.” He blamed it on strong aggregate demand at a 
time when “supply constraints are limiting how quickly production can respond.” He also 
blamed Russia’s invasion of Ukraine for boosting energy and other commodity prices. 
  
Additionally, Powell said that the best way “to promote a long expansion” is to achieve 
“price stability.” The Fed will use its “tools” to do so. He mentioned this word 18 times during 
the presser. The “plan” is to raise interest rates to “gradually slow down demand .... just 
enough ... to better match with supply.” 
  
The only tool that the Fed has ever had to bring down inflation is to raise the federal funds 
rate. More often than not, doing so has caused a credit crunch and a recession that brought 
inflation down. That’s the lesson of history. Inflation has always declined as a result of 
recessions, i.e., hard landings (Fig. 15). If the plan is to slowly raise interest rates to 
gradually slow demand, resulting in a soft landing, then good luck with that! 
  
The yield-curve spread tends to signal that monetary tightening is sufficient to cause a 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgHXQN7_wTXDCwxRBN6pq6C9cv9kpW7Xyhnz6Y1-qQW6LXHXK7jy0cSW1Sl1_y12wJbwW54302l2RgfJNN1zkSwQT601SW8SnSsQ8VxJTJN59npdb8TD6WW3qljl6419q9TW69PF8t22Rhw5W3kYYCS70Zt6HW5yPzNm4c0Tx_W8MrMpw35wSxbW2ljZS25x6fQRW6lKm9C7wTSKBW5BYxKr131_vQW1zrc6G7Ts_GGW5c1Tb6435TJnW97mx6X1wN6CPW7b97Yt3KnL4wW1VHHvt4dhfbW328W1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgFzQW336gV148z22zW7R8mh88gc8DgW6j1lLt4RMTR0W73jGGp4HLWGMW1shTZn1DLmmTW7lghtF1Mgl6dW2pgMWX79_F3KW5M9Z-f5-lHvsN7ndfpNlPk6BW96qrm382fkqKW1plQF_5_H40VW6vwZdJ6w8My5W4Yd3nm1gVxFBW79KTN74KznJ1W3Fzvxd2KWrcDW7zJYRG6tT2bMW7PbCQc13Qk2RW6P8wbJ8_gXYGW3V11CG3VVWw_W6PSC2k5_HXh2W6m5sgG1PWnBKW758cjW8skVn52W51
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgHPKN6xf87X2YQ9PVRSl4v62_x_9W5VBcq_58jBkYN5X_NsjSx-BmN48FK-fjF7qtW7KTnlL3BvSgGN24rRVHc6kySW2T_4dp4LpXR0W6Y4jGJ7vtCdJW10vm277lCczCW5FK58C69blncW1xx53m67GlnzW1zjWJx3JK44FN3nsvv3DRWfzW95nnSZ7-t6tCW5c8Jh_2jVZ7NW5-lS5H16KrXrW98b_gq6NcL8vW5jHHqX5YHdtKVrRDxx1gG6XHW3CwTZK40VYC_W2Xzm1N3yjl373pHb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgDpCW9kW_g_1qJl_zW1ZKv_C28S30yW5jJj399f7lJrW7v2wZL3t5nZvW4cFTJn2XWGvvW8gdzSJ7yl-TjW11vPTl5S9y-fW1CbPG57prYKNN8th66g86qXlW4L-lkK3m3ysmW7M1yX21rf8QXW7yrfHf2RGGXYW4KBZLx4-yMxQW1svtk_7LPg40W8Bp4jc4ph_qgW8YWWXf8f9ysZW4bDl0R58w7cgW4k2Mm31ghFl8W2Kmdrz7NVCKMW1FSkyG7mgdsPW57zy5p8W80NTVcF02K4kxSyX3bj-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgFqwN2QFDrFdgPW0N7lmrc6t7NZFW6kN4nL68lnLrW4F65CT3m7hTfW39CqtG3x-9k5W366x3P4SJNhQW4GSjvN5hX-nDW6DX1bP3j65hXW2Sg_fm3pbD0LN7JgxgN-LPVHW75ljpv5c9Z_HN8dDTTZ7FkCtW91hV-T3hKmgtW4xTl8s46DF4rW2PDhS35KHK4XW2ccdjN7rP51xN6mVDmj2pSgPW4L-ktN8dRv81W2crh7Z7zSVl4N9hQZVc_fcx6W7T8B3v4h2_7FW5yqwxX3th6m929G1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQnt3q90pV1-WJV7CgMwLVD3Gy67dJfk3W8TR84Y20Q1C1N1n1jJZ6FMG8W8XY41Y5HX_wWW6Zkz8X5GX5RyW6RmTdT8zBP4zW5bnD_W7r38bmW2lzNwH2kDyJ1W4KTWB73rL6WHW30RTY13R6wdbW6k26_k5MphxfW3HgPjG1mZ9KVW8GcxD66f9hwQW8DX6W75vc4VcW1r3d8P1B8lHqW2Lycs178VpcSN5wrx6QjHqvZW1jJKKz3gs8ZgW8K-_KC24BJzZW2FhkTr7dKV4yW7_hb_d28b2sKW7zxH3h5Mj07SW39fBvj40kKcnN1WmQYMwqw_cW1XkMFx74N4WrW16W5hh7mHDHn356S1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgGvqW7Krjmn5QhvScMhJ7WrWbhC_N5z34mbkwhdvW1JYZPw3lH53GW3njsZp4jf3BZW4n6MxP31xcQfW4n6JlM77rrC5W2wp69D3Vfc7gW2j8vzm8CcwXbN5h5TCdglG0CW82GvV58LWfFpW5WBm3N3S1MJmW8GGDRm8PQ0ScW1q3xYp5HW8gwN7g8dXfCx5s3W6YrmdD6l0VS-W87SX2C105C20W58JKD_4KCn95W98vwLR1L3crWW9d1WSf5Prv1HW2mgpDv304SlgW26bC324VXt6332SW1
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recession and bring down inflation when it inverts. The traditional yield-curve spread 
between the 10-year bond and the federal funds rate is still widening (Fig. 16). It is one of 
the 10 components of the Index of Leading Economic Indicators, which remained near its 
recent record high during February. The yield-curve spread between the 10-year and 2-year 
Treasuries, on the other hand, has narrowed significantly so far, from over 150bps at the 
start of this year to only 21bps on Friday (Fig. 17). 
  
Until yesterday afternoon, we would have said odds are that the Fed will tighten gradually, 
reducing the risk of an imminent recession and increasing the risk of higher-for-longer 
inflation. But yesterday brought a surprising development—read on. 
  
Inflation IV: Powell’s Soft-Landing Scenario. We wrote most of the above just before Fed 
Chair Jerome Powell spoke yesterday afternoon before the National Association of 
Business Economists. His speech was titled “Restoring Price Stability.” He acknowledged: 
“The labor market is very strong, and inflation is much too high.” The Fed’s goal now is 
“restoring price stability while preserving a strong labor market.” 
  
Powell hopes to do that by engineering a soft landing. We are skeptical, as noted above. 
While we have observed that all recessions have brought inflation down, Powell rightly 
countered that there have been a few times when the Fed tightened and inflation has 
moderated without causing a recession. He noted: “Soft, or at least soft-ish, landings have 
been relatively common in US monetary history. In three episodes—in 1965, 1984, and 
1994—the Fed raised the federal funds rate significantly in response to perceived 
overheating without precipitating a recession.” (See Figure 6 in his slide show.) 
  
The bottom line is that Powell has pivoted from a dovish stance during most of last year to 
an increasingly hawkish one now. He is ready to raise the federal funds rate by more than 
just increments of 25bps: “In particular, if we conclude that it is appropriate to move more 
aggressively by raising the federal funds rate by more than 25 basis points at a meeting or 
meetings, we will do so. And if we determine that we need to tighten beyond common 
measures of neutral and into a more restrictive stance, we will do that as well.” 
  
Meanwhile, by the close of trading on the day of his speech, the yield-curve spread between 
the 10-year and 2-year Treasuries had narrowed to only 18bps, becoming even closer to 
inverting, i.e., turning negative. This implies that market participants believe that the 
economy is already nearing a soft landing that could turn into a hard landing if the Fed 
tightens too aggressively. Fasten your seat belts! 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgVq1W2mfFL61Fv2cJW2b_R2q1BR7cBW2kDpqV2lvtsXW2hxGW21S8HWlW23gFrn2MP2HXW29SpCM7r-1t0W49stzg3kb3MXN8FR0HGDwrMYW7BLgck7c-BBWVnF_r85vB1VyW6Rr9ty1xX7ZkVg5g9X766Z4pW2dHm9X3d-vC6W9cXc4-8YPt-dW78W1dV7g9xtDW78cpG41bpDMJW3SRsbl1btDH4W1mZP2z7dxDwRN5--023qltyGW4_cVkS2zL9VcW8gXsYq6S5s89VGNjrs72-4Jk33Sm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgzZ-W7nvgHY3HjW39W3TNFzp34dDtLVp0t4k1SmNR1W25h-q88rHJs9W97yhSd18KKZlN8PxFL4v1NJDMHjVrLRWH8BN8lyCrSZ9kQZW4nb8-q7yzpYtN6wd5nhKCkQMW7zwc--1Fl_4JW3JXc543vgZ4ZW8yLwNW5kN9QvW3rFnW76mgqpHW68-QSW97sdrXW8_MqYN8yndR8W7dKHdr3Qv6LlV1ms0C8kD_jkW6xJhfR7d6HxtW3PNmmj1H6K4jW81tVWk5LhlV3W3pS7QX1wSvyF36Vt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQnt3q90pV1-WJV7CgK89N6kK-1sQkZ25W2mPpgc6hcvW5W2-yl7r46M7K2W4fbsFL8vR3zZW2rGwV25ZqhFYW4RrVdK1Pf0xtN6p8JGsLhCw3W6Fb_VH8HhfphW3CTC5081TyFtN12JzSqhGV7LN7_sxfzXcq8jW29gsxv3XjzF3W7PHdpq59RhwkW2jvnPt7NTmrwW91k13h6-nVQjW6-Dffh3Cwh9SW1Z5PXz3FX21mW4gdWK_91q_HtW1znFQm6wzHRlW3bmvqQ9kVgGjW1G9VsX4K93H5W4PJb-F4WH623W2rVJsQ2W41G0W3mZpjz1qbLghW7XpNH38q9fmTW6ymGPZ8yLHP-3pHB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQnt3q90pV1-WJV7CgHK3W2xHbrT21HJhjW3N6xL235PtpBW3W182k2pY3ZnW4sw-sx5WJyvTW7bTlx58h5vYqW6VV_-72g3jzwW5mfP-x8wVsV6N8TNmr8kqnWgW79lzKr5dTyHvW4-lW8p22tkrKW8mcKnq7DxCj3VYsypk2dn91TN235YcGT3SxJW5xbZY81v5wLqW5NC7Yq6qMZyWW79_3rx2ZTgyyW6D6-Mc7mFjPyW3K9-lW4WmTr-W5X-j4m5GwlN4TZ_T54_6kpdW61HZrx32MV0XW8_djqp8R9qsNW2Lvg828P2km3W6RR5V77slDj7VtX-1n1D3hg3W2Vf85w1RkQDy3c391
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Calendars 
  
US: Tues: Richmond Fed Manufacturing Index 2; API Weekly Crude Oil Inventories; 
Williams; Daly; Mester. Wed: New Home Sales 810k; MBA Mortgage Applications; Crude 
Oil Inventories; Gasoline Production; Powell; Daly. (Bloomberg estimates) 
  
Global: Tues: Eurozone Current Account €24.3b; UK CBI Industrial Trends Orders 16; 
Japan Leading Index -1.0%; Lagarde; Guindos; Cunliffe; Lane; Panetta. Wed: UK Headline 
& Core CPI 0.6%m/m/5.9%y/y/0.5%m/m/5.0%y/y; UK PPI Input & Output Prices 
1.2%m/m/13.9%y/y/0.9%m/m/10.1%y/y; UK Annual Budget Release; ECB Non-Monetary 
Policy Meeting; BOJ Monetary Policy Meeting Minutes; Nagel; Bailey; Kataoka. (Bloomberg 
estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Two of these three indexes had forward 
earnings at a record high last week. LargeCap’s was at a record high for a 12th week after 
dropping for a week earlier due to index changes. MidCap’s was at a record high for a 15th 
straight week after dropping 0.1% below at the end of November. SmallCap’s rose for the 
first time in three weeks to 0.6% below its record at the end of February. It had been 
steadily making new highs until mid-December, but since then it has done so in only nine of 
the 13 weeks. In what has shaped up to be an extraordinary V-shaped recovery, 
LargeCap’s forward earnings has risen during 91 of the past 95 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 89 of the past 93 weeks, and SmallCap’s posted 86 gains in the past 94 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 63.6% from its lowest level since August 
2017; MidCap’s is now up 124.5% from its lowest level since May 2015; and SmallCap’s 
has soared 181.9% from its lowest point since August 2013. The yearly change in forward 
earnings soared to cyclical highs during 2018 due to the boost from the Tax Cuts and Jobs 
Act but began to tumble in October 2018 as y/y comparisons became more difficult. In the 
latest week, the yearly rate of change in LargeCap’s forward earnings remained steady at 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgPc_V5sb1J62V91VW6Ygwzb8R4QLKW74DN_p2fWhsBW2HGhX02XD3C1W7m2qN15PqzQSW1PZ2VF7B3hbdW7X60tJ4LlRcxW3YTCHZ5h7N_hVJ7YnB1q73YTW5Pm59J6x5cflW4xCz-V1G_q5ZW1Y6rg53WVRQmW7LPN9G17wJRdVrg7_04fkjTqW6q1sYs7BhrrgW3KBDJX7YmQ0zW85t70V98tCmQN6Y_WBL4S9D6W51M83S8fY7vdW4Lw0Zg1dt_jCVFMCW670FcRlN5Gl_05G_Sq53lk-1
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an 11-month low of 28.1% y/y; 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 dropped to an 11-month low of 43.9% y/y from 
44.3%. 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 rose to 47.5% y/y from an 11-month low 
of 46.9%. 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’ consensus earnings forecasts for 
2021 and 2022 to improve instead of decline as is typical. Here are the latest consensus 
earnings growth rates for 2021 and 2022: LargeCap (49.4%, 9.0%), MidCap (85.4, 10.2), 
and SmallCap (128.9, 10.0). 

S&P 500/400/600 Valuation (link): Valuations were broadly higher for these three indexes 
last week. LargeCap’s forward P/E surged 1.0pt w/w to 19.2 from a 23-month low of 18.2. 
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 January 2021 and is up from 13.3 in March 2020, which was the lowest since 
March 2013. MidCap’s rose 0.7pt to 14.5 from a 23-month low of 13.8. That’s 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 
improved 0.5pt w/w to 14.0 from a 23-month low of 13.5 from 13.7. That’s down from a 13-
week high of 16.1 in early November and is now down 13.2pts from its record high of 26.7 
in early June 2020 when forward earnings was depressed. During March 2020, MidCap’s 
10.7 and SmallCap’s 11.1 were their lowest readings since March 2009. LargeCap’s 
forward P/E in February 2020—before Covid-19 decimated forward earnings—was 18.9, 
the highest level since June 2002. Of course, that high was still well below the tech-bubble 
record high of 25.7 in July 1999. Last week’s level compares to the post-Lehman-meltdown 
P/E of 9.3 in October 2008. MidCap’s P/E was below LargeCap’s P/E yet again last week, 
as it has been for most of the time since August 2018. In contrast, it was last solidly above 
LargeCap’s from April 2009 to August 2017; MidCap’s current 25% discount to LargeCap is 
up from a 28% discount on February 2, which was its biggest since September 2000. 
SmallCap’s P/E was below LargeCap’s for an 82nd week. That’s the longest stretch at a 
discount since 1999-2002; SmallCap’s current 27% reading has improved from 32% on 
February 2, which was its biggest since February 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 38th straight week; SmallCap’s current 3% discount to MidCap’s is up from a 
9% discount in December, but remains near its lows during 2000-01. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVJWFJ8-bYXZW8xVtLq3hc04rW3LfLlX4GXY3JMJvQmV3q8_QV1-WJV7CgJWXW6krD836vgbxpW3r-FDX55lDGbW7dFq4w3rxp7XW1t7_LY2yTKMdW7cYyxv1zy_2BW6TJr4_69PbpSW358C4v7-QNP-W4kpWF13xfQVqW5Rz9PB6-pqqHW5DSNvW85GNzLW6c6xC94sqpgGW4l5hRn2KKHSLW16R_D-9d_4YMW2Rhsm11vR1C_W2g4kTY74fNZmW41_K3K61d02FVdFJP21BYM_5W1g_1-m7Dl3vmW7CKKvS4Ny1NYW14pk9m8dhZ9XW6K3YlJ6w1gQgW61SWHz9g_WHL3bz-1
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S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q2-2020 earnings 
season—which came in substantially better than greatly reduced forecasts—analysts as a 
whole have been raising their consensus forecasts for all future quarters instead of lowering 
them as is the norm. Those gains endured through the latest Q4 earnings warnings season, 
when forecasts typically decline. The S&P 500’s Q4-2021 earnings per share is nearly final 
now at $54.05, down 1 cent w/w, and compares to a $51.08 estimate at the beginning of the 
quarter. That $54.05 actual represents a gain of 26.9% y/y on a frozen actual basis and a 
32.0% y/y gain on a pro forma basis. Q4 marked the fourth straight quarter of double-digit 
percentage earnings growth, but growth slowed for a second straight quarter. Ten of the 11 
sectors posted positive y/y earnings growth, down from all 11 doing so during Q2-2021 and 
Q3-2021. Double-digit growth occurred for nine sectors; that’s down from 10 sectors doing 
so during Q3. Looking ahead to Q1-2022, the earnings-per-share forecast rose 5 cents w/w 
to $51.74, but is down from $52.22 at the start of the quarter. If that decline holds up until 
the end of the quarter, it would be the first drop in seven quarters. Analysts expect S&P 500 
earnings growth to weaken substantially to 5.3% y/y on a frozen actual basis and 6.5% on a 
pro forma basis. Double-digit growth is expected for just five sectors in Q1-2022, and three 
are expected to record a y/y decline. Here are the S&P 500 sectors’ latest earnings growth 
rates for Q1-2022 versus their Q4-2021 growth rates: Energy (226.6% in Q1-2022 versus 
12,718.7% in Q4-2021), Industrials (36.8, 43.6), Materials (35.1, 64.2), Real Estate (15.7, 
17.7), Health Care (10.4, 28.0), Information Technology (8.5, 24.6), Utilities (6.6, -1.3), S&P 
500 (6.5, 32.0), Consumer Staples (1.1, 7.7), Communication Services (-4.9, 16.5), 
Consumer Discretionary (-10.7, 53.4), and Financials (-20.3, 10.0). 
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