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Strategy I: Nine Known Unknowns. The stock market has been having a volatile year so 
far because there isn’t a consensus on the economic and geopolitical outlooks. In other 
words, there is lots of uncertainty. That’s reflected in our recent decision to provide annual 
ranges rather than year-end point estimates for the S&P 500. In yesterday’s Morning 
Briefing, we updated our forecasting model to derive 4200-5000 for this year and 4800-5700 
for next year (Fig. 1). 
  
We also raised our 2022 and 2023 outlooks for both S&P 500 revenues and S&P 500 
earnings to reflect higher-for-longer inflation. We applied a forward P/E range of 16.0-19.0 
to our forward earnings-per-share estimates for both years. The wide range for this variable 
reflects our assessment of uncertainty. (See YRI S&P 500 Earnings Forecast.) Let’s review 
some of the more important sources of uncertainty: 
  
(1) Uncertainty about a recession. There’s widespread puzzlement over the yield-curve 
spread. That’s because the spread between the 10-year and 2-year Treasury notes has 
turned slightly negative, presumably signaling a recession within the next few months (Fig. 
2). 
  
However, the official spread—that’s one of the 10 components of the Index of Leading 
Indicators (LEI)—is the one between the 10-year yield and the federal funds rate. It has 
continued to widen from around zero just after the end of the lockdown recession in 2020 to 
about 250bps now. As Melissa and I concluded in our 2019 study on the yield curve, this 
spread tends to anticipate credit crunches, which then cause recessions. We don’t see any 

 
Check out the accompanying chart collection. 
  
Executive Summary: There’s lots of uncertainty about what’s going to happen next in a slew of areas 
pertinent to investing, including whether the US economy is heading for a recession, how high inflation 
will go and what the Fed will do about it, how the world order is changing, and how to value stocks 
amid all this flux. The many unknowns have made for a volatile stock market so far this year. Today, 
we run through nine uncertainties that have been keeping investors guessing, sharing our analysis of 
each to shed what light we can. ...Also: More on the “CFO Put”—the notion that corporations flush 
with cash are providing stock market support via buybacks, dividends, and M&A. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW2t3q905V1-WJV7CgYWfN3lHc81KYjW1W1dbn8J85PYjJW2l_fHW2yYyc2W8kvzSg8vzRx5W6Ch1rS1_WKxHW61RqhC55nfR1W7RX4kW3mZkqnW8s0yx52988TCW6YjLF_6dFd0jW1YhJwr7qXFb1W89Snkr5snPcxW8x-tCJ8_1b-pW51m2-K1k_G4tW3_6Y0d2X3k7_W2YM6wf8KzCmnVJzfgT36lMkQW89FzmB4X9S54W861XJh38mPvcW9fL3fZ1xY_kMW3KhrRD2vX0tBW62VV6H2dqDjpW1hsFLs94hCYyW7xzMtr3GqZz0W1d-7c98mzyxZ37m01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW2t3q905V1-WJV7CgYWfN3lHc81KYjW1W1dbn8J85PYjJW2l_fHW2yYyc2W8kvzSg8vzRx5W6Ch1rS1_WKxHW61RqhC55nfR1W7RX4kW3mZkqnW8s0yx52988TCW6YjLF_6dFd0jW1YhJwr7qXFb1W89Snkr5snPcxW8x-tCJ8_1b-pW51m2-K1k_G4tW3_6Y0d2X3k7_W2YM6wf8KzCmnVJzfgT36lMkQW89FzmB4X9S54W861XJh38mPvcW9fL3fZ1xY_kMW3KhrRD2vX0tBW62VV6H2dqDjpW1hsFLs94hCYyW7xzMtr3GqZz0W1d-7c98mzyxZ37m01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgSx7N1CZ5XhwQxPbW2q6dR93vSZSrW4R9FH68-cZMQW8z2fM98yQhpRW2GcJcy5BkFdsW6Z3f8P1dD6-tW3b5WPs2yV1BSN8Tk6Mjr7376W3XVVSX4hzF4mM19HK-z09MHW8cC54r5lWnMZW8N66vc5sCG85W912tt85xk1VRW4cP5rn6GTPZCW3gF4kM1Fn7BfW5Sv9y_58Kg3LW9hLDDs8KZ9pxW6dg5DT4FjKY-W4JJZhk40_SvKW6zSQr221LJKMW2PT9BH23KqqLVdLln14-bH7n34m61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW2t3q905V1-WJV7CgJC7W72h1P24jSdtQW5FZnNp4grlWQW5Tg-PS3nyrJ-W8RjM1t25mLG2W4Fc9437d_pLgW6MRlbV1pC7V0W5cy6xV2twmKCW4LX45w5FXmM2W6QdMz83JNhrNW8rtKd41dXkRWVybTRR7smGVVW6Y_K2Y8B0zbmW6BcD3w8GnvMCN5wSMcG-qmX4W24f1R06hsm7vW4J7g158LbGVTW2wVrzy4cXRmnMlK-W-4GTcyN2kgW1HdrDcDW5060-x7DnXdrW6HZ5ms8kjc8SW5qD9XD2BgdFdVV8Ths71g7FlW5FyPz51ZsVdk3j7Y1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgD6bN3x3d3mD2bX6W7HsN5k2hJW8rW3dpdjW4R3HmVW3bsBZ41RBHbRW1GyK1f6HQH6KW3JJVLj6DgkKYW1_dJ6F2kK5hyN6L-cmnZhHXfW8Ckdhd1HH96-W987j-l2drhJgW4RYXnZ56px1xN5m-YFGfCrhgV8j2WL6g7N_8W8Tk620326ZWXW6fSXbz2th2MkW6mlyW_6RB50lW3VQNg077YsLKW5G_G4T5thqqbVw4lJh89BW-NW7Zby5B7Z-CQvW8pz5fh2372gGW8ypbMh4yh90f3lSm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgD6bN3x3d3mD2bX6W7HsN5k2hJW8rW3dpdjW4R3HmVW3bsBZ41RBHbRW1GyK1f6HQH6KW3JJVLj6DgkKYW1_dJ6F2kK5hyN6L-cmnZhHXfW8Ckdhd1HH96-W987j-l2drhJgW4RYXnZ56px1xN5m-YFGfCrhgV8j2WL6g7N_8W8Tk620326ZWXW6fSXbz2th2MkW6mlyW_6RB50lW3VQNg077YsLKW5G_G4T5thqqbVw4lJh89BW-NW7Zby5B7Z-CQvW8pz5fh2372gGW8ypbMh4yh90f3lSm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW2N3q90pV1-WJV7CgM74W5ccP-p4j13PzW36cwCK8MPHvnW4CqXth5pGtdHW1NnHJg8pBckYW8tnBkP7GtM40W9dX0Mk3GSsPfVy8qWt1D9ykCW6xhZqb1_7MSbW7XznJV31ndcyN6kVLFmzjj_KW49C3F96xfc7PN1RPP6n7fQRNW3tzn_s4jgx9rW1TMNp_2QB8GvW789rtY1W7zJyN4L1kGr9BvKHW23lZCr6l462PW2NXh817jdLPvW5b1jKM6V2tDqW48HNW-5lf6HPVT3qtR2M1kqVW8gRG1G69tRm2W8Gm-fT16qp-8N3r1n7rp8-2xW8SCy8q19xQW4W7M3hJF2_zTfG38JX1
https://www.yardeni.com/pub/cc_20220405.pdf
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evidence of an impending credit crunch in the credit-quality yield spread between the 
corporate high-yield composite and the 10-year Treasury (Fig. 3). 
  
(2) Uncertainty about the consumer. Another more troubling component of the LEI is the 
average of the expectations components of the Consumer Confidence Index and the 
Consumer Sentiment Index (Fig. 4). (This average is the same as the expectations 
component of our Consumer Optimism Index [COI].) Rising inflation has weighed on 
consumer expectations. The COI expectations series fell from 95.8 a year ago to 65.5 
during March, the lowest reading since January 2013. Given that this series is an LEI 
component, it is concerning to see it drop last month in much the same way as it has in the 
past prior to and during recessions. 
  
Consumer spending is certainly the main driver of the business cycle. Adding to our 
concern is that the apparent strength in both personal income and personal consumption 
expenditures in recent months actually dissolves to very little, if any, growth when adjusted 
for inflation (Fig. 5 and Fig. 6). 
  
On the other hand, the labor market is red hot. Initial unemployment claims is also included 
in the LEI, and it is down to previous cyclical lows. The unemployment rate fell to 3.6% 
during March, the lowest since its 3.5% pre-pandemic rate, which was the lowest since the 
end of 1969. The ratio of unemployed workers to job openings was at a record-low 0.6 
during February (Fig. 7). In the consumer confidence survey compiled by the Conference 
Board, the percent of respondents agreeing that jobs are plentiful rose to a record high of 
57.2%, while the percent agreeing that jobs are hard to get fell to 9.8%, only a couple of 
ticks away from its record low of 9.6% in July 2000 (Fig. 8). 
  
As we noted yesterday, full-time household employment rose to a record high during March. 
The number of prime-age workers (25-54 years old) also rose to a record high during 
March. Even the number of senior-age workers (65 years or older) has almost fully 
recovered to the pre-pandemic record high. 
  
(3) Uncertainty about housing. Another component of the LEI is building permits. It fell 1.9% 
during February but remains on a solid uptrend (Fig. 9). The significant increase in home 
prices over the past two years and the recent jump in mortgage rates may soon slow 
demand for new homes. However, rapidly rising rents should boost construction of multi-
family units. 
  
(4) Uncertainty about capital spending. Another component of the LEI is inflation-adjusted 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgYdSW8cj_8X5WtDR0W3HPbLV6h34F8W2s0M9-5BxPS1W8C2bZh2rstBtW3k3_-D6rXLzpW3GWDWL5R_fkFW1pp-pc6c61sVW6f8TzR9bxWxfW4p5PMw2X-vKJW362Cfg4jFYvnW86yJFt7F3H_2W1zqYxN8s4wxcW3wY45x1Bl_YjW2QsBwB54TKF1W2KJ5184qDMRhW5Gd7DT67MFTjW84nP4R979vgHW40n3fC1LR_f9W6lrP085ZRQkTW74WYsG5Yp3HjW6plPT38fcx3ZW8ccvpb6cGdNp39F71
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgYzvN4BRGxX7tY2KW48c5qC1r_sLdW5GcBWR1TSxN_W6h4QQs88wpfjW2D8vK88hVx0CN2-cN4XGQZwhW1l-bRJ8_7cjxW1Wqdz_6KyGYKW1PFW_d41YtxzW6TwFdw758JqQW7xb-sC3mp7ksVQHXcF6nyNrbV_4nRM4NJjpVW84mWkG31_7H9W8zbYw55R-Yl6W7r5DZv80MmlSVHD0sG3_rGvFW5B80rb7W27k-W2rR9rM8wPFS9W4-2JJp7ZXj3_W7Q_lbC6g9dQrW3y7Hpr2nYfDv3b-V1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgJmBW8gKLq-52VtyJW1nL3HH87y5p8VX09f51_ZRbjW4ytcFD1wLPkMW21_-G82zkl_-W2JzZyD64N4F4W1pKhR73CYGPrW75n8yl83BwF_W6CPKZ59l6bKJV7CmXs8mFjBdW45y0yl7_SjjsVZ7kGT6Kg1fsW4QJzrP98p7yKW2thPxK44Y3KJW4krqNc5W_rNVW8LZW_L3PKvmKVKMJRN8Kl4NbN3CdH5yPMNz7W4bMVLK5TGlTPN6xdBTj7vVrhW1hJdWc1Y6NpNN2221w7F3SyL38tw1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgCflW7c7Yzg8KczqnW2dwD1Y8zFpRCN96vcbPV4gNBW6J_YxB28h7TJW1fqt8B7sh_YZN1Z_thdw3vB5W8JkHJx109LNZW3ylGKJ2CQ8wcW2gxswK8ppLVPW61Ml6J8Jj9zwW603DxT7-7tWzN18Cvdh9p3JfW8NLm237NYX0pW4LNcfs18FZ8RW2Q_k2S7HtcncW2ld-JL6kw_vcW6Hy-YF2CyynsW1QclWn7ZjNlNW4sHxSK1tYCt8W3bcqf84GB-BQW6F9sCM4KyHLyW4Tnfk75BjxWM32fm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgPVxVngc355kS5T9Vw0SKV24VVR2W5qyz1v8Zwm2wW4PZ0l_4GTJmGW1dRKXq18r9QnW8V26ky63MSSrW7rlWSv3v8FJ0W5d4KPv7RhGJ8VhcGTZ4G_fhKMLs7wZ218fKVTvL-g56fSQSW6J29tn5Mk-FKVJKStv643JRbW3QDLNf4B9gw0W9krln87g8gNyW8M9bLt539K_tW6YmcRp8P6Sn6W1lV-gQ8knwsZW6w2Bkb3hXFCCW5fHplG6JfDd4W4JPNGk1sKtf8W6--rmt2-j_DW380V1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgL0pW7p86t88w4tdhW1j9BRK8fy1hMW6vYhyk3gjjfRVLQLBt5wTn7nW8kqL_B6QvDwQW788q1K4v1Nm8W1vLwsG1f2db4N2zlXydJcfBlW5x292q4NZC7hW8wqCqk1Lm4lSW8Ft_Vl8QpxlcW7JvpSY7KD1YJW59sYMt5Ct2m9W5fG_q16xH9ddW3TLgdP3bbML1W6MvrXY5GpMPBN7DpV736ph6tW5B72qr7v63fxW1rQx_48Q9Q11W82N8Cy4g9WHkW4MV_Gn4PvBGjW6cV0WV26fm2h33hP1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgTR8W1kkxyj8xP_mBW2xLXkZ1C11rjW92_CrL2GN40JVbHBDH6vCpvCN17zRbKvqJGJW4Wnjx45blp7YN59jGJcH28fbW2q0nbr2c0xPBW92wtx54B5GCnW312T-J3L6XFBN5TQFRqbgTxSW88vYK_1FDg0DW60q1XD4S7t9WW2DPZM46sdc8DW54bFyF7-TLYpW144GWR5cBs-JW78n00Q5Vp7JPV-B3fv1zNL4ZW33-zVF7w8mS9W2JwGQR8XrLYFW37yCKj5PFm68W81VyZn34C6jC3fb91
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nondefense capital goods orders excluding aircraft (Fig. 10). This series has been flatlining 
over the past 11 months through February, while the current-dollar series has been soaring. 
The inflation-adjusted measure has been a good indicator of private nonresidential 
investment on equipment in the real GDP accounts (Fig. 11). 
  
Debbie and I continue to expect that businesses will respond to chronic labor shortages by 
boosting their capital spending, particularly on equipment and technologies, to increase the 
manual and mental productivity of the available labor force. We’ve found a reasonably close 
correlation between the growth rates in productivity and in real capital spending on 
equipment, both based on the 20-quarter percent change at an annual rate (Fig. 12). 
  
(5) Uncertainty about higher-for-longer inflation. We are forecasting that the PCED headline 
and core inflation rates will peak between 6.0%-7.0% by the middle of this year before 
declining to 4.0%-5.0% by H2-2022 and 3.0%-4.0% next year. Our key assumption is that 
inflation will moderate significantly for consumer durable goods. The consumer durable 
goods measures in the CPI and PCED rose 18.7% y/y and 11.4% y/y through February 
(Fig. 13). From the mid-1990s until 2020, these prices typically fell at a gradual pace. 
  
On the other hand, we expect that the 33.4% increase in the median existing home price 
over the past 24 months through February will lead to higher rent inflation (Fig. 14 and Fig. 
15). Rent of primary residence is already up to 4.1% y/y in the PCED to the highest pace 
since November 2007. We expect it to peak during H2-2023 around 6%-8%. 
  
(6) Uncertainty about the Fed. The Fed’s talking heads will keep talking until the next 
“blackout period” from April 23-May 5. They are likely to reinforce widespread expectations 
of a 50bps rate hike. Melissa and I view the 2-year US Treasury note yield as an indicator of 
the market’s expectation for the federal funds rate a year ahead. It rose to 2.43% yesterday. 
Let’s round that off to 2.50%, which implies that the Fed will raise the federal funds rate by 
another 200bps by April 2023. 
  
The 10- to 2-year yield curve spread discussed above suggests that’s all it will take either to 
bring inflation down in a soft-landing scenario or to trigger a hard- landing outcome that also 
brings inflation down. For now, stock investors are betting on a soft landing. For now, we 
agree with them. 
  
(7) Uncertainty about the world order. Russia’s war with Ukraine does not appear to be 
close to a ceasefire, let alone any sort of peace agreement. It appears that Russian 
President Vladimir Putin is scaling back his ambitions from a quick overthrow of the 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgVfkW5fpr6R7PZnSbW71TmRc286T8sW7DXbHR1Xjv3tW2qyG8V9jdX-8W5Fc69r1JgsX_W4TD5yz9kXsJsN5GK6nGFP2RfW7SLrXS3NlF9nW4CFz8S5KgP99W8mXs5p5PYqd5W6G2WW172829cW2StVKG8-CTT2VpFZVv6YtsyjN1jZnhckdxxsW4SvdPD105Kd_F45JWj1nr_WVZhvM480MkKMW79hB6y7HK6YWW8TL3RM71qgfRW2m0jDX7Vj64WVNKwY79gV0v6N35W_QKtJVQ73lVT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgCCWVZQ8L68_LgmvN2QRXKk4VV--W2grtjS1vbwlhW7VFJ0j6n7FdqW4m7jG938vRgfW3NQ5zj37PdTFW7cJV9b238j1nW4KHnC07Xv3sNW23WtFs18Lb5-N9k2F2QRDWChN7tmtGpcPnxZW2HyvKm4Tv4WnW8SNb2_5ncB7jW4jBny-9d1TMXW3762Zj7GMBDcW1QYyF91hPPpXW6CvzG81kD_blW4QZj-Z8_bJGNW4N006r8f02K5W3xgWpB5HxzV0W2bXhFr2Cjxk4W83r2Q_4jjszS39YK1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgK7HW1qXNx37C4hxqW7vXMWl15QQvrW4fyQQD6ST0bkW5pypbW4R100YW717Tpp2N4BP2W4L3tW01xFQ6cW65M6nT2j-yZmVCYKMj4T2CxYW5xY5913cgBV9W1gCJX43L8xBNW68MkRj4W-YQtW1YBMkX5R5pLnW2DSZsy2cBG1jW3QxJhr3PvnW5W4Gq5Qc96nDpRW4CLn4C3xs1_GW5q7V0l7kNK33W5dGTKQ3cVpzpW8PZpKN6CdWZMVS-Fbs2ySt8MW6HlNbD5MmXWMVk7jKw3dP2G632sM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgV1WW92b5pp1xD7HvW4DySc940tGQPN6D_GTDqHqfSW8--CxR3dJnFfW4vg2831J_NKjW5kSBFw7Q_s4tW90jzsS27sw4BW2JfN9r3G4vxtW1jzbzB7Ys-NSW3nbbrw2Z-NJPW4GJqTx4NcccWW4FkZfK2QvzMFW2-Fw9w28p1gxW8Bp8wN15Swk6VFJ7hv28s-N-N9j8P8_hQDQjW8h-ykw976DWbN7GwnyLcGx60W1RcbhV2rH0L8W6krXNS2FY34kW3cNh_41rtrR1W5ywz4n5rmLb435jm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgFPsVlm7LM1yFb9BW93J9sv3BzXZqW1BzdLr8p22FQW682F5H3QKBpKW2SVLGK12J4YHW4lrQZ57RPfS6W6nySTS4jB9ZqW1DqwTD74CPB9W3FNTSS7YgNfCN63CkcTDsh5-W5VkLyr5q39CbW5WNJ0k7f26MSW24NCkM8T5HL9W7NSBS81Xvh6XW8Qf8x48CksBsW5MFl0g8_FVpXW6Mwz592vFdR8M1ZfY41y_nKW8ykjGM1VpxYsW3n2YPK4D5FtVVNZr-F4s38nNVM0lTZ6KgjCc3gfn1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgGY4W1gN8Rv87GlH1W4YX3cQ2Y30zcW8KtTx63WQPqJW7K8j0z1lpKLFW4shlmr4j78rmW4HxMq67kRSRnW1Mby9n9jjDn7W5Gfwtt8LTL7FW12Y4517ypP4cW4ygh4F9c62ZLW5czl4W1P7bgtW4p8T6k7j1wJwW4d0x1160C3blW98JHMs4MMP-9N5mGRJrTKGKNW8pmMcd3YQ9jrW820r6l2Y1HYBW33KHF15xGSv6W9hgkfZ9dMMqfW39jKcz2XS5x4W55TCMM7C0NJCW7Xnq6h84B1nN355J1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgGY4W1gN8Rv87GlH1W4YX3cQ2Y30zcW8KtTx63WQPqJW7K8j0z1lpKLFW4shlmr4j78rmW4HxMq67kRSRnW1Mby9n9jjDn7W5Gfwtt8LTL7FW12Y4517ypP4cW4ygh4F9c62ZLW5czl4W1P7bgtW4p8T6k7j1wJwW4d0x1160C3blW98JHMs4MMP-9N5mGRJrTKGKNW8pmMcd3YQ9jrW820r6l2Y1HYBW33KHF15xGSv6W9hgkfZ9dMMqfW39jKcz2XS5x4W55TCMM7C0NJCW7Xnq6h84B1nN355J1
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Ukrainian government to annexing territory in eastern Ukraine. However, it is unlikely that 
Ukrainian President Volodymyr Zelensky will acquiesce or that Putin will be overthrown. So 
a protracted war now seems likely. 
  
Just about the only good news coming out of that theater recently was that the Ukrainian 
flag was raised over the Chernobyl nuclear plant on Saturday after Russian forces 
completely withdrew, according to Ukraine’s state nuclear agency. 
  
(8) Uncertainty about earnings. The prospect of slower economic growth with more inflation 
makes forecasting S&P 500 earnings trickier than usual. As we discussed yesterday, 
weaker growth is likely to be more than offset by higher inflation, which is why we raised our 
outlook for both revenues and earnings. Industry analysts seem to agree, since they 
continue to raise their 2022 and 2023 estimates for both. The index of confidence in their 
earnings estimates for this year is relatively high, but next year’s outlook is the most 
uncertain since the early readings for their 2009-11 and 2021 estimates. 
  
(9) Uncertainty about valuation. Among the biggest uncertainties is the valuation multiple. It 
is a tug-of-war between the Fed’s hawkishness and all the liquidity accumulated over the 
past two years as a result of the Fed’s dovishness. It is also a tug-of-war between the 
MegaCap-8 and the remaining S&P 492. Most of the market’s overvaluation is in the former 
eight stocks. But maybe they deserve to be highly valued given their size, market power, 
growth rates, and uniqueness. 
  
Strategy II: The CFO Put. Joe and I have been writing about the “CFO Put” since February 
1. The idea is that corporations have lots of cash for buybacks, dividends, and M&A activity. 
The “CFO Put” has replaced the “Fed Put.” 
  
Let me explain: Fed officials no longer are in a position to provide the stock market with a 
put since bringing down inflation is their number-one priority. Any swoon in the stock market 
is unlikely to result in any soothing words from any of them. Instead, they will have to 
reiterate their commitment to subduing inflation. Their motto now is: “We are all hawks 
now.” So the “Fed Put” is kaput. 
  
However, market swoons are likely to be cushioned by lots of corporate cash used to pay 
for stock buybacks, dividends, and M&A. I asked Joe to add up S&P 500 buybacks and 
S&P 500 dividends during Q4 for the S&P 500 as a whole and its 11 sectors. About half of 
the totals are at or near record highs. 
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Here are the numbers: S&P 500 ($403.7 billion, record high), Information Technology 
($97.8 billion, record high), Financials ($72.0 billion, near Q3’s record high), Communication 
Services ($51.4 billion), Consumer Discretionary ($38.5 billion, record high), Health Care 
($39.8 billion), Industrials ($27.8 billion), Consumer Staples ($26.9 billion), Energy ($19.8 
billion), Materials ($13.6 billion, near record high), Utilities ($8.5 billion), and Real Estate 
($7.5 billion, record high).  

 

Calendars 
  
US: Tues: Trade Balance -$88.5b; S&P Global C-PMI & NM-PMI 58.5/58.9; ISM NM-PMI 
58.0; API Crude Oil Inventories; Williams; Brainard. Wed: MBA Mortgage Applications; 
Crude Oil Inventories; FOMC Meeting Minutes. (Bloomberg estimates) 
  
Global: Tues: S&P Global C-PMI Eurozone, Germany, and France 54.5/54.6/56.2; S&P 
Global NM-PMI Eurozone, Germany, France, and Italy 54.5/55.0/57.4; European Car 
Registrations; France Industrial Production 0.5%; UK C-PMI & NM-PMI 59.7/61.0; RBA 
Rate Decision 0.10%. Wed: Eurozone PPI 1.3%m/m/31.5%y/y; Germany Factory Orders -
0.2%; DeGuindos; Panetta; Lane; Noguchi. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): All three of these indexes had forward earnings 
at a record high last week. LargeCap’s was at a record high for a 14th week after dropping 
for a week earlier due to index changes. MidCap’s was at a record high for a 17th straight 
week after dropping 0.1% below at the end of November. SmallCap’s rose for a third week 
to its first record high in five weeks. It had been steadily making new highs until mid-
December, but then dropped 1.4% below its record by early March. In what has shaped up 
to be an extraordinary V-shaped recovery, LargeCap’s forward earnings has risen during 93 
of the past 97 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 91 of the past 95 weeks, and SmallCap’s 
posted 88 gains in the past 96 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 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgWrcW9j0xLJ199QnjW6HzmZC96VwT7W7Fsrg27KZRC_W64kWV66sdw_kW8lRmRX6qzJl0W1Nxh6P2JTWvxW8QVV-G7xxbqnW9gXgRN2g-H4dW75c2Mj2ctdWjW4cH1k07h3KQgW8xkWQ56gLCBPW8kvtxW6DJFRTN8qHnfQxDCGFW54wV9l4dmG7yW2Vrvy05mHvnkW41P06441S3nnW5QbbHQ6znVQ8W5d5lX31WxtYqM5MT_G3xR16W4PcYpZ87f_gxW4tYgnh4V_077VKNxqv1WxyLd3dFN1
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65.3% from its lowest level since August 2017; MidCap’s is now up 127.9% from its lowest 
level since May 2015; and SmallCap’s has soared 187.1% 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 weakened to a 12-month low of 27.9% y/y from 28.1%; 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 rose to 40.4% y/y from an 11-month low of 39.9%. 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 fell to a 12-month low of 46.2% y/y from 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 2022 and 
2023: LargeCap (9.3%, 9.9%), MidCap (10.0, 8.6), and SmallCap (10.6, 12.9). 

S&P 500/400/600 Valuation (link): Valuations mostly edged down for these three indexes 
last week. LargeCap’s forward P/E remained steady w/w at 19.5. That’s up from a 23-month 
low of 18.2 in early March and down from a six-month high of 21.5 in early November. 
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 ticked down 
0.1pt w/w to 14.4, but remains above its 23-month low of 13.8 in early March. 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 8.5pts below its record high of 22.9 in June 2020. SmallCap’s 
edged down 0.1pt w/w to 13.8, but remains above its 23-month low of 13.5 in early March. 
That’s down from a 13-week high of 16.1 in early November and is now down 13.4pts 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 26% 
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 84th week. That’s the 
longest stretch at a discount since 1999-2002; SmallCap’s current 29% reading has 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWlmlk988dlQW6X-yD01S7P8WW2nfwL34HvgszN7TcW293q8_QV1-WJV7CgBW3W65d3Z213q03KW3Pqxxh6lT7ZVW1nZskF5yscJGW8sYqd-34NBXvW10XkZj1GrZLzW4f31KH7Z17RHW9f1t-d2YXsPBN80hN8yNsPjwW2NdVHS2fb8CvW5cB37C1ynt5DW6qfftl5sHlbzW6t0jDR4Ks_SkMyYfmJfZJ6rW2lhbdD5K_YdyW1dZKr47D_tgtW4Lbkd-6ddZryV-vYmG6QXWZTW4Ztl8m37Bh_jW6vz-_B3JWTMDV60B2z6WR7f3W6phYqX1t-PFfW7JDHrh2cgcqX35Nm1


 

7 
 

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 40th straight week; the current 4% discount is up from a 
9% discount in December but remains near its lows during 2000-01. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q3-2020 earnings season, 
analysts as a whole have been raising their consensus forecasts for future quarters instead 
of lowering them as is the norm through the earnings warnings seasons. That six-quarter 
streak of positive revisions throughout the quarter has officially ended with Q1-2022. In the 
latest week, the Q1-2022 earnings-per-share forecast dropped 8 cents w/w to $51.54, and 
is down 1.3% from $52.22 at the start of the quarter. Analysts expect S&P 500 earnings 
growth to weaken substantially to 4.9% y/y on a frozen actual basis and 6.4% on a pro 
forma basis. That’s down from Q4-2021’s 26.9% y/y on a frozen actual basis and a 32.0% 
y/y gain 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. That compares to Q4-2021’s count of 
eight sectors with double-digit growth and one sector with 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 (233.5% in Q1-2022 versus 12,611.0% in Q4-2021), Industrials (36.8, 43.8), 
Materials (35.0, 64.2), Real Estate (16.0, 17.6), Health Care (10.2, 28.0), Information 
Technology (8.7, 24.6), Utilities (6.7, -1.3), S&P 500 (6.4, 32.1), Consumer Staples (1.9, 
7.7), Communication Services (-5.2, 16.6), Consumer Discretionary (-11.9, 54.1), and 
Financials (-21.4, 9.9). 
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