. Yardeni Research .

MORNING BRIEFING
April 11, 2022

Don’t Fight the Fed When the Fed Is Fighting Inflation

Check out the accompanying chart collection.

Executive Summary: The war in Ukraine has heightened the odds of higher-for-longer inflation,
tighter-for-longer monetary policy, and recession in the US and Europe, which we peg at 30% and
50%, respectively. ... The global economy is stagflating, indicators suggest. ... Will reining in inflation
take just a nudge from the Fed or an all-out recession-triggering shove? We hunt for the answer in
FOMC officials’ recent views and the latest inflation data. ... Also: The Bond Vigilantes are back in the
saddle again. ... And: Stock investors are trying not to fight the Fed as it fights inflation—which should

make for a volatile but upward climb to our 2022 and 2023 targets. ... Movie review: “Against the Ice”
(++ +).

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. Dr. Ed’s
presentation lasts about 15 minutes with another 15 minutes for Q&A. Replays of the
Monday webinars are available here. You can view a replay of Dr. Ed’s recent one-hour
webcast on “Predicting Inflation” here.

Global Economy: Soft or Hard Landing? If a recession is coming, it will be among the
most widely anticipated downturns in history. Debbie and | don’t expect a recession this
year or next year, but we acknowledge that the risks of one have increased. After Russia
invaded Ukraine, we raised our odds of a US recession from 15% to 30%. We concluded
that inflation would be higher for longer, implying tighter-for-longer monetary policy. A
related issue is the prospect that supply-chain disruptions will also last longer. In addition,
inflation is offsetting wage gains and depressing consumer confidence, which could weaken
consumer spending growth. Our current assessment is that the recession risk applies more
to 2023 than 2022.

Similarly, we now assess the risk of a recession in Europe as higher than before the
invasion. We would put the odds at 50% for 2022. That’s because the war is literally closer
to home in Europe and causing a significant energy shock. And, of course, the supply-chain
disruptions attributable to the war are even greater for Europe than the US.

China’s economic growth outlook is weakening as a result of the lockdowns the Chinese
government is imposing in response to Covid-19 flare-ups in various parts of the country,
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particularly Shanghai. The government’s zero-tolerance policy is a disaster because China
failed to vaccinate the population with an effective vaccine and also prevented the
development of natural herd immunity with policies that impede the virus’ circulation. Just
plain stupid. China’s woes are likely to continue to exacerbate global supply-chain
problems.

Let’s review some of the latest overseas economic developments:

(1) Europe. The volume of Eurozone retail sales remained on its pre-pandemic uptrend
during February (Fig. 7). The region’s Economic Sentiment Index (ESI) has dropped 8.7
points over the past five months to 108.5 during March, falling 5.4 points during March
alone (Fig. 2). This index correlates well with the Eurozone’s y/y real GDP growth rate. The
ESI for consumers dropped during March to the lowest reading since April 2020 (Eig. 3).

One of the weakest economic indicators in Europe is the 12-month sum of German
passenger car production (Fig. 4). German automakers’ parts shortages have been
exacerbated by the war in Ukraine, and they won’t be selling their luxury cars in Russia for a
while. The February 24 invasion of Ukraine undoubtedly will weigh heavily on upcoming
European economic indicators.

(2) China and emerging economies. The official Chinese M-PMI and NM-PMI were both
relatively weak during March, with readings of 49.5 and 48.4, respectively (Fig. 5). The
comparable Caixan/Market M-PMI and NM-PMI were weaker at 48.1 and 42.0. By the way,
China’s readings undoubtedly contributed to the March weakness in the M-PMI and NM-
PMI for emerging economies, at 49.2 and 46.2 (Fig. 6).

(3) Global inflation. For the 38 member countries of the OECD and for the G7 countries, the
headline CPI inflation rates on a y/y basis soared from 1.7% and 1.2% during February of
last year to 7.7% and 6.3% during February of this year (Fig. 7). Their core CPI inflation
rates rose to 5.5% and 4.4% during February of this year. Russia’s invasion of Ukraine
undoubtedly will show up as even higher inflation rates during March.

By the way, the US, the Eurozone, and four other countries report their headline and core
CPIs along with the CPI components for durable goods, nondurable goods, and services.
The US rates stand out as the highest across-the-board with the exception of the CPI
energy component (included in the nondurable goods category) (Fig. 8, Fig. 9, Fig. 10, Fig.

11, and Fig. 12).
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The biggest outlier is the US CPI inflation rate for durable goods at 18.7% during February.
The other countries had mid- to low-single-digit readings. We think that the three rounds of
“helicopter money” from the US Treasury during 2020 and 2021 explain the divergence.
Agreeing with our assessment is a March 28 article by four economists at the Federal
Reserve Bank of San Francisco titled “Why Is U.S. Inflation Higher than in Other
Countries?” They conclude that “these dynamics ... may have contributed to about 3
percentage points of the rise in U.S. inflation through the end of 2021.”

(4) Global stagflation. Based on all the above, the conclusion is that the global economy is
experiencing a stagflationary episode similar in many ways to the inflationary slow-growth
environment of the 1970s. The question is: How long will it last? That depends on whether
inflation will come down mostly on its own with some help from tighter central bank
monetary policies—resulting in a global soft landing—or whether it will come down only if
central bankers force it to, causing a global recession. That would entail a hard landing.

Inflation: Can the Fed Bring It Down Without a Recession? To answer the question
posed above, let’s focus on the Fed. If the Fed can engineer a soft landing, then that would
increase the odds of a soft landing for the global economy. Consider the following:

(1) They are all hawks now. Fed officials turned increasingly hawkish last week. As a result,
the markets now are expecting a series of 50bps hikes in the federal funds rate rather than
increments of 25bps. That would get the rate up sooner to the median 2.80% projected by
the FOMC'’s participants in their March 16 Summary of Economic Projections (SEP). That
would be above the 2.40% rate that the committee deems to be the “longer-run” neutral
rate.

(2) Inflation should moderate. The headline PCED inflation rate was 6.4% during February
(Fig. 13). We forecast it will peak between 6.0%-7.0% by mid-year before falling to 4.0%-
5.0% during H2-2022. Next year, we expect it will be down to 3.0%-4.0%. That would still
leave it above the federal funds rate, which might be between 2.75% and 3.00% by mid-
2023 given the SEP projections and the FOMC’s more hawkish stance.

(3) Doves in hawks’ clothing. Melissa and | expect that the Fed’s doves, who have
converted to hawks recently, will be increasingly dovish again once inflation shows
convincing signs of abating. They are likely to resist tightening to the point of causing a
recession. Indeed, if inflation does moderate to 3.0%-4.0%, the doves are likely to argue
that’s a tolerable range. We wouldn’t be surprised to hear some call for raising the Fed'’s
inflation target from 2.0% to 3.0%.


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9CX3q90pV1-WJV7CgJNmW5NpXyw3P5zVfW308spP3gsthPW4h-t62452tPvW4hwl-l4HWQWrVHbV0p3TFKZBW5D9Q979f8Yk_W6RrNNK3xRt5qW2JtvVQ4KVGCjW38jTG-2B9Kb3N97qyjjcP98WW6mJ7hY6VK9rMW663hm65-PBDrN3c6mBKYxrzXW54pTRN6TYFcXW948b1F1G4Xv0W1fLw2f3qQmg1W4hT2v_2Lmw4vW4-Z1fQ8sb_QwW1vm5fz8XmFvxW4hpZkH4R9xfvW627x198Z4h58W6R3jmc1SC34tN47sH8T7sNxYW195HYb6BQpNwW2Vgb652HrgWfVn0Zmg2mlwpY3mZ01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9CX3q90pV1-WJV7CgWxgW13sSWT4cwwBzN1gSC_kcNmcWW5rjtvQ44_WH9W93dcGV1VXnvhN5PgM-9vY2f4W5J9y8C3Ywqm9VPYKmH4-2gZ2VRsgyJ6G9br2VRVHJ94WLyNxW8zvH5G7qq0TNW5K30Ys5Rw1zlW59zdnZ7rlyy8W9lm4S57pzxr2W8BK2vd7n3skgW1jfzZS5dFhXYN4J5Q-51RbVJW4bqRjv20Ym8pW1S_24y3l7Dy3W95m6MJ6cFCXtW48DHT14sQ3DWW8rXnbf42nlYGW5VFs5V3zldFHW99-nz41Mt3_hW4pdjQr5dDq7vW25H-h_4c5w4VW8FngJp7VsH1Q3byW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgT-nW3yR3QV7BQm4bN1_6RC1-wkZrW5f8gTw5g_21NW1LGHBX91nnt3W8M452_1qZkptW6HyQ_s93C-ftW7rWwqY6ynP-8W6xK_nz4hC_Z_W89H18m6bFKFvW3M84tZ6hKXJ8W2_RFnY51xc-PW5ljZsd4rKWfmW6NGHlV1nrrp9W5rxsmY8wTLjrW94t13l3065M7W1RhZvv4xxyv0W73YNj460SvqQW3YlDKJ7_W6xCW78c6y_7dqLT9W6q4xJr91FW-4N8tY4xR78R8mN3-SQqLMlL4N3jQd1

(4) Sure way to bring down inflation. Of course, inflation could be even more persistent and
higher for longer than our forecast anticipates. In that case, the odds of a recession would
increase along with the odds of a tighter-for-longer monetary policy. As we’ve previously
shown, the history of the CPI inflation rate since the early 1920s shows that recessions
always bring it down (Fig. 14).

(5) Used car prices probably peaking. Debbie and | are counting on a significant easing of
durable goods inflation to moderate the overall inflation rate. But that downward pressure
should be partly offset by higher rent inflation. We may be starting to see a top in used car
inflation. The Manheim Index, reflecting wholesale prices of used cars, rose 24.7% yly
during March, down from 46.6% at the end of last year (Fig. 15).

(6) Consumers still in good shape. Tighter monetary policy with rising interest rates, along
with the satisfaction of lots of pent-up demand, should weigh on demand for consumer
durables. So should a slowdown in home sales now that mortgage rates have spiked. The
recession risk largely depends on the impact of tighter credit conditions on consumer
spending on housing and housing-related goods.

It's hard to worry about consumer spending given that consumer credit jumped $41.8 billion
during February, a record high (Fig. 16). Revolving credit rose $18.0 billion during February.
Nonrevolving credit, typically auto and student loans, rose $23.8 billion. The increase was
primarily due to the unusual timing of student loan borrowing this year. In addition, the
41.2% and 12.4% yly increases in used and new autos are forcing consumers to borrow
more to purchase them.

In addition, personal saving over the past 24 months through February totaled a record $2.6
trillion (Fig. 17)! Oh, and initial unemployment claims fell to 166,000 during the week of April
2, the lowest since November 1968 (Fig. 18).

(7) No recession in 2-year yield minus FFR spread. What about the narrowing yield spread
between the 10-year and 2-year Treasuries? During the Q&A session following his March
21 speech, Fed Chair Jerome Powell countered that the yield spread between the 18-month
forward 3-month Treasury and the current 3-month Treasury actually has steepened,
signaling economic growth. Powell’s response reflects a recent FEDS Notes titled “(Don’t
Fear) The Yield Curve, Reprise.”

Powell’s yield spread closely tracks the one between the 2-year Treasury note and the
federal funds rate (FFR). The 2-year yield tends to do a good job of predicting where the
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FFR will be a year from now (Fig. 19). It's currently predicting that the FFR will rise from
0.50% now to 2.50% by early April 2023. Like other yield-curve spreads, this one tends to
invert about a year before recessions (Fig. 20). It tends to widen before recessions are over
and to continue doing so during economic recoveries and expansions.

There's certainly no recession signal in this spread currently. When the 2-year yield starts
showing signs of peaking, that could augur the end of the current monetary tightening cycle
and signal an increasing risk of a recession. It wouldn't rule out a soft landing, which
occurred once in the mid-1980s and twice during the 1990s following inversions of this
spread. The odds of a soft landing or a recession seem to be higher once the FFR peaks
(perhaps a year from now) than currently.

Bonds: The Vigilantes Are Back. There are two songs titled “Back in the Saddle.” One
was the signature song of American cowboy entertainer Gene Autry, released in 1939. The
other was released by American heavy metal band Aerosmith in 1976. Last year, the Bond
Vigilantes were singing Autry’s soothing song. So far, this year, they’ve turned into the Wild
Bunch singing the Aerosmith song.

What happened? And how much wilder will they be? Consider the following:

(1) Delayed reaction to inflation. The CPI inflation rate rose from 2.6% y/y during March
2021 to 7.9% during February of this year. Over the same period, the 10-year US Treasury
yield rose from 1.5% to 2.0% (Fig. 217). The bond yield was way behind the inflation curve
over those 12 months. It was also well below the copper/gold price ratio, which implied that
the yield should have been closer to 2.50% (Fig. 22). Since February of this year, the bond
yield has caught up with the ratio but remains well behind the inflation curve.

(2) The Fed terminates QE4ever. With the benefit of hindsight, it's clear that the Fed’s
QE4ever purchases of $120 billion per month in the bond market contributed to keeping a
lid on the bond yield last year. The program was terminated in March. The Minutes of the
March 15-16 FOMC meeting were released last week on Wednesday, April 6. They
suggested that the Fed’s balance sheet will be reduced by $95 billion per month starting in
May. No wonder the bond yield finally rose to 2.50% last week! Next stop is likely to be
3.00%. If and when it gets there, we will assess the likelihood of the yield moving toward
3.50%-4.00%. Currently, that seems possible, but not likely.

(3) The end of the secular bull market? We may be seeing the end of the secular bull
market in bonds. A decisive jump in the yield above 3.00% would certainly break the
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downtrend line in the yield chart since the mid-1980s (Fig. 23). More likely, in our opinion, is
that the bond yield will base between 2.00% and 3.00% for the next several years.

(4) Compounding the deficit problem. Among the most unsettling issues in the financial
markets is the impact of rising interest rates on the federal deficit. Net interest paid by the
federal government totaled $382 billion over the 12 months through February (Fig. 24). That
implies that the government paid an average interest rate of 1.6% on the $23.8 trillion in
publicly held Treasuries during February. Here are the net interest costs at higher average
interest rates: 2.0% ($476 billion), 3.0% ($713 billion), 4.0% ($951 billion), and 5.0%
($1,189 billion).

Equities: Getting Defensive Again. The S&P 500 dropped 13.0% from its record high on
January 3 through March 8. It rebounded 11.1% through March 29. Since then, it has lost
3.0% through Friday’s close as stock investors turned more defensive on the increasingly
hawkish squawks coming from Fed officials. Particularly unnerving was to hear Fed
Governor Lael Brainard, the most dovish member of the Fed’s Board of Governors, say on
April 5: “It is of paramount importance to get inflation down. Accordingly, the Committee will
continue tightening monetary policy methodically through a series of interest rate increases
and by starting to reduce the balance sheet at a rapid pace as soon as our May meeting.”

Legendary investor Martin Zweig famously wrote “Don’t fight the Fed.” Today, the mantra
for many investors is “Don’t fight the Fed when it is fighting inflation.” We agree with that,
but it's not as bearish as it sounds. We think it means that the S&P 500 will remain in a
volatile range, say 4200-5000, this year. We expect a higher range of 4800-5700 next year.
Offsetting the Fed’'s hawkishness are lots of excess liquidity accumulated over the past two
years; corporate earnings getting a boost from inflation; valuation multiples staying relatively
high, mostly for the MegaCap-8 (eight stocks with among the largest capitalizations in the
S&P 500); and global investors viewing the US as a safe haven in an unsafe world.

The forward earnings of the S&P 500 remains on a sharp uptrend in record-high territory
(Fig. 25). The forward P/E of the S&P 500 remained relatively high at 19.3 as of Friday’s
close (Fig. 26). The forward P/E of S&P 500 Growth was 23.9, while that of S&P 500 Value
was 16.5. The valuation multiple of the MegaCap-8 was 28.5; excluding the MegaCap-8,
the S&P 500 forward P/E was 17.8.

Finally, we asked our friend Joe Feshbach for his observations on the financial markets
from a technical perspective. He writes that the uptrends in both bond market yields and the
US dollar are starting to show signs of overextension. The stock market remains in a mini-
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downtrend within a wider trading range that began 10 days ago with very low put/call ratios.
Oil prices continue the process of forming a top.

Movie. “Against the Ice” (+ + +) (link) is a docudrama about a remarkable pair of Danish
explorers who were sent by the Danish government in 1909 to prove that Greenland was
only one island owned by Denmark, to settle a territorial dispute with America, which had
claimed rights to what it thought was a second island. One critic described the film as “a
good-looking but glacial trudge through a snowbound true story.” For me, much more
interesting than the story itself was seeing the courage and survival skills necessary for the
explorers to accept the challenge.

Calendars

US: Mon: Bowman; Evans. Tues: Headline & Core CPI 1.2%m/m/8.5%yly &
0.5%m/m/6.6%y/y; NFIB Small Business Optimism Index; OPEC Monthly Report; Federal
Budget Balance -$49.5b; Brainard. (Bloomberg estimates)

Global: Mon: UK GDP; UK Headline & Manufacturing Industrial Production
0.3%m/m/2.1%yly & 0.3%m/m/3.0%y/y; UK NIESR Monthly GDP Tracker; UK Trade
Balance —£20.0b; Japan PPI 0.9%m/m/9.3%y/y; Kuroda. Tues: Eurozone Economic
Sentiment; Germany CPI 2.5%m/m/7.3%yly; Germany ZEW Economic Sentiment -48.0; UK
Average Earnings Including & Excluding Bonus 5.4%/4.0%; UK Employment Change
3m/3m & Unemployment Rate 58k/3.9%; China New Loans & Total Social Financing; China
M2; China Trade Balance ¥22.4b; Japan Core Machinery Orders -1.5%m/m/14.5%yly;
Japan M2 3.6%y/y; RBA Interest Rate Decision 1.25%. (Bloomberg estimates)

Strategy Indicators

Global Stock Markets Performance (link): The US MSCI index posted its first drop in four
weeks, falling 1.5% last week to 7.2% below its record high on December 27. The index
ranked 26th of the 48 global stock markets we follow in a week when 13 of the 48 countries
rose in US dollar terms and the AC World ex-US index dropped 1.5% to 11.6% below its
June 15, 2021 record high. Australia and Canada were the only countries to trade within 1%
of their record highs in dollar terms during the week. EMEA was the best-performing region


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgJQFN5M3dFxhK7D6V-7PZP48MgXgW56VHRz4lBjkWV9H73x14RNfkW7MqFH_4mVNn4W1RY6Y-59V1Z-N2QMb3XwmKmhW7D9rVJ8r_1gwW6VMc6l3hDGtvW3GyQXL62FhK3W8S4cNN90GG-bW2p3nfk5C26NhW5_KDb185WdwzW6LTTzx7_Vg1pW3rt-MM2mkdxVW4L6R2z6YLv8SVnq565916sVwN8Mdw1vcGvkDW4ng6n45_T84sW5YMNMH1MV-TyW8TF3Rh513229W8KdZ2g5_SlZq3ktd1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgDDzW8f3Z2_8w2kb_W1R3jMl517_r4W8fhydW12lgQYW99Swfn1vZLBmW5L3Vky2rZwXDW5S_Lvx49GZxxVQC5PG4By2H1N5cdKQw-8vDCW6MTwz_5jc7Q7W2xh5T64z6NTjW4DwDpG7MfnCNW33RLbX6rMnR7W3TClvB39Qj6bN8PySmjxGpPkW7JK_VT4XHgNSW6m9H0X2DsXYWN5Qh3G88RJNMW1MBLpD4lGYtHW7lllS_9c-cWpW4phHBC23QPZdM_DtvPhvhbnW7Bm2WD87MGnM3h7m1

last week with a gain of 1.3%, followed by BRIC (-1.1%) and EAFE (-1.5). EM Eastern
Europe was the biggest underperformer with a decline of 5.5%, followed by EM Latin
America (-3.8), EMU (-2.8), and EM Asia (-1.6). Turkey was the best-performing country last
week, rising 5.1%, followed by Jordan (3.8), Norway (2.0), and Portugal (1.6). Among the 23
countries that underperformed the AC World ex-US MSCI last week, Sri Lanka tumbled
16.0%, followed by Hungary (-11.5), Peru (-9.4), Poland (-5.2), and Austria (-5.0). The US
MSCTI’s ytd ranking dropped to 28/49 from 26/49 a week earlier, though its 6.6% decline is
less than the 7.6% drop for the AC World ex-US. EM Latin America has risen 23.5% ytd and
is the only region outperforming the AC World ex-US. The laggards: EM Eastern Europe (-
79.5), EMEA (-23.0), EMU (-14.2), BRIC (-13.5), EM Asia (-10.1), and EAFE (-8.4). The
best country performers so far in 2022: Brazil (32.8), Colombia (31.9), Chile (25.3), Peru
(22.6), and Argentina (21.2). Apart from Russia, in which investors have lost 100.0%, here
are the worst-performing countries ytd: Sri Lanka (-61.6), Hungary (-28.9), Egypt (-25.5),
Ireland (-24.3), and Austria (-23.7).

S&P 1500/500/400/600 Performance (link): All three of these indexes fell last week and
both MidCap, and SmallCap dropped back into a correction. LargeCap was the smallest
decliner with a drop of 1.3%, ahead of MidCap (-3.4%) and SmallCap (-4.4). LargeCap is
now 6.4% below its record high on January 3. MidCap ended the week 10.1% below its
record high on November 16, and SmallCap fell to 13.2% below its November 8 record
high. Just seven of the 33 sectors rose last week, down from 18 rising a week earlier.
LargeCap Health Care was the best performer for the week with a gain of 3.4%, followed by
LargeCap Energy (3.2%), LargeCap Consumer Staples (2.7), LargeCap Utilities (1.9), and
SmallCap Energy (0.9). SmallCap Tech was the biggest underperformer last week with a
decline of 7.1%, followed by SmallCap Industrials (-5.9), SmallCap Financials (-5.8),
MidCap Tech (-5.6), and SmallCap Real Estate (-5.6). In terms of 2022’s ytd performance,
all three indexes are down ytd. LargeCap is down 5.8% ytd, less than the declines for
MidCap (-7.9) and SmallCap (-9.2). Eight of the 33 sectors are positive so far in 2022,
unchanged from a week earlier. Energy continues to dominate the top performers:
SmallCap Energy (49.4), LargeCap Energy (43.3), MidCap Energy (38.9), LargeCap
Utilities (7.5), and MidCap Materials (6.1). The biggest ytd laggards: SmallCap Consumer
Discretionary (-19.8), MidCap Consumer Discretionary (-17.5), SmallCap Tech (-16.4),
MidCap Tech (-13.9), and LargeCap Communication Services (-13.7).

S&P 500 Sectors and Industries Performance (/ink): Five of the 11 S&P 500 sectors rose
last week and seven outperformed the composite index’s 1.3% decline. That compares to a
0.1% rise for the S&P 500 a week earlier, when six sectors rose and six outperformed the
index. Health Care was the top performer with a gain of 3.4%, ahead of Energy (3.2%),


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgGPdW6l7vNJ8mf3ryW747qry3my2RsW2-LDnc43F2jcW8Km3-p3385zvW2T237Z2fGXGPN29WmqFz774FW1N4qkq2Hplk4N5Qfn0NB496xW3VHGV34jxZf0W5Jv8kc2394m9W1P68FB77TPWGW2nWWk338N6K9W8vH0Px82dbJLW4MHjhT8BJ8RjW7y1HQV2FNjZBW5Nx8gx1jDKFGW1yXn5q5JwQM3W8vRsD58ynQPNW646QX56b272hW3NTgf-7gS43dW4LGSMs11PkgyW1G9myq9kldGW3nn31
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgBQtW6T2BB07tC0YJW53dHRM7wHks2W4-2Wzq87X_cLW7c18P34YP6X0W8Y54vT54xWnVW67rknp46wkRtVZYwHx6BsD27W1khZQp4FQBMSN4M3-fF_cSVYW38xssS8FCdGKN1Dy3cFD25DFW43SfDh8yfSj8W3W_PL114rHXHW7x3bVw1xQxC5W4M-6SZ5FvVFQN8jlJlwCvsL7W7fn0b-7v7HZ9W13t8R99cdgW2W7jXlBr2cdfGVVTR8X_27Rb-vW4jCfwv930k0BW6-hVd03xwLQb3pQb1

Consumer Staples (2.7), Utilities (1.9), Real Estate (0.8), Materials (-0.8), and Financials (-
1.0). The worst performers: Tech (-4.0), Consumer Discretionary (-3.3), Communication
Services (-2.7), and Industrials (-2.6). The S&P 500 is down 5.8% so far in 2022, with four
sectors in positive territory and seven ahead of the index. That compares to just two sectors
positive ytd a week earlier. The best performers in 2022 to date: Energy (43.3), Ultilities
(7.5), Consumer Staples (2.3), Health Care (1.3), Materials (-2.5), Financials (-3.1), and
Real Estate (-4.3). The ytd laggards: Communication Services (-13.7), Tech (-12.4),
Consumer Discretionary (-12.0), and Industrials (-5.9).

S&P 500 Technical Indicators (/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 sixth time in nine weeks. The index closed above its 50-dma for a fourth week after
being below for nine weeks, but closed below its 200-dma for the seventh time in nine
weeks. It had been above its 200-dma for 81 straight weeks through early February. The
S&P 500’s 50-dma moved higher for a second week after dropping for 11 weeks, but the
index fell to 1.4% above its 50-dma from 3.0% above a week earlier. That’s up from a 23-
month low of 7.5% below its 50-dma in late February and compares to a 27-week high of
4.9% in early November. 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
since it was 29.7% below on Black Monday, October 19, 1987. The price index fell to 0.3%
below its rising 200-dma from 1.1% above its rising 200-dma a week earlier. That’s up from
a 23-month low of 6.8% below its falling 200-dma on March 14 and is down sharply from
10.8% above its rising 200-dma 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 during the Great Virus Crisis on March 23, 2020—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 (l/ink): Seven of the 11 S&P 500 sectors traded
above their 50-dmas last week, down from 10 a week earlier. Joining Financials in that club
were Communication Services, Industrials, and Tech. During late February, Energy had
been the only sector above its 50-dma. Seven sectors have a rising 50-dma, down from 10
a week earlier. Financials, Industrials, and Tech joined Communication Services as the only
sectors in the falling 50-dma club. Looking at the more stable longer-term 200-dmas, six
sectors are above now, down from seven a week earlier. Tech dropped below in the latest
week, joining Communication Services, Consumer Discretionary, Financials, and Industrials


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgHMjW1PCQ7t7bHmn9W8sVgz23-M1YMW4CGhL_7d1v9wW1qY1N-2pSWXfN5G8r9j4f82ZN6XZBV0pz2XRW6Tn2yb2CNx_QW4KBLkb4h-BBSMH4wVcxlh5SW5-0kLQ3GbZDRN5PMYGtH3YDzW355Wxh9grDlMW7V-GZk6kR6SKW8v3RG173YlwnW7F8smW3zHmcbW41GB5z11Wjc7W4FR2N08N8tHBW2Qjpy19cDjT1W7lM4073T2835W4bvjMV2y2hRpW1vxJcQ3Jk082W4_0QSY2WSMbw31yC1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgJvQW53GHTd92qKbRW16Tl4Y62ntf7W4p8bm-3CGjyTN5Pt6l-pYM6yW1nzmBW9kkV-kW8bBq8B4hZZCdW72g3xs2QPcqLW1dh1w241zHBDW6Mv9882H_cSmVS7XkM8nQGmhV4bXQv3JV_yHW2jd44b3B5-r4W47_pFw10zlPcW5rDQhg8V_P5TW6GP5zR25vVF6W7T-rFP6zS4n1W1pc7Xg2R9p79W8GlDpJ19XfG7W8-w6rB2qN6v7N2PkK8X68RmMW5wxkCL8JDp74W5wSc0S1GbThz3p2g1

in that club. For perspective, at the depths of the Great Virus Crisis in April 2020, Health
Care was the only sector trading above its 200-dma. Eight sectors have a rising 200-dma,
down from nine a week earlier, as Consumer Discretionary turned down in the latest week
and joined Communication Services and Industrials in the declining 200-dma club.

Global Economic Indicators

Eurozone Retail Sales (link): Eurozone retail sales in February fell short of expectations,
climbing 0.3% (half the 0.6% expected gain) to within 1.8% of last June’s record high. Sales
of automotive fuel (3.2%) posted the largest increase, likely price-related, while nonfood
products ex fuel advanced 0.8%; sales of food, drinks & tobacco slipped 0.5%. Data are
available for three of the Eurozone’s four largest economies: Spain recorded the strongest
gain, climbing 1.2% in February, after falling 6.1% during the two months ending January,
while German sales posted its first gain in three months, edging up 0.3%. Meanwhile, sales
in France contracted 0.6% in February after advancing 2.8% during the six months through
January to a new record high. Overall sales increased 5.0% y/y in February, slowing from
8.4% in January, as the yearly rate of non-food products slowed from 16.1% to 9.3% yly.
Sales of automotive fuels (12.0% y/y) continued to expand at a double-digit rate, while sales
of foods, drink & tobacco (-2.0) was slightly below a year ago. Sales in Germany were up a
still impressive 7.2% y/y—though slower than January’s 10.4%, while sales in France (4.4)
and France (1.6) were in the low single digits.

Germany Industrial Production (/ink): Germany’s headline industrial production measure,
which includes construction, extended its winning streak to five months in February,
increasing 0.2% m/m and 5.1% over the period—though February’s rate was roughly a
quarter of the average 0.9% monthly increase the prior four months. Excluding construction,
output was up 0.4 and 5.4% over the comparable periods. The measures including and
excluding construction were 3.8% and 4.8% below their pre-pandemic levels. The Economy
Ministry warns that the production gap caused by shortages is unlikely to be closed anytime
soon due to the uncertainty caused by the war. Three of the four main industrial groupings
increased in February, though only consumer nondurable goods output is showing signs of
life, climbing 4.9% in February and 7.8% ytd to its highest level since September 2018.
Output of intermediate goods advanced for the fifth month, by a total of 3.3%, moving to the
top of its recent flat trend, while production of consumer durable goods continued it up-and-
down pattern—fluctuating in a volatile flat trend below recent highs. Capital goods
production contracted 2.0% following a two-month gain of 3.1%. Meanwhile, German
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7Cg-h2W5vYq-G76cB8gW7DrbyL8yHC9NW8H3XS44-rDNqW69CKvd8splXxW2LT7-c8nHRrpW2Vd5W077LSdMW25GKlw9k71kpW2BtBrg8Y0w-MN2v-6sG_8Z74W6mgrmP79YXZ8N8W7KbyGf_jqVDfznt2nn57HW2CC7358V5VTWW5jy3_Z2kQb0bMkL87rgn-7vW4xMwbN8fXfTXW131kD31xFCm7W2sjTpf5Zz0NrW8kP9cB2hxLwNW7FkPcB3ZhgPNW3TBjwj6_3jc4W7PSLCV7FhTPg3k1k1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXhkjd3TrswbW1yXQz55nFKCKW2dmkKk4HK8YNN8tN9Ck3q8_QV1-WJV7CgJ0PW1dVSjx3K0WSGW4fCkCd5xDhdkW728YtM8lfdNhW4dgWss1Ctq-nW7j7f_78v_MrxW3l_T436Dhv9wW2MT-hh27RFg_W73-ksY96Q2vMW6VYx6g7ylHjZW63Nd3Q4NrCNYW7TjS4j5Jg22KW1ctv0W5qlx3DN92FVrBxrY0cN7nQWv5Cm3-nW3vlJTs66gCDgW8lKz0f2kFytPW6-lhs44QJJCMW3WGNQm86kkK-W8J6Gf75PqXGkW6NyW314wwQR7W5GYP9k8JxbJ7W1--mrt1CKfWS3hyx1

business confidence collapsed 7.7 points in March to 90.8—with the manufacturing
expectations component plummeting a record 40.5 points to -29.5.
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