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Strategy I: 1987-Style Bear Market? I’ve recently been asked when was the last time we 
had a P/E-led bear market while earnings continued to increase. The obvious answer is 
1987. Our monthly Blue Angels framework, which starts in late 1978, shows that the S&P 
500 dropped 33.5% from August 25, 1987 through December 4, 1987 (Fig. 1). From August 
through December, the forward P/E fell from 14.8 to 10.5. Over that same period, forward 
earnings rose 6.3%. The bear market lasted just 101 calendar days. 
  
Of course, during the latest bull market, there have been 72 panic attacks, by our count, 
from 2009 through 2021 that included six corrections of 10%-20%. But none of them turned 
into bear markets because the swoons in the P/Es were quickly reversed once investors got 
over their fears of an imminent recession, as confirmed by the ongoing uptrend in forward 
earnings (Fig. 2 and Fig. 3). Arguably, the 33.9% drop in the S&P 500 in early 2020 was a 
bear market, but it lasted only 32 calendar days. So we included it in our list of panic 
attacks. 
  
The jury is out on the latest correction. The S&P 500 fell 16.8% from January 3 through May 
9. If it falls another 3.9%, the jury would have to come back with the obvious verdict: The 
correction has turned into a bear market. The selloff so far was triggered by two much more 
persistent panic attacks than the previous 72. On January 5, the Fed released the minutes 
of the December 14-15, 2021 FOMC meeting revealing that the committee's members were 
turning much more hawkish and were discussing quantitative tightening. The consequences 
of both developments are still ongoing and not in a good way for stocks and bonds. 
  

 

Check out the accompanying chart collection. 
  
Executive Summary: The S&P 500 is undergoing a correction more persistent than the 72 panic 
attacks we’ve counted during this bull market, but will it become a bear market? The jury is still out. 
There is precedent for a valuation-led bear market despite stellar corporate fundamentals, during 
1987. There was no recession that time, and the bear market was short-lived. … Is the real earnings 
yield as bearish as it seems? … Also: We look at what stock markets do during inflationary periods. … 
And: The collective voice of small business suggests the economy is in a stagflationary funk. … 
Finally: A look at what’s happening on Japan’s monetary and fiscal policy fronts. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgV0fW24phf28rD3jKW4ncspr2hlF_fW6kThDZ4PKjF3W7SP0CN102G8mW1M1pDf5V5HZxW8630tN8cZG57W5Z4Lnd8FD2Y3W22Yy0k80Jd6GW50Bl7029tWymW2BN6M37mf-L_W7zy_P73fdncYW5ZWDsZ6SVMc0W478YMp35h64mW1rwXGd5lKC5jW6Z9r6331JTZTW5n5V_Z6DZcFtW64j06Z8JrqX6W14QwW02tCmBCW6dGgCf2WJT6NW1GfNMf8DZ6wpW22-K0x4CtN_1W4N-38N8s0Rd33p901
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dzp3q905V1-WJV7CgKZdW7HpGFl3S3XwDN3zG6pM7zcFbW956GzJ582N6DN2-5zx-D3lKMW4mLqBT2l6D-dW6z_P3l4N6W6ZW93yx0Z84_FTSW3D0y5x5_hrMbN2qq29HpDBfsW1JWMqw57KkGhW539CS02xLHL_VldFN82psSkZW3k06738tprRsN6dsZLCRFys5W5Wth5Z3jYrgsW2kMzlV42hpytW4z53YH2TmJN7VHYbgZ8VtG9MW3XNNmg6VwdxMW5F5l8r8rqZTKW6rgvZG5hHN5mW59c4861RHR2pW5WVbyS1ZmgnQW5MbF8Q2kqDmG36M91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgFDHW4TPJPB7TwT3_W22hxMz152Lp1W77Wqj74Db7qDW7yhFKb1VWYz7W18s5pd1R3GZQW325LGV59v4ChW3NhJMT83phF7W94p9d_58-0w1W90pDWL1PzPqRW29tP403VcLbFVzKg222RQVxwW7FjFhz8gzx_SW62GT0R3vlGkjW4k6Lnw16L-NMW3XSFHP6Q5DMmW7bDmWw7z2NWbW3cF3kZ7K5cf_W2jlfr53pfZDZVhXhjk7LTkZZN2Pxf24j2npFW7YvRPm32HYfBW6YKw3H6GwXd-3bhZ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgHJXW26q9xW9fLThkW1264Tc899rvmW733j6h3gLpmcW1FhzHP1-bfM6W7cSNm18gDzcJW13xTy_72lMVTW2nFtS-3TC9FcW8hB6YH5TytT9N7MbtsDXpxykW7jGm-l1Kygl5W42sRyS3QmBVRW1cFwds8W6tDwN7DjCkq5ySMsW8wzSSx4N0szyW63FXx-34T7psW2-H9vG3g4QwxW3416z87t00DcW8GMCXP7y8CxJW7kjQyk9d2sfsW7bD_9m4YxT1HW70YqX96bXJpSW8-dkJ753nvWD39FR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX3CLS8QvD1mN4LCdFpw2YykW2C4PM94JX7fsN8rPF573q8_QV1-WJV7CgVQnN13PQ19JVPLPW4VwNTk5CTPPfW6zKyjZ6scDYsW7wVL7n5cTJvXW7gSp5N575kJzW6KYWNl5R2MqYW5Y0xp22fnYnjF7dH34Vq-zSW3hKPjG6nQQytW5V-xW52DxB2bW6nvNz76rz3HcN4rk3SQ3QzM0W8VV2Zw9cBdWKW14kVb11CD0D0W3PJ08K7zXjcWW4-4j4h6KycKXW3Bhmhw1DMZt_W3WfwqL1q4yzxW5Bb6WT3s0kb7W1M2DlM4_bgBfW9fzcXB3NQgY-W888Cp51kPbvY35LY1
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Nevertheless, even if the current selloff turns into a bear market, it could be short-lived, 
much as was the 1987 episode. As we’ve been monitoring every week since the start of the 
correction, the forward revenues and forward earnings (both on a per-share basis) and the 
forward profit margins of the S&P 500/400/600 have remained on solid upward trends rising 
in record high-territory (Fig. 4, Fig. 5, and Fig. 6). 
  
Of course, the big difference between now and 1987 is that inflation is a much more serious 
problem currently. In response to the 1987 stock crash, then-Fed Chair Alan Greenspan 
first introduced the Fed Put. This is the first year since then that the markets have been 
forced to discount that the Fed can’t provide the put because it must fight inflation. Hence, 
market participants have concluded that it’s never a good idea to fight the Fed, especially 
when the Fed is fighting inflation. 
  
While the bulls (including yours truly) have been getting clawed by the bear, we are hoping 
that there will be less inflation for the Fed to fight in coming months. On Monday, Debbie 
and I observed that the 3-month inflation rates at annual rates have fallen below their 12-
month rates for several key measures of consumer prices and wages. 
  
On Tuesday, the survey of consumers’ expectations conducted monthly by the Federal 
Reserve Bank of New York found a slight downtick in the one-year series of consumers’ 
expected inflation rate from 6.6% in March to 6.4% in April (Fig. 7 and Fig. 8). That’s not 
much, but at least it wasn’t an uptick. Not surprisingly, this series closely tracks the actual 
headline PCED inflation rate. 
  
This morning, we will get to see the April CPI. 
  
Strategy II: Real Earnings Yield. With the benefit of hindsight, one of the valuation 
measures that signaled imminent trouble for stocks was the real earnings yield (Fig. 9 and 
Fig. 10). It tends to signal an impending recession when it turns negative, i.e., when the 
spread between the nominal earnings yield of the S&P 500 and the y/y CPI inflation turns 
negative. It hasn’t called every bear market, but it has called many of them. This time, it first 
turned slightly negative (-0.2%) during Q2-2021 and significantly negative during Q1-2022 (-
3.9%). 
  
Interestingly, the real earnings yield works relatively well as a business-cycle indicator. It 
tends to turn negative before recessions. Indeed, it is highly correlated with both the Index 
of Leading Economic Indicators (LEI) on a y/y basis and the spread between the 10-year 
Treasury yield and the federal funds rate, which is one of the 10 components of the LEI 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgJB2W621_1V2H4xfgW730bhP83Fw2DW8gRGc65blyWjW2jBYch6QbG93W2qpX4z4ZRb78W88MTX22p1XPZW5ffDKT5Ppn-RW7DSKnT3cfPm4W3rJL3c8xbVrfW71K1mh223jZJW6_Nt8p72y3dYW7xydsn6RHW_1W72zb5t2-3qNPW1GKGq510jgGVW3y_bvp3d1LvFVkFdlf52Wk_zVnfGYX5S59QBW4qCgfW5YSyYxW2FKSDN3r3ShKW7p5l124lRxyvW8b2ksR8FnD_dW6BfLps3Y5Rf634GS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgFycW7tq5BN5_Ly-LN3nZsZcdXMY3W7SSLq-5r8J2CW1Swrvg6l9nlgW1M3Q5J77c7L1W6Z4Pd32082ypW9kwCyK4Zn0XFW1p5yX61VJdpmW2tjsJZ4G3Vy1W3vMVLr7hwTQrW4MGyDG5S-jLSW4lBzr817-t43W8ZJz271xhYt9W1XG8mg3d29stW6qxc538xgQXvW6DffLm4DmLCbW3x1y0d7jhm9rW3HJVyY1klkY6W5SD3yh6h37cfN6NmKwpcynyLW8x9Gcf1jxF10W8x9vpM91Yr3W3mZ-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgDdhW51Qc0H69z_gkW7Rf05B7VWw0pW1MJdy04NbpHlW5swQQr7RggngW9b5V1s26SnHvW6h3FBY1Q3B69VZjqzq853glmW378yd14DdmlVW6j9PNW3dcbs9W7bZpGN33vd1-N6NxwRBcnzWBW2xlWfg1yVnXvM3TldCjy3d-W6HKFt72L6xCXW1WbG_84rlFbKW24NJrY3DBVqxW8C9-GW7Q19fDW3VSD_n8jtKvnW3f7Sbw1vRMDwW2JRztG4ZGgFyW4z3r7V5-_0_sW3cffPZ3Fs84034qb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgMRfW5nVQFc3V3NRxW8zKjnh6yZNwmW7gr6w_30pMT5W988GNk5tqmrgW541_Lc6pRhBtW7Qt1498MNR46W8FLw2v1dw-TCW44pB6_8l9KSRW4PxZSV6w6256W5n_NzQ8ymfKDW4GpWBm3zfnfTN1zmQY75wS6yVbMBDS2fmq5XW5Z9FRP23jjdKW45SWwJ7t-KxkN4qPp65xzmsXW7yzs1d1QKvK7W8dC0q65qcFLyW2fWYh_4dTvd_N3rKmXbsS-3FVzGhkl5dQYFkW49D9VT8LXycJ39Fd1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgGwgVB--JZ49f1BJW7VBNY_42nZvrW538GHS8r4lRYW93d4Y533cwvFW2fXHSS4s7jdfW6zqRD51kQHzLW14VGLN4myKkqW46KTvB56_jpnW6yscTr2Y5D7PVm5ddQ21T0McW6n2GPx8mvSdZVFQ70_6brXkMW7QgNDx5yQdj2W5mcP071gMj-SW7_rT_p7kZYggW4sBZjm7zQMmtN5kBjwtXqjK9W7MRng84lW5npW62tCln5HvgH8VzRzTt7_83wGW3CL8pc68bGqtVGZzs86Twcmr3mbw1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgHQVW2fdW_y1znZ55N1yC7jxqJCdnW7YbpmK6gnCbNW7T-5423q3vYrN90Tg31KzKPCW3Tvgdq8JwTQxW6wzQLt3JbBxrW8YVqVX8qFJxMMfkMcLqxY84W4QPXYr1S7BwbN4GxCwmt8hDVTcDVd8HzLvFW9c8Wsx7YXTm6W1dY56G4-4WW3W1V9HGN2DPWBLW3Y1by25Tp594N1KqbY_3V1vKW454xHn3B7Yy3W669YHC3b8fYcW3RjdG92KXGVGVDYyc57Nz5RKN4cNjkkMJ7p03bR01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgFLtW8pKC_P3vvd5HW9fLRkT6yKfvYW1jS6Kf23_XQjW51qwbR2PvfFZW6-p8wq2tgknFN7QCNHkKp6SgVh1kSz8Hzz17W6106BB4zJtgwW7QDRKp2njDTQVnKrz43tcvQ0N6gdQNDLVPxhW1MQJ_x8gnx75W2G47dn3KCQF3W1F4QPW1Ht7mJW2vjMm75Y1d50W2GzKRq2rVMLYVNzXl92nYz6rW40TBPB6_Py1vW5f2CDl6hzczRMJKCRxRXSJwVsF3RY5CNwz2Vz62L343-Dsk3mv91
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(Fig. 11 and Fig. 12). 
  
The good news is that neither the LEI nor the yield-curve spread is currently signaling a 
recession, which reduces the credibility of the signal sent by the negative real earnings 
yield. This is another reason why the current selloff in the stock market might be more like 
1987 than like deeper and longer-lasting bear markets. There was no recession in 1987. 
  
Strategy III: Stock Prices During Great Inflations. What does the S&P 500 do during 
inflationary periods? Since the early 1920s, the CPI inflation rate, on a y/y basis, has had a 
tendency to spike up before recessions and to spike down during and after recessions (Fig. 
13). So, not surprisingly, the inflation rate has a similar relationship with bear markets in the 
S&P 500 (Fig. 14). 
  
The Great Inflation of the 1970s, which actually started in 1965, weighed greatly on the S&P 
500 (Fig. 15). In nominal terms, the index increased just 27.4% over the entire period. 
Adjusted for inflation using the CPI, it fell 48.2% over this entire period. 
  
We continue to expect the current decade will turn out to be more like the Roaring 2020s 
than the Great Inflation of the 2020s. If so, then the outlook remains bright for the S&P 500. 
  
US Economy: Small Business Owners in Foul Mood. April’s survey of small business 
owners was released yesterday by the National Association of Independent Business 
(NFIB). Collectively, they are reporting that the economy is in a stagflationary funk. 
  
On balance, 50.0% of them expect that business conditions will be worse rather than better 
six months from now (Fig. 16). That’s the most pessimistic respondents have been since 
the start of the survey in 1974! The percentage of them planning to raise average selling 
prices was 46.0%. The percentage raising average selling prices was 70.0% (Fig. 17). 
  
If they are right, we will be wrong: Inflation will remain high, and a recession may be already 
underway. 
  
Global Central Banks: BOJ in Neverland. “I trust that many of you are familiar with the 
story of Peter Pan, in which it says, ‘The moment you doubt whether you can fly, you cease 
forever to be able to do it,’” said Bank of Japan Governor Haruhiko Kuroda in 2015. Fast 
forward to 2022, and Kuroda now finds himself with nothing left in his monetary policy toolkit 
but wishful thinking. And he still can’t fly. 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgP_KW2hPQDy5RF_ZkW2q5r404j-XLGW5pLSx07ZCwH_W4gG7_j2JkZDZW6HBc854Xx26kW7XG0cm8Yy3FyW5dv64s4rPRlPW3zhjBl1hK5nLW8VpRyl7bv8lwN4q7gF65Z6XTW6D12wl5PLsrzW8J-x592hgBpcW1pmGHp1H3d5VW5CXmNh1VKGrXW5BxBQ-3JZ0ZnW56mgrH6Sy6c0W5XywT02Zwm8QVkkxwY68JWC3VqnJGs5J10qxW3CNbv_3-n1VCW2BRZ4_62pk1pN85f5lQg-8Nd3n5H1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgFyjW3tnVZ48pXb2JW3v-B1_8dC-lRN8hJr1vbG9xpW1FvFT96bkflGW53VLqn7B7pdFN8VS8wgJ78-LW1Kg8wD8K5v7zW1dcBs43P7PlmW95Fqht4rN8Z9W4x0JqM4qlRFFW6vrwZt81FMmQW2MT6dT2Fr-zKW6YNpk01vKtvwW6xD9ss3t0-MVW8yBMLM2rjfBNW8SC5pP2fHKN6W50ms532GqPvlW5fYGsL19LlNPVVN2gV8Cv5_mW2Z4S9w4-x7_3W41_PDc6xyvFcW21ZDgx8Xngf938YK1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgQ88W9j_NYg3bnSbmVxZttS7djX2WW4kmb8737WnSyW8h8J8j7dLcwVT1GbQ71-DpqVqPwg24fBbXlN5_RvjkTx7F4W4kSp0T8R0K0yVQ4lzc6S_cSBW8qmyKK3p3XzvW7ytSfc1cT2d2W3khVZ58hzYgHW6BktDt1sw3KYW1m38gm2yQHlcW4LTKt03n5rwXW29qwWJ4SLyKlW2jtZKY2N6DrxW5rtYFn3xxH1-W1VtcXF43ZF98N9kTlRSGRxpKW9hGQ4L74q_lGN33lv-jffBGH3ccs1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgQ88W9j_NYg3bnSbmVxZttS7djX2WW4kmb8737WnSyW8h8J8j7dLcwVT1GbQ71-DpqVqPwg24fBbXlN5_RvjkTx7F4W4kSp0T8R0K0yVQ4lzc6S_cSBW8qmyKK3p3XzvW7ytSfc1cT2d2W3khVZ58hzYgHW6BktDt1sw3KYW1m38gm2yQHlcW4LTKt03n5rwXW29qwWJ4SLyKlW2jtZKY2N6DrxW5rtYFn3xxH1-W1VtcXF43ZF98N9kTlRSGRxpKW9hGQ4L74q_lGN33lv-jffBGH3ccs1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgBkbW1m1BNZ49sx3pW4fRv3p31WvWRW6PxtMp4fkg09W3cGlr82Xt0XFW6xqghw19p34jW3wmQCS6h3q3fW6_Kg3p21m86VW5GyH9F8SDySlW5NnPP23fst_vW8_z4VL7RFtcDW4x0RFm5wfxShVFs7pg5Hhrd_N6YFScnZ-71_W66_wpJ4DGSHNW3Lt44f5jnKZJW53bfx486ww4sW2c25mV6rP_XmW7nBzNR8sS6VVW90T6_X4vzQcrW5fhKV-69z_SfW56j-Lz6yvqYpW18kXL63nCXYN3jyH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgWSzN43h4zjL9SXkN7T5KJV69pDlW1kHzsv2VF6sNW5lZLK_1KWX23W45GD2j8dgR6RF3LCm1zckJkW6xyPbX6lWC3WW113XFf3d59YtN13bY7cs9rzzW1MV6Ph1Jnrt4W8sP3Dl3lGzSNW8gs29v2VqfYTW6lxgGD4c_FDZW6LjPB27ngLTVW3Z2mBx3q_z5cW7cm6W5558XBVF3DPWLnYhRFW8j4DwH1KK4SmW8vnqj-1qCVWhW4kDZcC8J6nNqW7MXJJ32X6z_8W4r30Bt85RgBj3fbY1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgP1xW3qMD7C88p254W7LQ_pH7KZwDdW4XZQ3622TXl2W6VShg485cKQ0MlzkPmh4LqpW2MXd6J7s6XjmW4F32bc3hckJXW7YNB2284bl2XW3zrfPh79PSD-W5W6vRK2Z0hVLW8p68wP96wp4qW5yByWd5zYLVzW12rwYP70BwVzW6prVR63bqjHzW8l44mw6cF03VW99mn7d2KN2xjW4Cgtt9256nRJVM3S5G31hdDZW7CVCg46-q1XLW7B8m825P8CVGW94wn0n10BK0mW3-W4mR74wnYS3fLJ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgTq6W11c18f5c43kJW7DG3Cv8Y53RGW2-HRLP2Djdw4VvsK1m18QNGGW3hxs7p5fPTdvW467Lwy5NcWXfW2kptpQ1PTcNBW3XMjH16gLzypW2wHBfk1bKQFhN20QKR1kjMQ7W5Yfh8T3JjgmYW5BDN_x5lwm56N6ZqHh09B-T1N4wd138jSwqgW1G6K1Z3FrJ4bW6NKL9J912JbWW1Grbzd7sn8X5W57zv474KdgdNW5GWp827mF7rBVRb9X37XMlwpW59lxwb6m_6dXW5b8MbX9cYJVx3mts1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgS4WW5b7y9q6Gj5xHW1jFF515JslMyW5Sty8V7YkZ4QW8yrvd098nYYdW65tcsr781tCFW4QM-8F4PBl9MW4S9PMK7ml3lLW2GS7PK3Q4XXTN46LPjqPpqQWN8x30h68H_QmW7j9zhj2HhyYzN6WH334DdZVBW2VfTfk4_H9NDW7_nhFw5ZY7V-W6t9Kb_3x_jYKW5xCZBN160SDKW6DxvL51Wr6H2W8QgHpD3Kwv90W2jb8nH1tWn6hVv2C0X8B3YbzN7lYnBW3WFWtW63rxVS6-dXsW3dLQ1
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The BOJ has been hoping to revive Japan’s economy since it first set negative short-term 
rates during 2016. It has been experimenting with yield-curve control since September 
2016, buying up as many 10-year Japanese government bonds (JGBs) as necessary to 
hold longer-term rates near 0%. 
  
Now with rates still near negative, a balance sheet of over $5 trillion, and inflation just 
beginning to show possible signs of reaching the bank’s 2.0% target while the global 
economy is on the brink, the bank does not have much left it can do to stimulate domestic 
animal spirits. Kuroda and his associates may very well be grounded in negative-interest-
rate-land for the foreseeable future. While the Federal Reserve and European Central Bank 
are moving toward monetary tightening, the BOJ likely will remain an outlier with its 
continued easy stance. The policy focus in Japan is likely to turn to fiscal stimulus. Consider 
the following: 
  
(1) Uninteresting rates. Japan’s short-term interest rates have been set at a negative level 
of -0.1% since February 2016 (Fig. 18). The bank has aimed to achieve 0% yields on 10-
year JGBs by upping its annual purchases from a pace of about 80 trillion yen during 2016 
to an uncapped amount at present. Nevertheless, the bank did clarify in its latest April 28 
monetary policy statement that it would “offer to purchase 10-year JGBs at 0.25 percent 
every business day through fixed-rate purchase operations, unless it is highly likely that no 
bids will be submitted.” 
  
(2) Drowning in assets. Likely, the bank felt the need to clarify its purchases as such 
because the market for such purchases has become limited by the bank’s own behemoth 
balance sheet. In other words, if purchases were to slow, the bank would not want investors 
to mistake that for a tapering signal. Total assets on the bank’s balance sheet have climbed 
to 739 trillion yen ($5.8 trillion) from 457 trillion yen ($4.5 trillion) during September 2016 
(Fig. 19 and Fig. 20). 
  
The bank not only has gobbled up JGBs but also has continued to purchase exchange-
traded funds and Japan real estate investment trusts (with current upper limits of about 12 
trillion yen and about 180 trillion yen, respectively) in addition to commercial paper and 
corporate bonds (at current amounts outstanding of 2 trillion yen and 3 trillion yen, 
respectively). 
  
(3) Inflation doldrums. Since introducing its Quantitative and Qualitative Monetary Easing 
with Yield Curve Control program, the bank has held to its policy aiming to achieve the price 
stability target of 2.0%. It has pledged to expand the monetary base until the y/y rate of 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgJH2W1QRpH31c07GxW3c2tQY1_-WlxVsN5KC6-Q3KcW4QSj-t2jKHPbW7w-H0q2GBd_XW5X7ZQt3BdHssW3--H6k4Nwb9CW35HC877bt-xmVb0qBP2gVm9YW8rnBsZ571X0SW7lmqf34sPGWcW2N6R0p3-Z5HWW3jh-XC1hyrD_VCTbR18SddT0W4cmjdN2Q7zcsW4-fDLS5Q9h22W2hwXgG8Gqw7cW1z7Y0b4XSzNwVlcsXt713D9xW8w6yLP36HVVTVclR_Q3nM-dlV_Md8d33sFwX2B91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824DzJ3q90pV1-WJV7CgWrRW403H2x1ddrMqW4JRwvQ5vCVX4VXmtzZ5BjmP_W38b5v72_XqwKW6-xhqT2M9clVW15KhbM2yFGnRW29zMCJ27K6QkW2-F6Bd5Sqx8_W63p34H1PktpdN2mBLRdYkLF0W4fzks21hnvw-W1qyHxy3V2s7xW1VClX_167f50W6qJpfC1zw1JjW4CFVf33rj6_0W5qFdmc8ygg4LV1zNWW7jdflyW34lSHq83nmkwW6PNhjn1vQ4msW83FzBj58-4NJMYHJqXV9v1yW8vXCWJ1cd7s-W312wqs5Zd-SnW803lHq6Q5lCFW7_G8W58nw8tKW43qjQL2jJSL13m2z1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgNH4N8rC4MBFXy6JW3QskS94lhWBWW7-rpVT76ggCwW4hZCr84jcCq7W2sDsnG38Q8fzMxjd40m-91YW32GSg29bRHt5W5cDz0q98_KzZN7BDMQnc_Tx7W8mm08k6YbsgMW8GJZfX4Y7wJ6W6pC8nG9lT9bwW19QDRb85SQ6kW75Vdm181s4YPN5Q1DPLt5lQzW3YkwYT633RS8T_sv-8ZmXzzW3BY5hD7dWMW3VQj3vS9kmvG8W7ZcSx04-y_7-N2mGRDTRBgzMW5tgP6t95Y_fr3l4l1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgKP9W53B-5k7jLQ5KN5pyrwTw68nxW2Whprm3QBNHGW4q4czW1qhFKnW5WPd1Z3L-yPhW2NlpGV6GclSJW3M8Vx83JLgSxW8Hzj_J3ltdhfW4b1v_C3FT1LLW3zc6-q2mY9l3W3JL7-H5kFmmFW6_l_6M20kmytN6zF_XW8d4lqW7mFv217WCQ5mW2S8z6b1BLRxWW7HfDKL4TsyfNW2yymCJ6sMhW6W37xsnH7t4mpGW8m7G_071Y57RW18qbyD4MJhD7W5bfBR12hrXMKW4Xs97y5_kDJR3b5H1
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increase in the observed core CPI (all items except fresh food) exceeds 2.0% and stays 
stably above the target. 
  
The Minutes of the bank’s March policy meeting released on Monday (preceded by the 
bank’s March 29 Summary of Opinions) showed that bank officials remained steadfast in 
their resolve to maintain easy monetary policy. That’s even though “some” members 
suggested that large firms were raising wages. 
  
Most others on the board were more concerned that the risks to Japan’s economy from 
Russia’s war on Ukraine would keep inflationary pressures subdued, the Minutes showed. 
One member said that overseas economies could be pushed down due to central banks’ 
policy responses to a rise in inflation brought about by the surge in commodity and grain 
prices. 
  
According to the Minutes, “a few” BOJ members noted: “Unlike the United States and the 
United Kingdom, Japan was not in a situation where the inflation rate would likely exceed 
the price stability target of 2 percent in a continuous manner while accompanying a wage-
price spiral, and that it was therefore important for the Bank to continue with monetary 
easing to support the economic recovery from the pandemic.” March data released on 
Monday showed that real wages decreased for the first time in three months. Japan’s core 
CPI has remained at 1.0% or below since April 2015 (Fig. 21). 
  
Nevertheless, Japan’s core CPI has risen since the pandemic pushed the rate down to -
1.0% during December 2020 and is widely expected by analysts to exceed 2.0% from April 
onward, mainly reflecting rising fuel costs, reported Reuters. However, the BOJ has said it 
won’t tighten policy unless rising energy costs lead to price increases more broadly and 
along with wage increases. According to the March Summary of Opinions, the risk of recent 
import prices leading to a sustained increase in consumer inflation is low largely because 
household budgets remain constrained with wages not yet rising. 
  
(4) Zombie dissent. The sole BOJ board member of the nine to dissent to the latest vote, 
Goushi Kataoka, favors lowering short- and long-term interest rates to encourage business’ 
fixed investment for the post-Covid era and wants to see better coordinated fiscal and 
monetary policy. 
  
Indeed, zombies have overtaken the animal spirits when it comes to business investment in 
Japan. The yearly percent change in Japan’s real GDP eked out mere 0.4% growth during 
Q4 (Fig. 22). Gross fixed capital formation (-3.0%) weighed on the Q4 quarterly percent 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824DzJ3q90pV1-WJV7CgN1NN38HkCq1WC6pW6kt1Y92RzVWjW1W4773387Yh5W6yxWr42lLg8bVw_g8h7ydX7XW6FP89k21XFwrW6dhknj2tpHMCN4q0VwhCDVZPW2xljpn3RTTBSW1K3xZs2L2lW3W4nPx4B5Mv64fN4YWQLrrglb8W3T7qjn5b6BhpW3SlZ243BW6QKV7c5fz3vWzx8W3Kn16T7y_sTXW4Xh2yc6x8C24W91tdPd5nxdtwW926t_H349yp_W4C7TRz6NTnSvW8yHZgy2M81SHW5RQpPR2Q6xszW7c2b298vVBW_W6xP-Hb38g17bN63Pf4Yf3LHrVwDK9T4SqmrB37kH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824DzJ3q90pV1-WJV7CgF97VkdW345H8cfLW7jyJLv7PmtYyW6P8l8676zhD4W1F_BH26F7hX5W10cmzs1lRlszW6-nxsC49BwZNN2NM8yfwcJYSW6DJVd52kXsFQN6TxZTmVmQ99W12zy5P8Z_yn1W8-RSjY6262yFVcHjNF1TYxHYW6R7tKS1xlSRjW1LVf-t62xV5HW4y53Zx9gz_j9W73w17423vH2cW2y2yPt7vZHNxW5ySxjX8XkhHMVqvYBV9gHW9-W8qj8CD6bmJzQW2YsC4Y5t47KTN8Gj4vBkWpcVN3PSVQPltdSWV8wVNF3dg4JyW4-kPcc16zTp9W6FjF4j7qYnjs39m61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgB4yW1Y_F4S46llTnW3pH46r6SztQtW2m4rcV2r7ZQRW29xBDq5BwdS8W332LYL2H3YqCW4BVc_k22hWpGW8d68sH7dRHP6W5VJrJH2cqsnFW2BX0l54Zd94XVXZW7C2FBZsMVz2T9-6x0WKyW2_CpQ-464_qSW3KRn0S5PSL9TW3SCHRt7Q-BnRW4P8HWb6ls-ljN5yJxYJ28vDBW95Q8sH53wF9jW3rLvcR2HLT67W76qcll2gJXFtW3yKDDr5sSsK-W96jvp66J79RwV3_7dC8mWPxS36WY1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dyc5nKv5V3Zsc37CgQ5yVh_DjR3xP08yW5l8qxt8DV6fsW7RdfQ74LmLPxW4RWwyK60D7RpW8lbLgJ1HMW_1W7q1lPC7BY8KLW93dd2r1pD7TWW2xt31q2555qFW1RFF9x6DbMx3W5BYjhf3KwCBWN70QXDljLfZVN91kpj0CnxS3W58j0RD3pYZbrVJWdTZ3v0NhdN2TzyR4FqVddW1kvZxb1nTJc_W25Wb_c6CK3Y6VJWKsh5HJCpMW7K0d7v4wYwnrW510lwb2QN7SvM4Y4yLyNkvqW2mh_203-kbyQVTCSXd3hqHY5W1X64PC95TH7ZW7VyKXC2JPTKGW7pK2Sz2XTk-nW5XXTgV3PZ6xnW6lvlJl8blDyfVncH8W7NBH4VW5gc2L43BZ7pqW4MtSkY76chGqVllHJX52yXQN3nNX1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgQKrW7pXKzF5rwjkfW62WmQP2yn4vSW1WrfSs3bQ-hKW1LKGCt22SL0wW7mWdjp1TjWsLW7db65C5JrHsWW67DtYS3ZYY4CVtQBd18MdRQzW7Y422X3q37KtW4ct1PV46JNQPW2ZkN2C8mRgGLN76MXsVKnLD5W14mNPZ4wn0sZN93Hb2_2qxQ_W5vggV71M7lPXW3gfBfn42k1XVW4PwX0t2VhPPKW7sSm_j75_v_wW2nT2RD882X-ZW3XNY0w6zl_fGN93PfmHnKyqDW1Hhd0D1bFP-l31Yq1
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change in real GDP (4.6) on a seasonally adjusted annual basis (Fig. 23). 
  
The animal spirits on the consumer front also are weak, with a marked decline in consumer 
confidence during March to a point well below what is considered expansionary. (For more, 
see our Country Briefing: Japan.) 
  
(5) Fiscal fairy dust. With central bank policy now less able to revive the country’s animal 
spirits, the task falls to Prime Minister Fumio Kishida. Kishida’s latest emergency economic 
package comprises four pillars: curbing oil prices, ensuring a stable food supply, providing 
support for small and medium-sized enterprises, and helping struggling households. 
  
To stem rising energy and food prices, government sources said Friday that Japan will raise 
the upper limit of subsidies for oil wholesalers and provide handouts of 50,000 yen ($390) 
per child for low-income households. “Around 1.5 trillion yen from the government’s reserve 
fund of 5.5 trillion yen will be allocated to finance the envisaged package, which will also 
draw from a supplementary budget for fiscal 2022,” according to Kyodo News. Support will 
also be provided to industries that rely on fuel as well as small and medium-sized entities 
that switch to less costly domestic alternatives for foreign wheat and lumber. Struggling 
households will be eligible to receive cash handouts. 
  
The BOJ may be out of fairy dust, but the fiscal helicopters certainly are flying. 

 

Calendars 
  
US: Wed: Headline & Core CPI 0.2%m/m/8.1%y/y & 0.4%m/m/6.0%y/y; Real Earnings -
0.6%; Fed Budget Balance $220.6b; MBA Mortgage Applications; Crude Oil Inventories & 
Gasoline Production. Thurs: Headline & Core PPI 0.5%m/m/10.7%y/y & 0.6%m/m/8.9%y/y; 
Initial & Continuous Jobless Claims 195k/1.38m; Natural Gas Storage; IEA Monthly Report; 
OPEC Monthly Report. (Bloomberg estimates) 
  
Global: Wed: Germany CPI 0.8%m/m/7.4%y/y; UK RICS House Price Balance 70%; Japan 
Leading & Coincident Indicators; Lagarde; Schnabel; Elderson; Nagel; Buch. Thurs: UK 
GDP 1.0%q/q/9.0%y/y; NIESR Monthly GDP Tracker; UK Headline & Manufacturing 
Industrial Production 0.1%m/m/0.5%y/y & -0.5%m/m/2.3%y/y; UK Trade Balance -£18.5b; 
China New Loans & M2. (Bloomberg estimates) 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgQJbW93sjVz7s5bQqW2rBQGP1qvv1_W7C2wZc5KVG2lW6L62JY4-J9LpN11pzFZWJ3_RW2fp3Fq6HL7ZBW8td-Q85QNbDlW5kyXkQ8rx9dxW7fzFDJ3T47YrW5km1mQ3BsvrjVDYP9v92L8hYW5_LThr6LZCm8W1DVMkX7dVzm6W5WF2xk8tVxt7W16MZ-b999FSHW5PwYJS7V9hNJW7BK7sJ9fP-HGW8N4cFM8c8FSpW607ysn4s9P1gW2qYGW_4s856lN66Z1rXr2WqbW8QdSC01vCJ2D32Gm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgG8KW7crjVF8xN0YCW8ntf2y5VMZ5SW4-8DcW5fhv7qW1yBNSf9kpqG4W3smgZC1_gDCpMyWBxf5R_l_W261fkQ7wg5bmW4TbzqS4fM1hCW5dD-t38RgmJpW6XkGT_1j83yVV_5vxy5vHRjjW5WcTWH31dSLwW6hNm991z1rqQW3nPQ965Vw1m5W2X1rsc3wL5FSN76xf9Fvs05BW5KJxxK3pPVdcW56y_zT7JW9PmW4yX-gh8ThqBhW6qQl0D2GPlblW5V6m-29lMc5nVyKN-B3XH2Gc38Cj1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dyw5nKvpV3Zsc37CgNS9W8rl4Hs4zQ3KHW8-8t9986kM0lW2D4BTw2sfzQfW1MH1c87l20g2W6SfDYB23YJhfVjv0Tk4DKqg5W4Srt-g7TbxvBW2zylxy9kvDnwW3T8Cbg2MxhDTW1sQj0f47-nmQW20pfDW3KZlmXVp1Ckj5H021RW8dBybR2NXQVJW7n2pPH3YQtzmMcxsKfDYR02N62dzg3qPRmFW6smb229l9DSsW4RfMMd3nBBJtW51_ccW6kyKFBMvBpHD6cZ2TM9xtmhDLnyTW602hZY7Zt5Y-W5QX1YD8zlHZ8W2RRyS995THy4V9TMWF8gG37hW2-03w81FmJhzW7F5_Rc3PxgzYVtPK1m2KNjxNW73MZrC51Z9WQW3Y6PjN8466nbW72yqng6XlXpHVd_rxd2hJ027W1slH518xWD49N5_NcWtk0gcS39vm1
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Strategy Indicators 
  
S&P 500 Q1 Earnings Season Monitor (link): With nearly 89% of S&P 500 companies 
finished reporting revenues and earnings for Q1-2021, revenues are beating the consensus 
forecast by 2.7%, and earnings have exceeded estimates by 7.8%. We don’t expect these 
figures to change markedly as the remaining companies report Q1 results. At the same 
point during the Q4 season, revenues were a lower 2.2% above forecast, and earnings beat 
by a lower 6.0%. For the 443 companies that have reported Q1 earnings through mid-day 
Tuesday, the aggregate y/y revenue growth rate remains strong, but the earnings growth 
rate has decelerated considerably from their high double-digit percentage readings from 
Q2-2021 to Q4-2021. The current sample of Q1 reporters so far collectively has a y/y 
revenue gain of 14.4% and an earnings gain of 12.4%. While just 75% of the Q1 reporters 
so far has reported a positive revenue surprise, 78% has beaten earnings forecasts. 
However, fewer companies have reported positive y/y earnings growth in Q1 (66%) than 
positive y/y revenue growth (85%). 

 

US Economic Indicators 
  
NFIB Small Business Optimism Index (link): “Small business owners are struggling to 
deal with inflation pressures,” noted Bill Dunkelberg, NFIB’s chief economist. “The labor 
supply is not responding strongly to small businesses’ high wage offers and the impact of 
inflation has significantly disrupted business operations.” April’s Small Business Optimism 
Index (SBOI) held steady at 93.2 after a three-month slide of 5.7 points from 98.9 at the end 
of last year through March. It was its fourth consecutive month below the 48-year average 
of 98.0. In April, two components rose, five declined, while three were unchanged—hirings 
(20%), current job openings (47), and earnings trends (-17). Sales expectations (to -12% 
from -18%) improved last month, though remained in contractionary territory, while plans to 
increase capital outlays (27 from 26) made a small move up, back toward its recent high of 
31% in October. Offsetting these gains were declines in current inventory (6 from 9), now’s 
a good time to expand (4 from 6), expect economy to improve (-50 from -49), plans to 
increase inventories (1 from 2), and expected credit conditions (-5 from -4). Meanwhile, 
32% of owners reported inflation as their biggest problem—the highest percentage since 
Q4-1980 and up from 2% just 14 months ago. Labor quality is the number-two biggest 
problem, edging up from 22% to 23% last month but down from its record high of 29% in 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgG1PW2fBgYW4C4y5zW8N5_2L4sjNhvVXpSRp3gVfWTW8rsRBS8mndJnW6m6Dy01DF2kPW79rsPZ321f5JW1Z4SdP36vnSPW1Mytb_6yXMGpW76wxym9h7nxKVyfQKM4jhJKmW6v0QLP6_KjNxW8Y0hVY2bVv_SW6rMWRs95wyGGW6VpQkp5njtTLV1NNQs51SYZjW7rrTNj5gBSZWW8bYXDR7hzGPKVTRctM3KcnxwN5xsx65Xh_LDW6BzJgB252MQ7W6TYf7q5FcM-TW7rr3Dy7THmrh38Kk1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWFRjB3VLPW6W7ZfkTj7dDz6bVJvnzy4JX9pgN824Dz53q8_QV1-WJV7CgV7rMCH6WqxJ8-8W8c8ZW85ggg-DW6FZ_LK96NRMYW7QF4TD7YVs1SN42jgHQd6SszW8flhxk60G2KNW13pk4m5X0fvMW1nCrFB1fhlBHW8nXMVK89NYdXW7kLGM88C5pf7W2k2BNr58Vv2cW4DJYCq4C8ZXWW2ZYtSv32xtbyW5JTxnm5f7B8wW7wZGc07-K1QWW52J-QN8wm9GzW37mrCS8zMP0XW8-pbpx1dT3fnW1mxlwt7FQb7mN1krLdbCycztW3w55ZJ6kZdRFW23hpfy89-_d63m7k1
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November. The report highlights that the net percent of owners raising average selling 
prices eased to 70% (sa) in April from March’s survey high of 72%, while those planning to 
raise selling prices fell from 50% to 46%; it was at record high of 54% in November. The 
percent of firms raising compensation was at 45% in April, easing from January’s record 
high of 50%, while firms planning to raise compensation was at 27%, down from the record 
high of 32% posted in each of the three months of Q4-2021. 
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