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Monetary Policy I: The Big Runoff. In recent conversations with our accounts, we have 
been hearing more concern about the second round of quantitative tightening (QT2), which 
starts next month. The first round of quantitative tightening (QT1) lasted from October 1, 
2017 to July 31, 2019 (Fig. 1). 
  
The fear is that QT2 will push interest rates even higher than would be the case if the Fed 
focused only on raising the federal funds rate while replacing maturing securities on its 
balance sheet. By letting maturing securities run off, there could be more upward pressure 
on interest rates as the fixed-income markets are forced to finance more Treasury and 
agency debt as well as mortgage-backed securities. In previous tightening cycles, with the 
exception of QT1, the Fed raised the federal funds rate without running off its balance 
sheet. This time, such rate hikes could be amplified by QT2. 
  
Indeed, the rapid rise in interest rates so far this year may very well have been exacerbated 
by the Fed’s stated intention to start QT2 during the second half of this year. 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 seriously discussing 
quantitative tightening. Indeed, there was a section in the minutes focusing just on 
“Principles for Reducing the Size of the Balance Sheet.” 
  
The consequences of the Fed’s pivot from its ultra-easy monetary policy since 2008 to a 
tightening monetary stance are still ongoing and not in a good way for stocks and bonds. 
The 2-year US Treasury yield has soared from 0.73% at the start of this year to 2.61% at 

 
Check out the accompanying chart collection. 
  
Executive Summary: It begins next month: the Fed’s plan to let its maturing securities run off its 
balance sheet without replacing them—a.k.a. quantitative tightening (QT). How right are investors to 
be freaked out? How legitimate are their suspicions that the Fed is erring on the side of overkill after 
having lost ground in the fight against inflation? … Today, we separate the fears from the facts and 
assess the likely impacts for the federal deficit, fixed-income markets, the stock market, and the 
economy. … Also: We lay out the runoff plan, review the last QT episode for insights, and put 
investors’ fears into perspective. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgHPKW1GVGCf4-JTXkW7Rbqdv2Hnt_pVZ1Qn35yMjPcMXCQVCV42MjW3Xd4bF9gClkcW1bymY082hkjlW2QZm-R5k_FHZW207jt15dXRmpW43r23w8YzKVsW6K1g6Z7PHv6DN3878ggzJ3VsN2hQ3YW47fjgW7Wr6Ry4lzmm3VXbScw8wx70YW3LFSFw5ypwZlW2Cztpx5qLsvwW3znQ8b3x5vt4W1l_Ncv6dg3y-W4ZClVC1qwzj8N5cpLX_HTdz8W2xhgyX7gP6PDW6CF2qy20RjT_37Zy1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5SG3q90pV1-WJV7CgCMmVb-RQF89dGdNW691-XK8RDdx4W4G2JVf1D2cJmW9jsRmn8v5w3dW1y1knj2KykhKW7C4QBG2tmLVyW1zxzXY3w1y58W3bPQZ67cDLsrW4ZQgJF7jMc4yW2-ZD887gyGGRW3ZDQdq3FpJ6SW7k3vCh6pV1b3W6W0Nx16tZsg7W4gk7CL3vtkgRV3sTnb62D54PW3WJZD93wQ0frVsgZgv9cfdSQW6BlpFV3Dk6ccW25VPHP5bgM3BV_XyBJ96LPmFW7xPg6s16mrb4W4dB0ws6zCMTFW85N5tf3MjVLVVFbnn05Ff-ghW8CgxRw2jJ038W1fBGR_6v3mWP3gmf1
https://www.yardeni.com/pub/cc_20220517.pdf
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the end of last week (Fig. 2). The 10-year US Treasury yield has jumped from 1.52% to 
2.93% over this same period. The S&P 500 dropped 16.1% from its record high on January 
3 (just before the minutes were released on January 5) through Friday’s close, led by a 21% 
plunge in its forward P/E from 21.5 to 17.0 over this period (Fig. 3 and Fig. 4). 
  
The concern is that because the Fed has fallen well behind the inflation curve, Fed officials 
now are about to err on the side of haste—tightening too much too fast with a monetary 
cocktail of rising rates and a declining balance sheet. That may very well bring inflation 
down, but with a hard landing for the economy too. That’s not our expectation, but it is a 
widespread fear. We continue to put the odds of a hard landing/recession at 30%. 
  
Monetary Policy II: The Runoff Plan. Following the May 3-4 meeting of the FOMC, the 
Fed issued a press release titled “Plans for Reducing the Size of the Federal Reserve’s 
Balance Sheet.” It noted that “all Committee participants agreed to the following plans for 
significantly reducing the Federal Reserve’s securities holdings.” Here are the details: 
  
(1) First three months of QT. During June through August, the Fed will reduce its balance 
sheet by running off maturing securities, dropping its holdings of Treasury securities by 
$30.0 billion per month and its holdings of agency debt and mortgage-backed securities by 
$17.5 billion per month. So that’s a decline of $142.5 billion over the next three months. 
  
(2) QT after August. Starting in September, the runoff will be set at $60 billion for Treasury 
holdings and $35 billion for agency debt and mortgage-backed securities. That’s $95 billion 
per month and $1.14 trillion over a 12-month period (Fig. 5). 
  
(3) No terminal amount or date. There’s no amount set or termination date specified for the 
QT2. The press release simply states that “the Committee intends to slow and then stop the 
decline in the size of the balance sheet when reserve balances are somewhat above the 
level it judges to be consistent with ample reserves.” Assuming that QT2 is terminated at 
the end of 2024, the Fed’s holdings of securities would decline by $2.8 trillion, to $5.7 trillion 
from $8.5 trillion, in May. 
  
Monetary Policy III: How Big Is the Runoff Shock? Now let’s discuss the impact of the 
Fed’s runoff plan on the fixed-income markets from a flow-of-funds perspective. In 
particular, what flows might either exacerbate or offset the bearish impact of the Fed’s plan? 
Consider the following: 
  
(1) Federal deficit. In effect, running off the Fed’s balance sheet by $95 billion per month 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgR9pW1w5CVP94RTNKV3YLwl10s_YwW1Jmzq52QVBFZW1ST2N-69YnfBW2BCBC5839M5cW24zB_y1Lp1KCW8zwWvv4JLSK9W2pKwnC3TxbNVW8bs-jL1TGm_XW7Jt7xK7FRXNtW2crTy61xC1bxW8DMbPb4Cf4wsW8mW5Jq6t0rGvW4FjbD08QNMrJVSzVsF6d6Bm1W9lJK435-SlMMW89YTw12S0FbhW1DHVL38f8L2KW8Gw-066DLc_GW4SMsmP1ZwBRsW3P8JX72_XHVWN3J8RxDM86f33l5Y1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgX5JW2VdSNt1DQ2KSW3snXXl1YQv95N1YzlRCmbWQ8W3zc7rb3_MwHjW5Cftsl3tvQmgW6GtHXW83mz4rW5gj1ZP2tbK6SVqJhtm57s_qkW3q1ZX32MkwFwW3JQvLw7_T1lLW5S5JNC2tdjjLW6SxQhN70ySbpW8Nbp3G3K6_kZVGLD5B1PNY70N1yk0dYbqqNVW72G7rP71C7fYW76qCGy5zvdYfW2Kqc42650y4dW3mFpT97f-xDlW32rjHY2Pz3NQW8VGvjJ8_D3PrVjTBxD6HKPP236Vc1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgLQfW6lx5T91GjvcfVqGXxm3Nz07gV6-2Qx5QhFXnW1lTTXF7FMjTsW5N-ncP37zmv-W43XGwh6pW4r-W4CQ0L048g3m6W3NGbYR9j4sxpVVPb2L66MV09W82ldHX3mchpZW6X5Gvn3d0z46W53G-mC2LSj8fW3vqVp885nxq7W2TXs3l2D_6xjW7W5mvV4qNxRvW1HhgZ_8G_-SxW76tZQ33ss7r0W8cq3WV5lBBFtW1VmVsN5X8qP-W2PdGKY5SSzZbW3zq29K8s0ThjVlw4pM7D0x_83ply1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5SG3q90pV1-WJV7CgWxWVY-Yzn9b6bHDM7fkhDbS_ZkW2bvGvn2K8mHnW4lfvJQ2CDBY7W2P--6N7zbcX7N1b6xnvnBTMdVv8pP43q8QMtW5cfn5x6160KyW77rzJ93fqzTvW4f6BKY3mQRxQW3NWYL-6xXHzWW2FZy0H6Mtk-HVR8dXr6TRY44W4LRKdK92WfrlW5_vh866lP8G_W5SVdjt3h0JZvW1N8bv-2sDswzW1FQzbX7_mRQ3W7QlwVk4XDKl0W1-vN686dh6wwW7Sq6sF97QrQCN8jQ4sqmTQZwW6H5CkF6fyMvKW7vMZVP7Zw_ByW590n4K3Pq5S3W4k84y92mf7903mQg1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgFJTW1GrQtn16w_DfW7Jb39B51413HVc47Ht2LDrjmW2lVQ7211855XW5RS65t9kD719W62qGhP4J3wdbW5kjK-98JjnsKN277pP4Vjj4tW58_t8y76JqN3W2QFDyh6FTYbhW1Dp_bG8XB3J3W3-_LpT1Xyl3cW3ghhG635N2-fVvlvq52nhzZ4W3zYfMr8YnM0HW7_d8l48tqQZ4W62jhb88r1rtDW2X0JPm6Zb_hYVqjvgq2jKQl3W5krvzs2p6d6HVJGpK62JvQpBW25RmWN9cZJ8M3nsM1
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amounts to adding $1.14 trillion to the US federal budget deficit on a 12-month-moving-
average basis. This deficit was $1.2 trillion through April, the narrowest it has been since 
March 2020 (Fig. 6). 
  
Over the 12 months through April, the Fed’s holdings of US Treasuries rose $0.8 trillion. 
Consolidating the income statements of the US Treasury and the Fed into one shows that 
their combined deficit was $0.5 trillion through April (Fig. 7). However, starting next month, 
the Fed in effect will be a seller rather than a buyer of US Treasuries. 
  
The good news is that the federal budget deficit has declined significantly since it reached a 
record high of $4.1 trillion through March 2021, narrowing to $1.2 trillion through April of this 
year. Outlays, also on a 12-month basis, have dropped 20% since they peaked at a record 
$7.6 trillion during March (Fig. 8). Federal government receipts have been soaring to record 
highs since April 2021, led by an almost vertical ascent in individual income-tax receipts 
(Fig. 9). Total federal tax receipts are up 31.5% y/y through April, led by a 53.8% jump in 
individual income-tax receipts. Yes, Virginia, inflation is a tax, and it is showing up in federal 
tax receipts. 
  
Since tax receipts are up much more than inflation, is the economy much further from the 
edge of recession than widely feared? Actually, some of the past 12 months’ tax receipts 
were boosted when the IRS pushed back the 2021 filing deadline for a second year in a 
row, both to ease pandemic-related complications for taxpayers and to give them extra time 
to take advantage of the numerous tax provisions created by the American Rescue Plan. 
  
The bad news is that the federal government’s outlay on net interest paid rose to a record 
high of $404.2 billion over the 12 months through April (Fig. 10). This item will be heading 
higher in coming months, reflecting the rise in interest rates. 
  
(2) Foreign capital inflows. In addition to inflation boosting federal tax revenues, another 
offset to the Fed’s runoff is massive net capital inflows, which have been boosting the dollar 
in the face of record current-account deficits. Monthly data compiled by the US Treasury 
show that total net capital inflows added up to $1.34 trillion during the 12 months through 
March, matching the previous month’s record high (Fig. 11). Over this same period, the total 
private net capital inflow rose to $1.58 trillion, while the total official net capital inflow was -
$238.3 billion (Fig. 12). 
  
Here are the major components of the 12-month private net capital inflows through March: 
total ($1.6 trillion), bonds ($634 billion), Treasury bonds ($405 billion), government agency 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgJ95W5bwTQ98JDwWsW6YtJjY4sKDgWVySGm04XYCkDW7PsVll8g9XY9W4542PT4lDX7QW6lflyX2HGtP4W2C7sfW8xBvrDVdtN036yGMRgW4bFXqg8r0KWBW7pvL9P7bLptQW5gT2tx25hm05W8Tll-L8TyGvWW1ZsTKr76hqBxVMSfyN3cv0JFN3wPWSxvkprWN7SYD0X5nhjTV-g-Vg7Vl6yQW8H-htx87VYmQW4s10zB69Z94-W77FWSV3-HcTdN188pjJHpdbqW68tbCy8QFYYs3b0F1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgSNFW2g01kP2PwfBRW6ZRmP_1Dk9j7VrtKNV2kPlPDW6V9ZYV5tXnkxW2zC90q29TSgTW1h3lxX6JfmlVW7bkM6t7-QSb4N7c-x60WP4GJVZ8vZG8LGhbVW7Wd4pQ5wvsWvW2Ts5y2421BwWW5K18HC952CLjN4F1Mt938PbWW1txtrt7P_wVNVW0rgV8S801sW8zBpBw8jwXNZW30kZfY2Hxv5JW45Xhgv3ST8mrW2fymb-4Q_NbbVSQrXs2xdTLjW12Z49Z73KYrvW1Bsq7P76HpQF3blr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7Cg-1SW4DW4_l2C3s9FW4kk5vP5JclZfW2N7ZD_41dV2NV7H8w45nYKvBW2JlMJf1QN3hZW2zs0-F1QR3y9W3dcW1M8zSGCqW1f0zdx1clPCjV6lvf08KCm4YW3vHzp41kKr2LW4Xrp-q8glS2-W4XjMVQ5XpNZ8W5KpzVC6mBDh7W1-C73m2RhfjqW3tRWX16VrpjSW5J6V4w7LRcCHW64XChJ5H73VJW40WWSc272-mwV5Sz3Z2Y9pCRW3lPpSk5WXF8gW6M2qry4MS-2YW86T8Z99hRdxj3jHr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgXvYW8_JxJR344WjVW3XP5qR51T7z6W3PdRL12kr4rHN7RMrg6NBx2rW180TvF7rwlPbW3Q3lq-5TYSGgW3Jhb4V1mmJySW2Yp12g7Y8dknW1wgvCc1s6qn1W2rQKG_7Df9pFW8MmS7V3MLPSlW2Y9Vcv1XVmwRW7RbrJ76c_Km3W80HQ-d4sm_X3W4D1ys93prmHMW6VQl5s9jyktMW8CxQYC6vT4FYW7-zs7F1FpFSQW5lCN7H95P2HVW4YrBrY8bTMCVVP0HSh6hFNHhW6bXK9C8lMsLg3mrc1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgF2kN69S80BR91LVW6g040k1wdBGMW4mzLNv4G3XcnW3PQGTw7LYnrZW7LGPnV2SqhRgW4tN6761L1sl1W5Sn21-8Nm6RlVz_p7W70K78dN6q1HZf8WthdW3F4LYn1KWgXBW663GF64tPJm5N3Kr90p1lrrWW6Sc3BW8N3G78W4qbSqV43ymzpN8pvHtNVWwFlW5DzTVS7cNSckW7y9t4K93VJ7rW65h9qM82mXqgW8w_p4T4kNsSYW3Z4W5Z1QVMKtN9fhmKkcl-6JW3-l_176rgHbr3dlW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5RN9kQw3V7Wycr7CgYKQW6kf6Y31Qt9jcW3Z2kpp3YQB1ZW2z6vK_5GsGCnVc9HtH1NlD3RW29BDKL5d_pPqW2wcdg37Bt0NdW1sVcFS53GX1CVYytQp5FYkkBW6ppwY88GHxkKW4krV995yCL13W3vJ0h25fCvbZW7XQF2y5n5DPXW70TPSf6pF8tsW5jT7lz8ct9xwW7Xr2pQ777hBGW1hLFDH7C3cfFW6WYq9D7KYpg6W14jp0h6SPZLCW6d37P56Lz714W5fBwqv6NwLYzW6hKrZ22QC43gW8SzPVr6RpGZsMyLGjglDbsWW6c32qG8wvGdBN3g_Rtq8GxvfW2JkXJL5126HpW3Jn41X82_W5WW6SPwgY89BHpCW7dznWW5twDyCW27_VYq1Fq-YHW6yvj0w4XY7G3Vty9VK2fQVBXV1pzm07fpJ9LN7kp_pw75QQmN1Pkgm6NPLPGW8qRD0d32PlSkN1tV2CkZzJLxN2gyvHj3gb8JW5l9Sym4G3bcfW6VVNLr1G0hxMW31CLDD7SLlB1W8mzCQr2VVKp_W5hRkh46GNTQcW6CSLqd4HJnYyW7F8Q2r3ZvxNzN5rfWRG8VqttW9cFN7Z3yWcbrW5ZZDTT5-SgQsN1Xm_h5vDzwvW6qCMBy3Kt6SwW1c1bsl33vNvNW8n-5Jh7-nGNhW8zWDLB9bG_DQW1XfcjX3c_tPNW3gFNY280Wk9TV3SZ6r3hDJ5vW6YDmPj7tn5bVW8067r27-KN9LVrVpXH5hK23gW47-tD15WswqvW8N9jb76wx8fJN7hc0QGzPXdzW907tml2wR9yyW8y4Mm75RgSKgW17FPll19dnb_W2B-LPS9bz4TVV9zLmj6RLlPkW4XCnXX5h5MJn33X41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5RN9kQw3V7Wycr7CgMjtVL9Mj38PZr6jW6Mrqv685Tn8DV2pNlZ7vFJKPW4gDWFl4FHn8dW81qbVn5Cvt3YW3Cxwc51KB9s2W1J1KS86L2K1kW8tylG25hPN2DW3cP0961b2LZBW3y_5r06dZB1hW1f_8X78VKzmnW8JnH6G5kb7JbV7SSDz1_WzwHW6Xc--k29Gh8TW6dKnRp7vzKvrW17fXs34VdzHLW3bsXhC65n8DJN1gPKMXvpfYDW6bYcdz7_68r6W7y73Kn8CnSyXW3br50T5mZCZqW4x5-rs90VYXnW6lZ-pP78fmr-M8bg7L-YkhLW1SLKY33Tj36VW25746996vF06W37tQLD78G20fW7gML7886zpHdW4ctMKk43WhRbW1kNNV-84my-NW3m6LFH2NdfSyW28tqPL3l6TH2W4bpsGG2vSz1ZW7HMST42v9pn7W18VQdh511wf0W1GPjpm7nZq5zN2Rytgwmg1cKVk29yP2cMd-nW2KRKqt57hYpYW3R0jJn5Q7vLNW3h3__W5nkVT3W2x55T91NBWzzW8fZFQ58X1422N8FtTlPSc6cYW10Gbj56T9VtMW99KyMY4VPtgYW6qL4z16fQbNhW4FMdyF8KN-PmW1l1GlD4GY7rJW1sYGly8jYRy4W2S3_yz1b6L64W3ZDJMC9fzZJ4W7wlG_y49JMgNW6fRMr92fTRmmVT40Q-5VYHG1Mlr0JQw5Z5nW1xHN_h5qYN6jN72qlpJRbVWWW51BwNX84_2N_W8ZB6YW7qGbMHW2qmqwq6XRZzfW197jZ19jtVdWW8Nc2zx9dQ1hxN2m9q7RB73SvW5yWcqr8QRpVtW3TmfKd5sWmj2W6mbCQw3GJ1d5W72npNx7Z2Pq_37kc1
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bonds ($115 billion), corporate bonds ($115 billion), equities (-159 billion), Treasury bills 
($143 billion), and other negotiable instruments ($318 billion). (See Treasury International 
Capital Data for March.) 
  
(3) Bank purchases. Commercial banks have been major purchasers of US Treasury and 
agency securities. Over the past two years through the week of May 4, their holdings rose 
$1.5 trillion (Fig. 13). However, they may be starting to reduce their holdings now that their 
loan demand seems to be improving. 
  
(4) Bond funds. Last year saw record inflows into bond mutual funds and ETFs (Fig. 14). 
The 12-month sum of these inflows peaked at a record $1.0 trillion during April 2020. 
However, these funds saw net outflows totaling $45.1 billion during the three months 
through March of this year, when bond yields soared (Fig. 15). Weekly data estimated by 
the Investment Company Institute show that new outflows continued through the May 4 
week (Fig. 16). The question is whether interest rates have risen high enough to attract 
retail and institutional bond buyers. The recent stability in bond yields suggests that some 
nibbling has started. 
  
Monetary Policy IV: The Previous Runoff. During QT1, the Fed’s holdings of securities 
was pared by $675 billion from $4.2 trillion to $3.6 trillion. QT2 would reduce the Fed’s 
balance sheet at a much faster pace, by more than $1.0 trillion over the next 12 months for 
starters. The Fed terminated QT1 earlier than expected because economic growth slowed. 
Let’s look at the impacts that the Fed’s past tapering episode had on various key financial 
variables for some guidance on what might be in store for us as the Fed starts QT2: 
  
(1) Monetary aggregates. During QT1, M2 continued to expand at about the same pace as 
in the years prior to the program (Fig. 17). On the other hand, demand deposits were 
noticeably flat compared to the years prior to the program (Fig. 18). 
  
(2) Bond yield. The 10-year US Treasury bond yield rose from 2.33% at the start of the QT1 
period to peak at 3.24% on November 8, 2018. It then fell sharply to end the period at 
2.02% (Fig. 19). 
  
(3) Stock market. The S&P 500 was quite volatile during QT1, which included a taper 
tantrum during the last three months of 2018 (Fig. 20). But it managed to rise 18.3% 
nonetheless over the QT1 period. 

       
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5Sm3q905V1-WJV7CgQ8PW1wPKtv2jWFRBW3yWvWm6BF_7CW2rYjTM63Jr8YW2gS9P474lr4vW378z-T6n6hPZW9kymsB17Yx_QW1X_dtn3JMXzjW25d6QK2McdY9W5c8WxM2l3PcyW3Nm8QH7rlg2ZW7YSGz37JSZkgW3lSp2c2-tl9sW3fqyRl4rWBFbW4RV-sP5K4D_cW5YZb8N6_dxkbW7c5x4T29Rg4hW4zTKp61f9HxqVp3yx24tJmdhW6fn0RV5jgNKgW3w55FM1m7ZJ5W3J-JRn3H4Kr-W6NB6ws7bfphVW7TnjmC2bJcfWW9jVbfR3r26ZH3jk11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5Sm3q905V1-WJV7CgQ8PW1wPKtv2jWFRBW3yWvWm6BF_7CW2rYjTM63Jr8YW2gS9P474lr4vW378z-T6n6hPZW9kymsB17Yx_QW1X_dtn3JMXzjW25d6QK2McdY9W5c8WxM2l3PcyW3Nm8QH7rlg2ZW7YSGz37JSZkgW3lSp2c2-tl9sW3fqyRl4rWBFbW4RV-sP5K4D_cW5YZb8N6_dxkbW7c5x4T29Rg4hW4zTKp61f9HxqVp3yx24tJmdhW6fn0RV5jgNKgW3w55FM1m7ZJ5W3J-JRn3H4Kr-W6NB6ws7bfphVW7TnjmC2bJcfWW9jVbfR3r26ZH3jk11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5RN9kQw3V7Wycr7CgCslW5L5sB_9dGYFsW5JqqCb3Pkd2MVrgxX87bPYVdW7X1gkn4kZ7DwW2jt3cw7n6MpqW2K8jbM3hWMn1W6T2zFr7SqJzvW71XBnx1jJWCQW56Wylz4BnYJ9W6pnnt26Ls0t_W8LfZTg142Pt3N2xRRcFwNfkjV7RdDb1rS7t_N1XGb6rs0Q4WW8F-9Qc1T38ljMgkh70lHR3nW3MWgjf8FCpWDW631FjX3ktbCVW4-G5W93l98dWW8m3TCq7mvF73W2qdwzY1Z4PpPW54jdjP8FK7VXW96p0PL33b6w5N2bJn8Hl_MWFW1N3hxQ6hFDXsW7zt_cf2ddKPpW31d1cQ6s56FZW8lDNvf999Gb-W5JmK_v36XQ3fW8yzj581HLR1VW83p-Ph7ywsX6W4c0yqB7bS91-W7p0yjm2Kbj_mVq5b0S3zgd92W69lqNk2tnpt0N2cWCGdJrXjHW1Lp4CD2QGVQZW940sHT1G0_VYW5DpWX37v-LrNV78Y8r3mNyThVkw_z11_0BSKVPcfVx22BMsTW6rYRzG1xZZB_V2Gmjc9c6scCW5C758h6lpj8FN48Jzcmz0MczW5__FXR6qz5KQW6S43hb5B-06FW3cHqXG2PkmnhVLZdFR73qWYlW8GHwK96kgXH_W38jVw677_jQKW7GDq3B6gc6_2W3SY_y22lDRDzW6nPXjg4ZvcYpVKdQs-5s_d-hVgrfgd6Q125QW3jymgG29fWPSVV4jHP4QB7DJW7pZ4FQ1ZBGkjW7tBNjp7Lr9jmW85hT6k1fjyNRW7YkGKF7T9TDnW8T8W_88pMMFJN1RW7W2Y6HMpW8LRHmC4ZLpd6W6KW8gL2f9pCnW4QL7Yw11j09m38mx1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgS9sW2w5_Hk6v5FhpW5bJj7T7n_6pWW5GsN1K83dVvPW8vZ5KT2kFKjGW7jqDPY5gtwqVW7gkQ0q1wfZd-N4gmFcG9v0gHW69zdfD5Rp3zgVH5nb26m4288W2WL0DL5pZwkmW3-KkVG1hdgr3W10hcs12r8WM9W23CcbC25cNvlW1cFG4q3zZBSVW8Xz7h64lHPMcVkl0sz763SfzW14HVnc8k155jW61SV6B3d8nfwW76SqLK5QyC42W6Hk6dV2v6NgsW6PPkQ02HGK1xW5HVx9s46cBrg38Lr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgZmsW3v8LsF1whfmhMQ2ZxzhHq-0W4BjqgM1bsLmNW7LxFB725Bh3_N5K-wbh-zQ0gW3PrHvm20B2vKN9jZd6HrX8D5W33Hjny6rlJbhW6R_GFT3mDkMsW8b9gZZ4Gm3TwW3p8Gyx4JV6rMW6l7lqv6Rx2FwW6rTjQJ1Ld2GGW2DhtH32ykhgwW4Sbhrr14fX-9W7q2p5F9jQdH3N5_8ZMPHgVJyW1vSLyl2hfSBhVB3-V21vw0_pVktmrR66-XMWW5trRfr58kbCQN3mZHTRd_43P3pb-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgPlYW5ppRjw1jrGn1N8kRkJBhHfKbW8SKZJB7qwJ_GW1V0Zwt3WY_HwVlgPKQ1spcsDW2rh7BG8jzVt6W5xjqNt1VwpgZW399lkf14rNhFW1HZNWg6hTFRWW1zFYP228brj4W6_7H8k6QS1k3N1grX47_wfjKW7BqZNJ4NFHNNW82xcjK3-nwN4VzVK3P14S5g7W7gNzkl3_N0x7W1fHCrQ2wcWn4W2jRrFY3P9mX3W1wH5WN1Tx3KZW6-WdgF4VvDqdW3wpPKt1Fn4n1W5ZVtxq5rptWS37r61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgD6HW3gkcMN156qjzW54g9Kg64LDJKMgsxz24X_3zN6X9jgX9ByzVW5ky9nb6RDl6cN7b4Gk-cfLMfW2wnPDd2LKBp5W1ZP1Gx3rGwk7N50wFF7YHtsKW4mSTR65qxQLsW85mnDn2dnD-tW45f_LP2fTSNzVsx9JK7lW4s4W7yMV8W5F4KQMW2vvqTT78SBHMW1B3X0B424htmW72Qc5h1lKjL5W3C6B9F3cFfMLW907dZz8cPG9MW2Bf13b1YrXBnW5YSFNz5gsbprW8PwWlp2pt2-n38bT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgVrLW8tgjNy14xhGWW8MRDGd1Nq1jHN4SqCfpCwg_sVpHQJX8GMT_mW5lK6J-43KVHmW1pwpy21D3F9lW5RmNPW11BxsFW4_Cl_73kQTnCW1tTrWL4nYfdfW3LGmFY7GxQGsW7j5QBc5L3D-2VRsSBY3F2rm_W6b21y42Tg1cmVhy3dv5nkmwtN7F6f_zc-tBDW5HtNx564hzffW5KGWth2HH3rWW8hmZRm44-pjyW6-my0z26TQsFVdzPyr10Ddr-W2Ts9bl54f_bbW4FZvS18dzrTr3fmh1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgY4nVykgzh74v1kqW60twBF3dWM9tW5g5Nvq22pzXyW1jsTx31_zx7bN8XwLvbHXHqdW3j87Yw1VhcsWW6QLqCl1pxp5NW2gnMwv4S5lMsW6fp74c4J6rT6W51Y9x55YpQlcN5VgYmh9Pj35W6qmTBP8Jn5lHW3QB9S38-tvsvW11Scsc38V8qvW6hFkLP2XQPlLW75HQ4-6NnY-2W4BWFwd2C3M3kW2dQQ0W86FL12W45vTwK8JjnBmW8B4Fj-8pH_l8N3GLFhg7rQmyW9hgxHk4y3_kC389k1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgJDbW4pQQ3r2ZKsr7W5zY5-V3JsX05W3t39BJ4x40f_W370bCY3PczK3W69gCvq5T1zpVW49G0q96XCKkHW3zbVWD3m7jHYW1X2ntb5X09chW41yHKW7zY1xVVHkcfB7W-8FsVXRtfR9f2ykWW4t9Vnq5r8WswW5TKL4g82FwKQW7WGMtx5fRbxVW1p7CGF27W_M5W77Tx5H4tgkZkW6WDW7V7cDYqKW670FrJ73lrvHW3yhpdK80yq-FN5WCxvjFvT4cW8THHbh78SBTSW223Kzy6-4sYh3jwx1
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Calendars 
  
US: Tues: Retail Sales Total, Core, and Control Group 0.8%/0.3%/0.5%; Headline & 
Manufacturing Industrial Production 0.4%/0.5%; Capacity Utilization 78.5%; Business 
Inventories 1.9%; NAHB Housing Market Index 75; Weekly Crude Oil Inventories; Powell; 
Mester; Bullard. Wed: Housing Starts & Building Permits 1.773mu/1.810mu; MBA Mortgage 
Applications; Crude Oil Inventories & Gasoline Production. (Bloomberg estimates) 
  
Global: Tues: Eurozone GDP 0.2%q/q/5.0%y/y; France Unemployment Rate 7.4%; Italy 
CPI 0.2%m/m/6.2%y/y; UK Average Earnings Including & Excluding Bonus 5.4%4.2%; UK 
Employment Change 3m/3m & Unemployment Rate 5k/3.8%; UK Claimant Count Change -
38.8K; Japan GDP -0.4%q/q/-1.8%y/y; Lagarde; Enria; Cunliffe. Wed: Eurozone Headline & 
Core CPI 0.6%m/m/7.5%y/y & 1.1%m/m/3.5%y/y; UK Headline & Core CPI 
2.6%m/m/9.1%y/y & 0.8%m/m/6.2%y/y; UK PPI Input & Output Prices 1.1%m/m/19.0%y/y 
& 1.0%m/m/12.5%y/y; Japan Industrial Production & Capacity Utilization; Japan Core 
Machinery Orders 3.7%; Canada Headline & Core CPI 0.5%m/m/6.7%y/y & 
0.4%m/m/5.4%y/y; Australia Employment Change 30k; Australia Unemployment & 
Participation Rates 3.9%/66.4%; ECB Financial Stability Review; ECB Non-monetary Policy 
Meeting; McCaul; Enria; Balz; Beermann. (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 returned to a record high after falling 0.2% below a 
week earlier for the first time in 19 weeks due to Amazon’s Q1 earnings miss and lowered 
future guidance. MidCap’s was at a record high for a 23rd straight week. SmallCap’s rose 
for the eighth time in nine weeks, and was at a record high for a third week. In what has 
shaped up to be an extraordinary V-shaped recovery, LargeCap’s forward earnings has 
risen during 98 of the past 103 weeks, with the down weeks due to Tesla’s addition to the 
index in December 2020, Amazon’s earnings misses for Q1-2022 and Q2-2021, and index 
changes last September and December. MidCap’s forward earnings is up in 97 of the past 
101 weeks, and SmallCap’s posted 93 gains in the past 102 weeks. SmallCap had been 
steadily making new highs each week until mid-December, but then dropped 1.4% below its 
record by early March. 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 67.9% from its lowest 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgHjRN6rLRW5Q9nV_W7phWxZ1tP8HWW77FLRZ8S33DwW8B0Q-f8lvBCcVT5lf96mpBnmN4lQzj3MSRM6W5_fRmb6v66LfW3tt9KZ14-BRbW6qhpYX4D8Q83W1DRQZ16_29xlW7BJhjT7MXtv0VhDCSY1PFftnVxsWFT39hrDGW51YMzn79DRyYW3ssnqy3h2SW2W9dRJq55ktWsJV78wk78-CTB1W33xf_t1B4BXLW5f3pVl7tb_j4N72Mjsl62vDTW2rfymg465W3FW5_jrK52MPRLD395p1
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level since August 2017; MidCap’s is now up 138.2% from its lowest level since May 2015; 
and SmallCap’s has soared 198.4% from its lowest point since August 2013. In the latest 
week, the yearly rate of change in LargeCap’s forward earnings weakened to a 25-month 
low of 20.3% y/y from 20.5%; that’s down from a record-high 42.2% at the end of July and 
up from -19.3% in May 2020, which was the lowest since October 2009. The yearly rate of 
change in MidCap’s forward earnings dropped to a 25-month low of 34.6% y/y from 36.3%. 
That’s down from a record high of 78.8% at the end of May and compares to a record low of 
-32.7% in May 2020. SmallCap’s rate improved to 43.3% y/y from 43.0% and is from a 25-
month low of 41.2% at the end of April. 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 (9.8%, 
9.8%), MidCap (14.2, 6.9), and SmallCap (13.1, 12.0). 

S&P 500/400/600 Valuation (link): Valuations mostly ticked lower for these three indexes 
last week. LargeCap’s forward P/E dropped to a 25-month low of 17.0 from 17.5. That’s 
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 fell 0.4pts to a 25-month low of 12.3 from 
12.7. That’s down from a 13-week high of 17.1 in early November and is 9.6pts below its 
record high of 22.9 in June 2020. SmallCap’s fell 0.3pt w/w to a 26-month low of 11.8 from 
12.1. That’s down from a 13-week high of 16.1 in early November and is now down 14.8pts 
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 27% discount to LargeCap is near its biggest since September 2000. SmallCap’s 
P/E was below LargeCap’s for a 91st week. That’s the longest stretch at a discount since 
1999-2002; SmallCap’s current 30% reading is near its biggest discount 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 48th straight week; the 
current 4% discount is up from a 9% discount in December but remains near its lows during 
2000-01. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVW_g48SxXBPW6bsnZT3R22VKW5XFwz14K8140N5GS5S33q8_QV1-WJV7CgVpQW6c_7CR4ktPFqW4PKYxt2bc5P7W4t3HTv3qvgnDVSkqYF97YnBHW6zFNRG10_sX9W35kpYH7vrlYGW3_Yw_q8R87q7W8FT_xl2BFPzHW34kZDR2VYYbPW6vP0-J6-s9L7W1Dfgxn3MJLsDW2CYFqX3G5gbwW8Pq-PG43Y4PkVY6Nhf2s_mGZW4XrR3Q2cKYtdW93kFZT2KMBhlW32vRGv1Nc5D-W1kyfQf9g2Yx-W1B31xt3_yW2JN7sVgxCmrrpFW1-bKy67T1d63W3cFfWx1-d29M36gS1
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US Economic Indicators 
  
Regional M-PMI (link): The New York Fed has provided the first glimpse of manufacturing 
activity for May, which shows an unexpected return to contractionary territory. May’s 
composite index plunged 36.2 points to -11.6 this month after spiking 36.4 points (to 24.6 
from -11.8) last month. That’s the third negative reading this year; it averaged 23.3 for all of 
last year. (May’s reading was expected to slow to 17.0, marking this the biggest miss on 
expectations since April 2020 when the pandemic first struck.) Both new orders (to -8.8 from 
25.1) and shipments (-15.4 from 34.5) contracted this month—with the latter falling at its 
fastest pace since early in the pandemic. In the meantime, employment indicators showed a 
pickup in hiring (14.0 from 7.3), while the increase in the average workweek (11.9 from 
10.0) continued at a steady pace. Delivery times (20.2 from 21.8) continued to lengthen, 
and inventories (7.9 from 13.6) continued to accumulate, though at a slower pace. The 
unfilled orders index plunged from 17.3 last month to 2.6 this month. As for prices, the 
prices-paid index slowed to 73.7 this month from April’s record high of 86.4, while the 
prices-received index eased for the second month, from a record-high 56.1 in March to 45.6 
this month. Looking ahead, optimism about the six-month outlook remained subdued, 
edging up to 18.0 this month, after sinking from 36.6 to 15.2 last month. It was at a recent 
high of 52.0 in October. The capital expenditures measure fell to its lowest level since last 
summer. The six-month outlook for both prices-paid (63.2 from 72.7) and -received (45.6 
from 55.5) remained elevated, though eased a bit; they were at record highs of 76.7 and 
62.1, respectively, in January.  
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