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Strategy I: After the Long Good Buy. The S&P 500 dipped into bear-market territory on 
Friday. It was down 20.5% on an intra-day basis from its record high at the close of trading 
on January 3. It recovered near the close to actually finish the day higher on Friday and 
ended with an 18.7% drop from the January 3 peak, keeping it in correction territory (Fig. 1). 
Let’s have a closer look at the current selloff that was teetering on the edge of a bear 
market on Friday: 
  
(1) The decline in stock prices since January 3 has lasted for 136 calendar days. That 
makes it the second-longest correction since the start of the bull market on March 9, 2009. 
The longest correction so far lasted for 157 days during 2011. 
  
Meanwhile, the S&P 500 was 12.7% below its 200-day moving average on Friday, the most 
negative reading since the lockdown recession in early 2020 (Fig. 2). 
  
(2) This has been the third worst selloff of the current bull market (hey, it ain’t over ’til it’s 
over). The S&P 500 fell 19.8% in late 2018 and 19.4% in 2011. 
  
(3) Over the past 136 days, the forward P/E of the S&P 500 has dropped by 510bps from 
21.5 to 16.4 (Fig. 3). This makes it the steepest 136-day decline since October 2002. 
Meanwhile, since the end of last year, S&P 500 forward earnings is up 6.5% to a record 
high during the May 19 week (Fig. 4). 
  
(4) Here is the performance derby for the 11 sectors of the S&P 500 from January 3 through 
Friday’s close: Energy (42.0%), Utilities (0.7), Health Care (-7.2), Materials (-8.0), 

 
Check out the accompanying chart collection. 
  
Executive Summary: History and data offer perspective into what a prospective bear market in the 
S&P 500 may mean for investors. Today, we examine the past two bear markets’ longevity, quantify 
the index’s valuation slide to date from its peak, compare component indexes’ performances, and see 
how much better global stock markets have been faring. … Also: Rapidly rising rent inflation will offset 
some of the improvement we expect in several other categories of consumer prices. Perversely, the 
Fed is putting upward pressure on rents by reducing the affordability of buying homes. 
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgRVXW3qCXdg8HXMMpW72_Pnd2gF153W6NMBbY3P2lgRW32vrx86TsQPjW8y6GSM6mGpDxW61F_rX8XNZFqV2TDGg2BWRR5N2d2Rb9ZLGR4N1h3DLl1b6YZW6hgslT6zPt65W4pZ-6J4b0kzsW3V2gKD9d7-T5N3Hh-d28G3H8N7JqfSBkcn9yW4hCfqw5z_XQWW861xgS6ftHl3W1S6sQp4G-H3xVblkLT5Qcj60N1ddW_9q-KJ3W4grj2h6Dy8JCW3n9D-Z8mCn7FN6LG-qyzGS9N317D1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgD8PW60GlHF8kvd4LW7YRt_044bVL_W7-tWx992Ff0zW4wxVkS7FtKk1W4-qsXj1V_TXYW4HRj0n8p97KbW3N44VQ5NplcKW1PTN1M3fcJkbW3DSdjF8cGm_GW61Z53s7Ql28mW8jkRYn2c5LldW8JZCW_21K04BW8XMqt96CdfjkW2kvgHB1fYXW4W8c167k1kY7VTW8w_wmX6KCX-JW8WHHvj1w70MGVpD62B7wDjyQW1v2hM78C7y4yW2TjvNK4VkF-3N679HlsYJhlyW4-Dkfv4qp3M43bGz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgP-GW3ylnC-51Z2f1W6d0B541pB1WcW3BsQKf4f4yxkW7xh_mj68s10dW4ZN0ph7XqK-5W4LFSWb8JxK1FVz8byr7SJF3nW8LDrFK2B2Bs_VmLhPW6rW2_RW7VK-6X8Qxy04W9l7vLf1kWK90VQ8P_q6BbLJvN51F9LF5zdbRW8Vdx3b2ZBxdvW8nrYwJ2yFYHfW2b5lty4cQ4D5N2ps6JcSwRM-W2ch21N3BCPd5VTt_Ll21029BN98_bV3dmtwpMsxfFr_5yqfN8BXLpwF-Wqp37cS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgCgFVRCgqB4tmW3nW2xM2vz6v0XvRW5F7MjV4xlxwSW2PGyd13wqNd9W5PBPmv8lcw8YW5XchR51KVSmwW5KyNDl1XX0fmW7gq5fN6Ph3pqW5_3B5J5GyX9dVJhwbj24bMQzMbpfqh_CGM9N7-TJMrphccBW8bv8hh69Hwr0W2zZ-0y1QcDlDW2xF3W11xgK29N2q-l4LZb83DW3GHZLn7sqBJLN7sgSB_fvBK1W4wSTD_7fx9XBW2v3Ny84PHsMLN5tbWst5d98GW3Fhlg3978Msk3jkZ1
https://www.yardeni.com/pub/cc_20220524.pdf


 

2 
 

Consumer Staples (-8.9), Industrials (-14.7), Financials (-17.0), Real Estate (-17.7), S&P 
500 (-18.7), Information Technology (-25.9), Communication Services (-28.0), and 
Consumer Discretionary (-33.6). Two of these S&P 500 sectors remain in bull-market 
territory, six are in corrections, while three are in bear-market territory. 
  
(5) From January 3 through Friday’s close, the S&P 500/400/600 indexes are down 18.7%, 
16.4%, and 17.3% (Fig. 5). Over this same period, the S&P 500 Growth stock price index is 
down 27.0%, while the S&P 500 Value index is down 9.3% (Fig. 6). The market 
capitalization of the S&P 500 Growth’s MegaCap-8 stocks (eight of the highest-cap stocks) 
has dropped 32.1% since January 3 through Friday’s close. These eight stocks have had a 
significant impact on driving the outperformance of LargeCaps versus SMidCaps and 
Growth versus Value in recent years. Now their underperformance is weighing on 
LargeCaps relative to SMidCaps and Growth relative to Value (Fig. 7 and Fig. 8). 
  
(6) The MegaCap-8 stocks also have contributed to the outperformance of the US MSCI 
relative to the All Country World (ACW) ex-US MSCI, both in local currencies and in US 
dollars, since the start of the bull market (Fig. 9). That may no longer be the case this year 
as a result of the stock-market selloff in the US led by the MegaCap-8. That’s because there 
has been less air in valuation multiples overseas than in the US (Fig. 10). 
  
Here is the performance derby of the major global market indexes from January 3 through 
Friday in local currencies: UK (2.3%), Japan (-6.3), ACW ex-US (-10.2), Emerging Markets 
(-13.2), EMU (-15.4), ACW (-16.1), and US (-19.7). 
  
Here is the same performance derby in US dollars: UK (-5.1%), ACW ex-US (-14.9), Japan 
(-15.6), Emerging Markets (-16.1), ACW (-17.8), US (-19.7), and EMU (-20.9). 
  
(7) The rest of the world’s valuation multiples remain well below the one for the US. Here 
are the forward P/Es for the major MSCI composites around the world through the May 12 
week: US (17.0), Japan (12.5), ACW ex-US (11.9), EMU (11.7), Emerging Markets (10.9), 
and UK (10.1) (Fig. 11). 
  
Strategy II: How Much Longer? Let’s say that the S&P 500 fell into a bear market on 
Friday, at least on an intra-day basis. That means it’s been in a bear market for 136 days, 
not just for one day on Friday. I asked Joe to have a look at how many days it took for the 
S&P 500 to fall 20% during the previous two bear markets: 
  
(1) During the previous bear market, the S&P 500 took 274 days to fall by 20% from 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgGr6W49gj5B6G7NQgW5VCNy56X-yKjW2TKpty5pGM25W57h8gX4SQ3wmW7Y3tf934qczQW1fpn7D23K-DtVylbJr3wJ75qW4YKGrL8wfy3BW1BDdtl2gLB21VddRC_68QqpNW7HT4Zx3cMdfgW5gcJbj6cJQTYW8vPsgk46sNyRW4dtNrW7zn8x7N7Tl-B3jSc9BW30-z3N6Z1v1ZW2Yv7lt29Ph2VN87L8J5v-94vW9jWb4n4h-rG6W7n7zcj13NfhVW1PPD6F2nYSGfN1H0RxW4SwhM3qjh1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgD_HN7WR_nGDs5SFW2DHBWb41HQ2BW6Tjnhn1xMw89W4NFDgs4G5ZWdW5PlBm99fFP4YW82V2Gk8h2J32W53ym3p4lP--jW2mT4W-7Ft9XNW7MqLZ06KYJ90F1G1m6VQS7KW5qfrcJ1lRMVqW1HsHkY8h-qP3W98t8y620_39ZW8f8CCm2w8cgXW52X-1H5PGcSwW8lpk-_5N7KfNVmjdnn7855zhW443kjS1VVpQWW26LDFx74V9FBW8DMMp93BznxfN1p5dkp5BgvcW4XLccb7TqC5m39QT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgDCxN6dYnPgqg-b0W4xF8k15vznW-W1TTpcC16nBGYVxF66f3WDqvNW8l4FdG27CplZV9rv0K2Mdb2LW3ZHNS2105LVGW2NcqJn4WG2LkVrZsgf11t0ssW7CvVzV6NQ0gXN5TMQctcYn3NW3z-rhN7Nzg6mW1SPRfR4qYHkyW5-J4ss4VJCvwW3pnWZh4M6BfYV7lb2x83WCDwW8vBnTq5TK9HyW352Vkc6zQJYKW7Fjkn521MLsqW5T20S53ZB4fsW4PCjB75ndHxgW2m5v_624VfqX3pny1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgKQyW1G1S3x5gwFrpV6NV6p7Q1Q71W4CwBzF6thHy6W62-JLJ5W6CgrVD2SR41HjYHKW80NGqL63m9x0W4Mqg1m2g3f07VsC_Bw59fHc1W7YnVcS5k7nh_N8F3Lt4L46y4W2LdfXB7xHKjWW8Fj-771Ck2r5W8nhM6M34nCXhW99l9yf7HPQ7tW2SJ4QV14jq3lW90gR1k7Zvg-5W1vBp8n23cWpkVZjjvF6KccMjW6pf4Qt5YcHDkN5LK2bmMqC2bVRmBW87fwswJW7gF3rM47F5Tm3j6J1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgPQ1W1clcMJ8TN2LPW7n99CP1yhWWGW1J1n6h3q2JYsW8Zq0MV6fJdYzW2qzmq-8NMX_9VMxYMK4zwvLzW30Yrzm55phDnW4VJm2m63jTvLW2NvVLk2-K33VW6xJ8q03mtK70W25lK732R-cykN8mvrLNJdf8yV3fz2j4_M3V1W7TqtQl3Rwn_PW7JsnWx64MngWW8tQ9gl6fxlSgW3h-SnF7dR0n2VS0Wc-5X1lD9W5qJLKV4mKNYLW78P-7S5hZ6_JW5M1rVB508YbBW4J70C-90pr2x3lTl1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgH0qW5NTCkk6j7Wn8W1jLcmX6h8DkDVLpG3n3S6ltmMSmC2kzDzkXW6nDxBq8ScMKdW4NTZHV8vxwGjW1P5__D5g2DLHMwMnbljLsl2W8sf13V3NkxY3W4z_xc-4rYyvpW2kwGxR7trjxlW2S-rvN33_sWHW963bKt4Gv1mhVZJ5qX5FdH_KW7pS_Dj87fWG2W6S8D8-2SQ64_W9k6sgK6s2MJNW9jvX3c2kwPWyW362kwQ5j9mzrW5pw1DJ6_MC8DW63qDwC2b7lcFVSc8lT3nPT8l31Vd1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgY1xVWMHQf6Crzx4W3nJ0Hh4kh1n_N98PDhWxNKXBW46JVKg85kKZ_N6sxFb6KfVk9N5z2j_JDl-LCW1Tbc6Y8Jrq-3W165FPW5LQBgPW5JzSzg6JH_fWW3V_Lbf7zPShYW2hcfG81xsPr2W7tfMTt7Xcz9pN5BBflFwsrhdW1VXhxF14GwB7W71mJbT3J0SqgW5mkpPL4zl2XFW7DHmvj33wY8xW7MsM_C5NMyn9W7Nm9-41BgJHDW3StCX12tSmLyVWPZ0c66623jW825F-s2J4rK73gmY1
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October 9, 2007 through July 9, 2008. That was just before Lehman collapsed, which 
caused the S&P 500 to plunge by another 45.6% over the next 243 days through March 9, 
2009. The bear market lasted 517 days altogether, with the S&P 500 falling 56.8%. 
  
(2) During the bear market that started March 24, 2000, the S&P 500 took 353 days to fall 
by 20% through March 12, 2001. It then fell another 34.1% over the next 576 days through 
October 9, 2002. The bear market lasted 929 days with the S&P 500 falling by 49.1%. 
  
US Economy: The Rent Is Too D@mn High! The most persistent source of upward 
inflationary pressure in measures of consumer prices over the rest of this year through next 
year is likely to be rent. That’s because rental rates on new leases have soared by over 
10% y/y since the start of this year. Rapidly rising home prices and mortgage rates have 
forced many would-be first-time homebuyers to rent instead. The median existing single-
family home price is up 14.8% over the past 12 months and 36.4% over the past 24 months 
through April. 
  
This year’s jump in rental rates will boost the tenant rent components of the CPI and PCED 
in the months ahead (Fig. 12). That could contribute to the wage-price-rent spiral, offsetting 
some of the likely improvement in several categories of consumer prices, especially the 
prices of consumer durable goods. 
  
The problem is that rent inflation tends to be exaggerated in both the CPI and the PCED 
because, in addition to tenant rent, both indexes include owners’ equivalent rent (OER) (Fig. 
13). OER is a bizarre concept reflecting how much homeowners would have to pay 
themselves in rent if they were their own landlords. Here’s more: 
  
(1) The current weights of the OER and tenant rent components of the headline CPI are 
24% and 7%, respectively, and those of the headline PCED are 11% and 4%. The 
combined weights for tenant rent and OER are unrealistically high in the CPI at 31% but 
about right in the PCED at 15%. 
  
(2) During Q1-2022, 34.6% of households rented their homes (Fig. 14). The number of 
renters increased 1.9 million over the past four quarters through Q1 compared to the 
previous four quarters (Fig. 15). Over this same period, the number of households owning 
their homes decreased by 1.1 million. 
  
(3) The Fed’s tightening of credit conditions has led to a sharp increase in mortgage rates 
from 3.32% at the start of this year to 5.47% currently (Fig. 16). Applications to purchase 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgLV1W95XPcJ7HnKNSN2BHvCSwWW_WW4QFmGh3tcWD-W7r8qTw8HglSDN32MgN-K2ZmbW1Dl5M66rwwg3W1F12zr8G-CD1W6h0tcp1WDZwgW2TKRMZ1chqgDW15jQJv8y9MFTW93k5Dp2fttypW7QTQbD1RLqR5V-X53Y4lpDFqW3Kg9l_8dNrrpN1XQNf7bNWY1F8g4Wc4VvfCMGrhgG4CDDkW2kSSlp6zbvtTW1psQjr2dLr-jW8vYWTC84p8H0W3ffJ1J8Pvr9QW6GrZ_K7-06xJ3b2m1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgCRqW3BT-xl4Jt9DGW68gsTy8CCNYgW8HWVFL63vHh1W5b1Pt27V5n1mW4ND7Jw3BrJDHW8HdHX_6dF2R-W32F2lz4rfd-9W2GBG9x3cY4z3N7p1WqVvj_g1W30CV0z6zqwp1N8Q6NBnwW0n1W3bvRch3nC--5W1NL1nJ3T1MTrW4MQvkC9jVBtBW4vtmKY4kSpLfW6ZHy8N8NV6TLVXsgJQ8LTTgsW7PDT4C1PYkgYW91LYw46RsBCxW2XYyG25wSCVrW9g8MF53sDZVXW8BK4H86v5qgR3gRq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgCRqW3BT-xl4Jt9DGW68gsTy8CCNYgW8HWVFL63vHh1W5b1Pt27V5n1mW4ND7Jw3BrJDHW8HdHX_6dF2R-W32F2lz4rfd-9W2GBG9x3cY4z3N7p1WqVvj_g1W30CV0z6zqwp1N8Q6NBnwW0n1W3bvRch3nC--5W1NL1nJ3T1MTrW4MQvkC9jVBtBW4vtmKY4kSpLfW6ZHy8N8NV6TLVXsgJQ8LTTgsW7PDT4C1PYkgYW91LYw46RsBCxW2XYyG25wSCVrW9g8MF53sDZVXW8BK4H86v5qgR3gRq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgFgSW6_mdx22lg2w_VrV32Z7gYBmbW2VzmxC6rcXMkVZ85ps2fCkqcVyNhRS86rQXCW64p3313wXlGtVV939F86nG8DW2tRMbK58FYRYW3HlWPJ7hq92jW5Xb3qf2vykcwW1c-1q52LBk2bN97MMlTpjFm1W9chGSF4c2hwJW69tlqC5gy9QlW8v2Z905pfKs8W5yKQJj7mpV8BW62Jl0r96hfZKW2xJBHQ4fqR11VqXBWY1Hv9K-W198W434FBFWQW3BsVHB9bjZ5jW5mj8yJ6_x9Db32NT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgYXhW4yDk2J3VBY0QW11yRpL5mrcjvW8BnG4Q4ZDk3jW38Z0jm8sfX_kVrrVPV64F1psW3xD1Df3gZHb6W7r2fSj9jj_CJW2NNtBJ5VZ9ZnW9fmnlG56D3CYW31y0m68G8D6lN5s9zSjt8fp7W75jKfZ8XHqgdW3KzSHf66HL8rW8Glmrq5ysP2LW130qZ54FT70TW5kcgq64TJlvRVhdhg_3zPmGzN8Nwr5x-ZHpTW4g6fZq1Gpx0gW646STs7TbDGdVNtDrs8D3BvrW6dzqzk2PVV4V34sM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgMYtW8lv3cM5KPDX5VHn98M2RFnyZW6scXqF6Jsw2rVQjW331rm3n0W1r54RM6VRHnsW3jdPd-9htsRkW8sKz8x4FsdDRW79CZZZ5t4fT9W3d2ClK6JbGq_W568GqP1MBM2XW1kgY0T7763kMW73mF3763vyP_W6PPfLN52llKrW79XjFx8Bv1wyW7HQtjV2FSCzBVMGSn_97lQx_W5RFFBK1Xd84DW8_2QTt2KLGlvW8x7mm-8cdWV-W28mYs14-xsVyW5YK6QX6pszDGW5lnKG28NZhvX3hck1
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homes are down 19% since the start of this year through the May 13 week (Fig. 17). 
  
While home prices might start to fall, the inventories of both new and existing homes remain 
very low. The falling affordability of buying a home and the shortage of inventories are likely 
to keep the upward pressure on rents. History shows that the one sure way for the Fed to 
bring rent inflation down rapidly has been to cause a recession that puts downward 
pressure on wages. While the stock market is teetering on the edge of a bear market, we 
are teetering on the edge of raising our odds of a recession, currently at 30%. 

 

Calendars 
  
US: Tues: M-PMI & NM-PMI Flash Estimates 57.9/55.4; New Home Sales 750k; Richmond 
Fed Manufacturing Index; Powell. Wed: Durable Goods Orders Total, Core, and Core 
Nondefense Capital Goods 0.6%/0.6%/0.5%; MBA Mortgage Applications; Crude Oil 
Inventories & Gasoline Production; FOMC Meeting Minutes; Brainard. (Bloomberg 
estimates) 
  
Global: Tues: Eurozone, Germany, and France C-PMI Flash Estimates 55.3/54.0/57.3; 
Eurozone, Germany, and France M-PMI Flash Estimates 54.9/54.0/55.1; Eurozone, 
Germany, and France NM-PMI Flash Estimates 57.5/57.2/58.6; UK C-PMI, M-PMI & NM-
PMI Flash Estimates; World Economic Forum Annual Meetings; Lagarde; Tenreyro; Ellis; 
Woods. Wed: Germany GDP 0.2%q/q/4.0%y/y; Germany Gfk Consumer Climate -26.0; 
France Consumer Confidence 89; Japan Leading & Coincident Indicators 0.9%/-0.1%; ECB 
Financial Stability Review; World Economic Forum Annual Meetings; Lagarde; Lane; 
Panetta; Beermann; Kuroda. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): All three of these indexes had forward earnings 
at a record high last week. LargeCap’s was at a record high for a second week after falling 
0.2% below the week before that 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 24th straight week. 
SmallCap’s rose for the ninth time in 10 weeks, and was at a record high for a fourth week. 
In what has shaped up to be an extraordinary V-shaped recovery, LargeCap’s forward 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7Cg-1PVj5w103SvwzpW1k2-ZN4Hq0WbVJlCJ93CmCYZW8MYVBb4YjMMLW1bMy0230sDK7W4SZD3M4m8DZ3W3cQT7p6XGDLMW5RYRyw2dSwMbVh3GQH1ySW99N1H6GY89nBpcW3MJkyh7Gw3k2W85pJx63hqpB2W37z0n63Rjmp_W458zqC2Y3_StW4NRL8V4tbkcWW10q7kX4SQhdTW3x6Xs36k4-tkW23_DKD2njqhNN5FytdVMFG7wN4y6Lpb6zZZVV8wTSY6_3PHbW9fZwzr2lxDKh3fXt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgHhZW1kTBw07xfG57W79rMgd1yzr2PVjMY_3727QWdW9dm-181rgsLTV56dSy65GpXlW2RFC9W8hrnW4W5BgqTV7S6BF5W7rnkjD6vhyptN75F2S_nXmxbW8cLlwv3wY05yW6JW2YT8Xn1LXMdxjxC1lfyYW2zwMDj58bLhVW2kHzNx5GkwVhW3NyKc25_dP4BW8ZNLfs2wZh1FW5zMG-44BMx38W7JrQKY3d_cjzW2qXY2C75mxJHW7t6vdr8lpxrMW8w2y1w61lMlVVHlVlQ3hYFDp3lqG1


 

5 
 

earnings has risen during 99 of the past 104 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 98 of the past 102 weeks, and SmallCap’s posted 94 gains in the past 103 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 68.5% from its lowest level since August 2017; MidCap’s is now up 139.8% from its 
lowest level since May 2015; and SmallCap’s has soared 199.8% 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 20.1% y/y from 20.3%; 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 rose to 35.3% y/y 
from a 25-month low of 34.6%. 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 tumbled to a 25-
month low of 35.6% y/y from 43.3%. 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 (10.0%, 
9.9%), MidCap (14.9, 6.6), and SmallCap (13.7, 11.4). 

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 16.4 from 17.0. 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 0.3pts to a 25-month low of 12.0 from 
12.3. 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 0.2pt w/w to a 26-month low of 11.6 from 
11.8. That’s down from a 13-week high of 16.1 in early November and is now down 15.1pts 
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. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgMk8W1lBCMD2w0y5JW3XJzdM4jxWmFN2dDX6b1Xgt9W94RJ2m3qNXVdW4Zcm_885GxHfW70R6qs37-8-zW25xzkk5XCYPhN5_HkrnTc64mW3qPktF3Ty-PSVBYTtw4RM9J8W6xfjdq8qhrglW6hgxgQ7lKjZ1W1tG_-m8lNtL9W5wC7QS3kF_fSW3trPDP6MR-NRW3--yXG1270y-Vy9Tf45dSB20W1GP6h71kmNfgW1T9LtW6wKPTBW8n_-X57j2g-2W51wv_995FQ63W687PMc6msKSx3cHS1
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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 92nd week. That’s the longest stretch at a discount since 
1999-2002; SmallCap’s current 29% 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 49th straight week; the 
current 3% discount is up from a 9% discount in December but remains near its lows during 
2000-01. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q3-2020 earnings season, 
analysts as a whole have been raising their consensus forecasts for future quarters instead 
of lowering them as is the norm through the earnings warnings seasons. That six-quarter 
streak of positive revisions throughout the quarter officially ended with Q1-2022. In the 
latest week, the Q1-2022 earnings-per-share forecast fell 5 cents w/w to $54.84, but is now 
5.0% above its $52.22 forecast at the start of the quarter. Analysts expect S&P 500 
earnings growth to weaken substantially to 11.6% y/y on a frozen actual basis and 11.1% 
on a pro forma basis. That’s down from Q4-2021’s 26.9% y/y on a frozen actual basis and a 
32.1% y/y gain on a pro forma basis. Double-digit growth is expected for seven sectors in 
Q1-2022, and three are expected to record a y/y decline. That compares to Q4-2021’s 
count of eight sectors with double-digit growth and one sector with a y/y decline. Here are 
the S&P 500 sectors’ latest earnings growth rates for Q1-2022 versus their Q4-2021 growth 
rates: Energy (268.8% in Q1-2022 versus 12,611.0% in Q4-2021), Materials (46.2, 64.2), 
Industrials (40.2, 43.8), Real Estate (27.3, 17.6), Utilities (24.7, -1.3), Health Care (18.4, 
28.0), Information Technology (13.7, 24.6), S&P 500 (11.1, 32.1), Consumer Staples (7.2, 
7.7), Communication Services (-2.8, 16.6), Financials (-17.1, 9.9), and Consumer 
Discretionary (-28.3, 54.1). 

 

Global Economic Indicators 
  
Germany Ifo Business Climate Index (link): “The German economy has proven itself 
resilient in the face of inflation concerns, material bottlenecks, and the war in Ukraine,” 
noted Ifo’s President Clemens Fuest. “There are currently no observable signs of 
recession.” The business climate index improved for the second month to 93.0 this month, 
after plunging 7.9 points in March—from 98.7 to a 20-month low of 90.8. The current 
situation measure climbed 2.4 points (to 99.5 from 97.1) over the two-month period, while 
the expectations measure rose 2.1 points (86.9 from 84.8). The latter is recovering from a 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCvk3q905V1-WJV7CgRqYVW4pHW3Nd1mvV69JTM3Qs5rGW7_czp07Dkh0CW13P2y75-Xyq1W1QVc101VnRgZW1GH3kw3l35X3N1drTR4ngNzFW9m4QWt4XFHZFW2Hg_8b2bvyfpW5HZhxn3JFWhBW6XGNDj4PBVH7W7qvrQK1DjklgW79qBC7877nXMW2Ws0gs57lgx6W69K6Hv5J5W6BN3xJdKgKk4ldW8qW0Kq6YPcwYW7PCvQc52dSkpW4ZW9NB6nnBPDVvy1Sg2y-slgW6S97qR4vR95CW8LMVJ151Cv-sW5mGBvX5rgcDJW4H21k280F3P03nmR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVY7h174W0TWW6Hwc5M3dD9k-W861hN74Kr1PpN7dHCv13q8_QV1-WJV7CgKc_Vqgk_z19X6ngW3zSMZn1RC17nN474G6sXk99nW7r0fFt3DJ4_TW6tYLq21V8rXrVcVdlm8NwvLpN15GlPCCJFs8W2_dDr72Zfmj6W7j1JNH46sSh7N1jzPJFxMQ5MN4KV98Zpkp5jW3W8yWV1VJ3FjW3K2cws2xHj0ZV8bTgH7Xzvb7W6jYDpt51njTlN8vWs06M9FmDV7DRSl6mjMQvW5w4JQ21wh-gFW1WJp2g70qc5JW4zHMPQ1SJZC4W1ZLjQj1VPp8_N2l3CZtH2896335y1
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13.8-point plunge during March. The measure for the manufacturing sector improved for the 
second month, from -3.6 in March to 2.8 in May, as the expectations component improved 
12.7 points (-17.3 from -30.0) over the period. The present situation measure moved up to 
25.1 this month—though was below its recent high of 41.8 last July. Confidence within the 
service sector improved again in May to 8.1 after falling to near zero in March, with 
companies more optimistic about the current situation (33.1 from 19.5) over the two-month 
period, though still pessimistic about the future—that reading deteriorated from -11.0 to -
14.3 this month. Within the trade sector, the present situation component improved from 
13.7 in April to a six-month high of 18.4 this month, while expectations (-36.0) was little 
changed around recent lows. The business climate (-13.4) within the construction sector 
remained in a slump, though the current assessment (17.0 from 15.7) was slightly more 
positive, while expectations (-39.5 from -49.8) was less negative than last month’s record 
low.  
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