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Whip Inflation Now! 
 
 
 
 
 
 
 
 
 
 
 

Inflation I: Biden’s WIN Plan. May’s CPI will be released on Friday. It is unlikely that 
investors will be released from their fear of inflation even if it continues to show more signs 
of peaking. A year ago, inflation was widely viewed as transitory. By the end of last year, it 
was widely viewed as a persistent problem. Now it is widely viewed as a protracted one. 
That’s certainly been the evolution of thinking about inflation by Fed officials, including a 
certain former one. 
  
Former Fed chair and current Treasury Secretary Janet Yellen recently acknowledged that 
she had misjudged how long high inflation would plague consumers when she said in 2021 
that it represented only “a small risk.” When asked about those comments by CNN’s Wolf 
Blitzer on May 31, she said, “I think I was wrong then about the path that inflation would 
take. … [T]here have been unanticipated and large shocks to the economy that have 
boosted energy and food prices and supply bottlenecks that have affected our economy 
badly that I didn’t—at the time—didn’t fully understand, but we recognize that now.” (Yellen 
didn’t acknowledge that she had been trained as an inflation-prone Keynesian economist 
under Professor James Tobin at Yale University. I did too, but I got over it.) 
  
President Joe Biden also recently acknowledged that inflation is a more protracted problem 
(and a greater political risk to his administration and the Democratic Party) than he and his 
advisors previously had thought. On Monday, May 30, the President wrote a WSJ op-ed 
titled “Joe Biden: My Plan for Fighting Inflation.” He started by blaming “Vladimir Putin’s war 
in Ukraine” and supply-chain issues for most of the problem. He then took credit for the 
strong economic recovery since the lockdown recession of 2020. He did not acknowledge 
that his administration’s excessively stimulative fiscal and monetary policies were a major 

 
Check out the accompanying chart collection. 
  
Executive Summary: There’s no disputing it anymore: America’s inflation problem isn’t transitory. It 
has been persistent. The question now is whether it is protracted or not. Biden’s response to “our top 
economic challenge” is lame. … On a brighter note, we expect the release of May’s CPI report on 
Friday to show that consumer durable goods inflation is rapidly moderating. On a dimmer note, that 
positive should be partially offset by the unabated climb of prices for gasoline, groceries, and rent. … 
Also: Europe’s economy has been remarkably resilient in the face of its formidable challenges. 
Melissa examines the headwinds and tailwinds for Europe’s economy and MSCI index. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtVL3q90_V1-WJV7CgH4SW2bxmhh8p2zfKW2yJtcr7ML3WmW3141vh6xQhp1W11Z-CW5SPYwPN5ph8vMxD4LWW8bZKkV4S1Hn3W2XF_FG8Q5nkJW3X9zSG2kYCksW6LddWC4ZcVNSW2ZnLkf4BRH4sVZKT_H14VR6gW19JnzG4fTkQnW2vhjgT58gn-PW1LF9rL1tk-PXN4DMBGnwGZ_rW5yfVbN2whvY-W1z48d63rxcLVW1y6SP_12lz5wW63Q8n66CR3YTD9Hg2rMXpSW6RyW_d7ZsTwgW781v8V95T2MVW2CKw7Z8fZqgBW8flqmM11vtZlW7d7S2R5Pd0TgW1y4xqD63YnNpW1Lt9PS1TfK07W2s49RB8YkLfRW4KCQV652q06tW7HZd9m4rc6dH3cGR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtSG5nKv5V3Zsc37CgC5kN1X7ddmyW9WRW6WyYFz6Qt_fHW4yG0854qnDGlW5YrCW26Y9pTYW3sZTF-6clB3PW110rtW5PtMkJW2TrZXB171R1kW572yqK3j6GrdW4dXkzx6_dgVnN2vg8PrG_pxVW24-jk56CPjrRW3hX1Jy6mwQT0W5fmVPw7G0KGPW1G_Y1421WGLpN7jDGtqXklLXN4d1cwmqzTHbW84C9Js1JJxG2VX8ZPp279KJxN1kmxNkCfppvW4PXBvS1TGLvwW8JNnFf4dqdtqW2TxP9052dR45W1JK4Kw1nfmjJW7zLf-Q4b-js1W8-tlz04VrTF4W2hFt8t4_GkdCW4FWgY76R6CZ-W6vr2Cf3qMwYLW1R-K_h3y4NX-W8CVCcm6tNGtpVL1Kb97GfDpTW8-zx1067Y0MQ39CL1
https://www.yardeni.com/pub/cc_20220608.pdf
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reason that inflation has been protracted. He then listed three parts to what I call his whip-
inflation-now (WIN) plan: 
  
(1) The Fed. First and foremost, he assigned the job of bringing inflation down to the Fed, 
which “has a primary responsibility to control inflation.” Obviously, Fed officials haven’t been 
very responsible. In any event, the President wrote, “I agree with their assessment that 
fighting inflation is our top economic challenge right now.” 
  
(2) Supplies and prices. To lower the price of gasoline, Biden wrote that he “led the largest 
release from global oil reserves in history.” It obviously hasn’t worked so far since the price 
of gasoline continues to soar to record highs. He called on Congress to pass “clean energy 
tax credits and investments” that he proposed to “accelerate our transition from energy 
produced by autocrats.” He then briefly listed a mixed bag of ways to lower prices. 
  
(3) The deficit. Biden inadvertently acknowledged that his policies might have swelled the 
federal deficit and boosted inflation: “Third, we need to keep reducing the federal deficit, 
which will help ease price pressures.” But then he took credit for the remarkable narrowing 
of the federal deficit from a 12-month record high of $4.1 trillion through March 2021 to $1.2 
trillion through April of this year. 
  
Biden wrote, “In addition to winding down emergency programs responsibly, about half the 
reduction is driven by an increase in revenue—as my economic policies powered a rapid 
recovery.” He didn’t acknowledge that the increase in revenues was boosted by the jump in 
inflation that his policies caused, leaving inflation-adjusted disposable personal income 
down 6.2% y/y through April (Fig. 1 and Fig. 2). (To be fair, income was still boosted a year 
ago by government support payments. On the other hand, the headline CPI inflation rate on 
a y/y basis is up from 4.2% a year ago to 8.3% through April of this year.) 
  
Inflation II: May’s CPI Report Is Coming. On Friday, we might learn from May’s CPI report 
that inflation is eroding consumers’ purchasing power at a slower pace. However, there is 
likely to be little relief in the costs of gasoline, groceries, and rent. 
  
So far this year, the headline CPI inflation rate peaked at 8.5% y/y during March (Fig. 3). It 
was down to 8.3% during April. The core CPI inflation rate peaked at 6.5% so far this year 
during March. It was down to 6.2% during April. Confirming the peaking scenario was April’s 
PPI for personal consumption excluding food and energy, which tends to be a leading 
indicator for the core CPI inflation rate (Fig. 4). The former peaked at 8.0% during March 
and fell to 7.1% during April. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgSDNN5g0M2jDNctyW8Vjlx58F4yN3Mn5xT1rRB29W8RnRkr7tbb38W3zqHjW2cdppkW3J9_qg61pPKGW9ddSXf80sRPtW842vW61zf_J4W94trkn4lwlLNW9hrCGH74wK-CW5-YqWG6xgcXHN6JCc7sCvLW0W2pvl1_6dDMyNW1xSMlP4k42w0W89GbrQ4TZJyjW1lxdjf9k6HLTW3cKkxX2Nxm9TW22FS0T837jMnW1ffhv38b8zRJW5xgHfL4K8yVJW1FCwdL43Y1dXW8fvQ5J8v22xh3mtK1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgNpWW2q0YyK7c-gskVbfc8f5LFPsfVZHYf22czkF-W2jVTYQ7W4-VcW2brbw_4xbsTRW7JVJrv8f9fPrW2YPBRq6WvnnLW9265zp5Yl45YW8Tllyj4NYflmW6GPc0S5xnbR5W8JJPqZ2rKpDkW2cTmLT3-__L_W2dh0jv4Z11WDW2tqhkG2S4cqbW9cSfV021pw-FM2CNk97pYyMW3lvKFn2cFh5kW32SR_J75TRLdN67rJRSLZrN5W689vs82syDsgW4w8jvj3JkNspW7WhMXR2qH4Dw3jXd1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgHhVN3bL8CymZRDxW9cbWGH5rGSXNW16vKvy4rY4x5W5hk2Pq8pDMvXW7JX9Dn35G5mLW7n9tRc1B-dzZW4xqbwf92S3YNW2X0pXq32DJV3W8nyGnz5DNj_nW34Yw4L2JYSWJW5_xw077Db27dW3N4s_X5QKVClW6qkKxb8gVDvZW7vDZjJ4GWkmBW843r8b5pq51kW6xgrm17Jbzb7M3QtgXyYnGPW7cbdws6lgV1HW7zD9q62VSr0SW7bpM_g1Rq8CGVX0VS16hGRmhN6nT42XJVz7932cB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgJsLW6nwbn94XLNNrW58v-bJ72z_MRW28klM_81r6y9W7WcsjL584hfGW5HcdQC7DlDHdW2xqL88708txlW6Wcj0g5QZP_NW9jl-Jx4HgbBwW8HQWcK8khGSkW3xPhm783fSXxW1bVZ8586xmC1Vjd55-7nQ6jJN3DK0dh9GFYDW3sshSn3-gYxbW533M0W5x1yR6W7CZB2R2_yhJsW62N4-23TNbqTW3YGMhJ3MvPhtW4CCHrB4Zf1CgW462WBx1Rw9ztW61cKdd86jXlGW6f8CMV66lwpM38961
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Debbie and I continue to expect that rapidly moderating consumer durable goods inflation 
will be partially offset by rising prices of gasoline, groceries, and rent. Here is what we know 
so far about some of these items: 
  
(1) Durable goods and used cars. April’s CPI for durable goods rose 14.0% y/y, while its 3-
month annualized rate fell 1.7% through the month, suggesting rapidly easing inflationary 
pressures in this category (Fig. 5). 
  
Within April’s CPI, used cars & trucks prices rose 22.7% y/y but fell 17.6% on a 3-month 
basis through April. The Manheim Index for wholesale used-vehicle prices (on a mix, 
mileage, and seasonally adjusted basis) increased 0.7% m/m and 9.7% y/y in May (Fig. 6). 
The y/y rate might seem quite high, but it is a significant decline from the 45.0% y/y rate at 
the start of this year. 
  
Also showing signs of moderating in recent months have been CPI prices for household 
furniture & bedding, with April’s reading up 15.0% y/y but up less, at 8.7%, on a 3-month 
basis. Given the unfolding housing recession, the price rises of housing-related durable 
goods should continue to moderate, including those for household major appliances, which 
remained high in April at 12.1% y/y and 18.5% on a 3-month basis. 
  
(2) Nondurable goods and gasoline. Food and energy account for 55% of personal 
consumption expenditures (PCE) on nondurable goods and only 12% of the total PCE (Fig. 
7). Economists often exclude these two categories from the CPI because they are very 
volatile. However, in an inflationary environment, they can have an outsized impact on 
inflationary expectations since most people have to eat and drive somewhere every day. 
The price of a gallon of gasoline is the most widely publicized price in our country. 
  
During April, the CPI for commodities excluding food and energy rose rose 9.7% y/y and 
0.8% on a 3-month annualized basis (Fig. 8). Food inflation was 9.4% y/y and 11.6% on a 
3-month basis. Energy inflation was 30.3% y/y and 47.1% on a 3-month basis. 
  
The weekly national pump price of a gallon of gasoline continues to soar to record highs, 
jumping to $4.98 on Monday (Fig. 9). On a yearly percent change basis, it almost perfectly 
tracks the CPI for gasoline on the same basis (Fig. 10). The weekly price was up 12.3% 
during May, after little change in April following March’s 17.1% jump. 
  
(3) Services and rent. Rent of primary residence (a.k.a. tenant rent) and owners’ equivalent 
rent (OER) account for 7% and 24% of the headline CPI, 9% and 31% of the core CPI, and 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgT5_W2m-4cM8c3sY8W12xLcH70m63vW3byWCd1Bhst1W5bkm-z4gDNYtW8BTl-X4ZB3DfVjPmWC6bV3DLW2ZMVL78QS8-MVV_MM89410fmVpXMqK8nHyn6W2kfWR99gVsTRW4GcLQg4L25p8N8xgb3Y_v2p7W34sKxs22f4g3W38yZ3g8D8RwKW82ST-F5q26zjN7D7kv_YNsr2W4PKyLy2p0kD_VfVrl97czrfhW8pHB9k5wwSFyMrmCFlCS9KxVjG11X5-JlZtW1NLJrl5WVx8332PW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtVr3q90JV1-WJV7CgGS7W5YSfc67yJJ34W4kKk2m85VGMcW643MWV35f1xwW691PNp6rYmRLVmnmXR36n_xHW2F6YFB6ggyGzW3HtD-q61yJg6W2kxHXX4lXw7sVb2v9948cdB0W6QFGJG9j6bYcN96bkzC2ZNMbW2dYhp26zG6QKW6sgskd7JD284W5XjpCh5xGFtvW4m5Ksc4FH-4BW6cbYGF5_VZ_JW2zQ0Kz2CnDHKW8n_ccs6rr67RW5qK27K7b1h4sW6Y6v9l1jnhv5W1WG8wV2yGFfjVZkYKT94HccJW3m_3s18qbRrNVVJ-xq7kyFGPW7mQh5045bXM6W3shqTx658qLhW5Knw1p3hrZ-jW1ZNJtx24l-pV37Lf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7Cg_3MW1CcQX33DF5HtW10q4Px40RrNPW694PGr351WqQN7Xyk-2PD4mDW5M1lCt7zbm0kW85nFm25-GmYDW27zWwb19TGtcN3g1RCXWFD7wW72d3S45YJSkRV5-bTq1WxTzJW70y6ry5BtD_KVyLxNV2nXcT1VQHM0X65QcxSW41Wqtr1WLG0hW1ZvTn788Nz8rW27WlpF54kyt_W11hJ994_ysBmW6rt-0l33LLnBW8h210H2lzVJDW6yjFPR4vlkq9W5tNsCs3SjQzgW661Z6m6P-Lsd32HG1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgJ7SW2Nhbh11DJn93W5ZLjWd3SjKn3W5qXK3p4wGsN8W7JV7ss1LBrcMW1xN-QZ7HbyGyW3xqP7f8gMSTyW2tDnTz7238VRW31cbgn2gCM2RW9054T33Wfw08W42SBpB4R-xckN7Qq2pTw5Zr3W2nx20L8BhfXtVk_0hT8f-w_ww6LBfWkb-cW4qdpdy2GmXRbW3glVBc1lMC6WW7LJ3bF3Ghr5gW6cn5Gl6DqLH-W7pCHvr30hv4PW10JMgs3ZPjFWW7x2hjW2nyM7cW22B88Z4t8Vr2366s1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgJ7SW2Nhbh11DJn93W5ZLjWd3SjKn3W5qXK3p4wGsN8W7JV7ss1LBrcMW1xN-QZ7HbyGyW3xqP7f8gMSTyW2tDnTz7238VRW31cbgn2gCM2RW9054T33Wfw08W42SBpB4R-xckN7Qq2pTw5Zr3W2nx20L8BhfXtVk_0hT8f-w_ww6LBfWkb-cW4qdpdy2GmXRbW3glVBc1lMC6WW7LJ3bF3Ghr5gW6cn5Gl6DqLH-W7pCHvr30hv4PW10JMgs3ZPjFWW7x2hjW2nyM7cW22B88Z4t8Vr2366s1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgSyJN9jjmxfl3g28TL0Rt5h4GQcW6FDrv42LBbLhW8t6xFX91xgY1W8PbpxX7F6kcCVbP2vC7m3k9BW2-KR_s88xYPVW4D5H4S6XpJhLN3PZBRZYXHxxW1z2xvy7dfbPvW2DzcVK7PL_VXW2wT5kv5fsYcQW7S2sr8726ngSN6qFZdPf4VJkW5526Lb6wBV6TW1KxlfW3pvjXJN670fqwn6zsdN8g42zVxwy8jW77hrhw1Z_4TsW1M8-mg6kPtQ8W1N5gSJ1hS3wCW92bXFY7PKQVJ3crm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgD7_N5Rbvz_tT9WHW75Hx953vZ_2WW5KmB1419qDD1W10CY2-6FZ92FW7ZXWlP9jyL4rW7Rp3708g5Dy-W6bvx8V1X3P-9W5Jl59Y7B_hBPN3--J624r2WmW4mn27x8tJCJKW8CsLcT6QblfJW6pBM_Y13jLT8W2QLQlK1FRx4kW8zTc382V3zRhW5PsWqJ8-nCcCW9j235J7Dzhp1W36Y7dS25qKrGW9g6Tsz3ZyDf7W6G_Psg5HWGyHW2zG95y1zljy7W5MdgLP6H1jddW40ND9v8NTdm332W71
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgTjXW2SjzQY6wlSK6W4-hpSy868SBYN7hvW26VZ5J4W3hc-qg5zYn1MW56bn969jHhSsW46GPPw1txcnRW7XDr-f9czZBkW5DxPR84kqfrgW1jsGQR6CgtRGW3PCCvj26sJmTW88YZ141jZPM5N6LCfb5zRtFvN4ZfT2_Hbz0jW2Jmwms6MYsjsW8GvFCx4xkSGJN6rzByVrz8DNW76Kp8n8Xl2WdW5qnbcS3CXXHwW65ftk-7f9HdNN1r3tVk9HynmW4X2C3P5R12lcW3dFp-B3GzQpt2v21
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12% and 40% of CPI services. They track one another closely since OER is based on 
survey data asking a sample of homeowners to estimate the rent they would have to pay to 
live in their homes (Fig. 11). 
  
The CPI tenant rent is based on all outstanding leases, not just new leases. New lease 
rents will show up in the CPI over the coming 12-24 months depending on the renewal 
terms of those leases. We have data compiled by Zillow on new leases since January 2015 
(Fig. 12). The new lease rental rate soared to 16.4% y/y during April, well above the CPI 
tenant rent increase of 4.8% through April. Rent inflation in the CPI has only one way to go 
for the foreseeable future: higher! 
  
Of course, plenty of other components of CPI services might remain troublesome for at 
least another few months. Now that American consumers are pivoting from spending on 
goods to spending on services, the CPIs are soaring on a y/y and 3-month basis for airfares 
(33.3%, 152.1%), car & truck rentals (10.4, 66.6), and lodging away from home (19.7, 29.4) 
(Fig. 13). 
  
Europe: Tailwinds & Headwinds. Europe’s economy remains resilient despite the toll that 
Russia’s war in Ukraine is taking on the economies of eastern European countries. Input 
price pressures, already heightened by the pandemic, are spilling over into consumer prices 
and straining consumer confidence. Europe’s transition to less reliance on Russian oil and 
gas likely will strain prices further over the near term. 
  
The economy’s resilience even in the face of that major headwind reflects several winds at 
its back, including the lifting of Covid restrictions in many European countries, the savings 
power that European consumers amassed during lockdowns, and the economy’s historically 
low unemployment rate. These are likely to prevent Europe from succumbing to a 
recession. However, Europe’s economic resilience soon will be tested by a more hawkish 
European Central Bank (ECB). 
  
Nevertheless, European stocks have taken such a beating that now may be the time to 
overweight them in portfolios with long-term investment horizons. After all, the war will end 
at some point, global supply chains eventually will find ways to work around the shortages, 
and the world is learning to live with the virus. It helps that China, an important trade partner 
to Europe, is reopening once again. Even the ECB expects economic conditions to 
normalize by 2024. 
  
But be warned that European economic indicators may well darken before improving as the 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgDpvW30Gtw77mTtt6W3zGCRX8Pw-8WN19czn9z5x4cV3VDdf7Q_zbtW2NZNHM67qWlGW6bBNg49dNMbYW59snVw7TrQ0PW5n72zC73m8NsW4thZM071ZlY5W1lWZWL3QG6ZfW90BDPN80327SW5s-t0D7DhwFrW2mx9hw6lKBnCW8dRJ7c2q8k8kW6nS9yX4cLGq7W3gs6w_97SwyRN1FGCJxhGXQKW6jzhVY5QWk0WW7VtcWd2wck_nW5fdrCy1SxRLfW8rXKdR3yKwXdW7xVMSv6BtTqV2fF1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgLcBW2sDPBN8BPqcCM3mnyKFjRhPN4gBz01C4w1fW3hPSgm4gDm8XW1z5yww40zxqXW39lPL21N47p0W3GlKhw99Db0BW3xyhr853G89mW6rFb0R6KBr6cW7qLfTH40h0DbW2bsr-06HQwQzW7B4Ptz7vHhWXW3_WNCG81CrbFW91Qn8M7h4N3bW2xR7tK7mvtwhW75WSR980X1nwW2rcH3g81TmHfW7W7wW063nw3tW7FsbdD1v611NN3PT8kg_-PfpW8CrVGV4TzxtbW4DBcWb45VDcD33Nk1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgQTVV1TKqX86L7WZW1pD2DS5VKg_8W41gcL38Q7J-jW6hK8q_11V4lbW6734Mm3W4BKWW1j_fSz2zhmYkW3JmzYc8DmQ78W1MPqSW5JRSM_VJFSKm5VPNPKW29HXHX7WGxypW2CDhsd5xww5jW7y70T31M1pnvW8Vy34n5VBTcxW43s90p8n9Cc-W1FVph736p0JgW7DsD8X4M0X-8W3JFZT13TG5r6W1ZsgMN5rKSWnW29lG2F2NwNvHVH3l2l99qP6WW8GqTD3377pRqW3sWTfy6Vsb7v3hLV1


 

5 
 

war in Ukraine marches on, energy prices soar, and pent-up demand from Europe’s 
reopening starts to fade. So far, the latest indicators are mixed but tilted to the downside: 
  
(1) Growth. Eurozone real GDP expanded 0.3% during Q1, matching Q4’s pace, slowing 
from gains of 2.2% during Q2 and Q3, following Q1’s 0.1% dip. The economy continues to 
face headwinds from supply bottlenecks, pandemic restrictions, and higher energy prices. 
Strain from the neighboring war pressured growth during Q1-2022, with Europe eking out a 
mere 0.4% q/q growth rate, the slowest in a year (Fig. 14). (The final estimate for Q1 real 
GDP was released this morning, after we went to press.) 
  
Despite relaxed Covid restrictions, lower growth over the near term could be quite possible 
owing to pressure on household spending as energy prices rise owing to the war. During 
Q4-2021, the growth in the household spending component of real GDP fell on a q/q basis 
(Fig. 15). 
  
Even so, the European Commission (EC) predicts that the Eurozone’s GDP will expand by 
2.7% this year, which is the agency’s first economic forecast since the war in Ukraine 
began. The EC’s previous outlook called for GDP growth of 4.0% this year and 2.8% in 
2023 after 5.4% last year following the lockdown-led recession. 
  
Two tailwinds could continue to boost consumer spending despite inflationary pressures on 
households. For one, European consumers are “sitting on a 700 billion-euro ($753 billion) 
cash mountain assembled during lockdowns, according to Morgan Stanley,” reported 
Bloomberg on June 6. Many Europeans stashed away cash as they cut back on dining out 
and travel and other Covid-restricted activities. Low-income households may be particularly 
squeezed as inflation rises; but in their favor is a strong labor market. 
  
(2) Inflation. Exceptional energy price shocks from the war in Ukraine suggest that headline 
inflation will remain very high in the coming months. Indirect effects from higher energy 
prices and supply-chain pressures likely will impact Europe’s core measure of inflation 
(excluding food and energy) as well. Presumably, however, these pressures should ease 
over the longer term as the war-related, energy-related, and supply-chain challenges abate. 
  
The Eurozone CPI soared 8.1% y/y during May, surpassing the previous several months’ 
record highs since the data series began, in the late 1990s (Fig. 16). The energy price 
component soared by 39.2%. However, that was a small breather from the latest record 
high during March of 44.3%, which was more than double the previous record rate during 
July 2008 (Fig. 17). Excluding energy, food, alcohol, and tobacco, the CPI also advanced at 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgWkVW4MgFMW6-CzGnN6fHRZYL_Cb7W8QCvq-8TzXPGW317w_c1_LhM4W5dljmW5FswLYW17S1ww94zD5ZN4Ndkgpf4s5_VY_SFf4XVXx4W6KPcdT87P5mvW5GZ9dJ1Sw2r_W5ldllM7JvqNjVVK3ZL4tNmgNW8BSV5q2_mXkzW5jbFw81JbjWjW7v8NpJ5f-TStW9ccmmt3kjb1RW520wZ53cnfn1N4GBvgHJhPh_W3yxd6h23dyJpW7q2fVf88-stPW2tjwxQ8hrgRDN7h-gxyS02cJ3lb91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgDvFVyqJM42Q5LDZW6VG-WF8nHZsLW4Nx96B7ycBfTW39g-vJ755nqDW8kXlw92rGzylW2n8fjs4Lky-MW2Z0F_44mrX9NMNrhsVpX1tYN7CPcvyS55r3W5LlgGr4Bqlv8W4SrPlq4nVvwrW6nqCL91LkV9VVjSPrq94DBfWW2697cC6gXStzVKNdGc15MLrrW4sthBW2_qV3vW4yNw8x5-pMj5W1bsbQj5nMzNNW2dl8JT1kjvMXW59pq3B95295YW8szkb140FpvhW4l1sCd3KFTRX32Hf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtSG5nKv5V3Zsc37CgLgXVpJPZt4yKJtpW8J5qmf2kVd1bW70CSCN27B9d0W3SSX_j1tmlVPW55sb-j1cS8D8W11FXxV1NVsTlW4TDl-L8X49w2W6K2fhx2ygxHRW2vhCFY5svyq0W7G0XdX47VBFlW4rrGS36FmssBW5fdsdq71K6qHW4qyH593Y8bBlW2zPst57XYZ5bW5lZh921QQN-gW4QC-2V8YrNGTW6ktKCK7Zm6p1W8PhjYf2BSmnnW2s65HP61Hyk4W4BvwSw4NtkQLVyxBnk4VLTm2W3Pt3-L3DHd21W5P2_834Z0YX-W522TNN37x_DQW3SPhg75b9g5QW4lwhyP6WzY5WVjJfgM1syH2ZW8n1TZQ67n48LW954Q4M3BB0KgVSdpgm4q1FBbN3Jk38NDJ5_DW2Dg4xt7X5rMH3lvg1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgMZvN3cvGf0-9qK6W13v94D137PdnW8Ws1P-31GSfMW5FywsR7yVQ_rVDyp922_gC1yW3Vm118370M8QW7KMmWb7s4y8kW7LPj0k7BRF8gW31Z8Tg9bp4D7W6__zPf4sDG3SN3p0ZYL__fGmN2kt40jtMDngW2YFTj98JvvNrW58zcMq2jWwZ2W7-NxZC5PBrS-W5bdlSy4843wJW2vSvYj7d3VHKW5glykD91bc8cW2g5l-28DplwnW3ZsdLn26LZRCW286DT37S3cFCVvp-M45VGf6w36CF1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgQPdN6NDyhl2n-5YN2QhWJJDJD6sW5-n18h3_7430W4gS-6N3H1851W8XK6fN8190VZW1JJMxv2ld5nQW16QFMK6XxCrJW9dY_h97KsD4NN1lLm5btj1fwW27TyDQ27Ym45W3YPVW47cm1MqW9c-_KL4_g-HqW5ZBpK92Gq4PdW4PC-1k3ljMyWW6pjGfH15G726W8wMvsh2DnwRdW22M1dk1D7pk-W5CM0Ff86w3r4W3y7VDD6pZZJMW6ppRJ57lvlXBW7XYfQF62pLcCN95vW5xBzBPY3m7q1
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a record pace, 3.8%. 
  
To combat inflation, the ECB strongly indicated at the end of May that it would likely reverse 
course and hike interest rates by mid-year. 
  
(3) Jobs. Unemployment in the Eurozone, now at 6.8%, has dropped back to pre-pandemic 
levels; during 2020, the first year of the pandemic, it had risen from 7.2% in March to 8.6% 
in August and September 2020 (Fig. 18). Europe’s labor market never took a dramatic hit 
during the pandemic largely because job-retention schemes maintained worker-employer 
bonds. European governments supplemented labor costs for employers and wages for 
employees. 
  
(4) Manufacturing & service activity. S&P Global’s final Eurozone composite purchasing 
managers index (PMI) of manufacturing and service activity fell to 54.8 in May from 55.8 in 
April; but for the 15th consecutive month, it has remained above the 50.0 demarcation 
between contraction and expansion. That’s well above the long-run historical average, as 
the positives of economic reopening offset the negative impacts of war (Fig. 19). 
  
“Strong demand for services helped sustain a robust pace of economic growth in May, 
suggesting the euro zone is expanding an underlying rate equivalent to GDP growth of just 
over 0.5%,” said Chris Williamson, chief business economist at S&P Global. “However, risks 
appear to be skewed to the downside for the coming months.” 
  
(5) Economic sentiment. The region’s Economic Sentiment Index (ESI) ticked up a tenth of 
a point in May to 105.0, after falling five of the prior six months by 12.5 points (to 104.9 from 
117.4), though remained healthily above the long-term average (Fig. 20). The ESI for 
consumers alone dropped during March to the lowest reading since April 2020 (Fig. 21). 
Nevertheless, the component makes up just 20% of the overall economic sentiment 
indicator. 
  
(6) Retail sales & German autos. The volume of Eurozone retail sales held onto its pre-
pandemic uptrend, albeit barely, through April (Fig. 22). Excluding autos, retail sales 
rebounded in April by 4.1% y/y after slowing the previous month (Fig. 23). 
  
One of the weakest economic indicators in Europe is the 12-month sum of German 
passenger car production (Fig. 24). The war in Ukraine exacerbated German automakers’ 
parts shortages and shrank their markets: They won’t be selling their luxury cars in Russia 
for a while. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtVL3q90_V1-WJV7CgCJkW4RYGKr2rPtvlMRgLJjQRN58W6blMF03tgz1KW1gQ1M-1YfhTvN3h6JnFLn0KGW4jpLyt3ZdxYZW1QL2bw5sDDnBW94mk-t4sDtDYW56dH5l5m5GzlW2zycB-8cW44VW8gmzQq6jS7qmW85L1Jw7Zg--nW5fSFD96RnWXBW1kPZWM2bl-RFN8krh24rRr27W1fmY092s25DqW155yjj2wm60WW2r3xcT8qBL_7W8mNV8q8F62X_W4rmttx8-YxCKW8wCDCv4zBf_6W76QKCj3flb1-W55w4Lx149BRgW3xGMw16dPKXMW4VLBHM6BxrGzW43_bKT28CkDTW7c-Jl42mx3jpMnmtpX5JR-LW4tf5Y32sk3lWW59tSLw5NNg0s36Ls1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgTygW2_xr127sPFP9W3YKb7l4m77q8W6vJHRq4pjL78N129StsZ6llTW8Pxjj785NG7YW55qcFB8h0CmYW6Ws6L82wHJ3wW2Mt9jV8tjHmyW5Gk6497DVvPGW33k16N7T4zFRW52VqfC51vhXXW4dQ7xw7p7W8rW5Fp1kk6wNbhFW7Bvh8T2CZvfrV7JbPN92ZbXVW7BsQ3m1TDw3GW2KVDGx8RGGNdW5gV3YS56mdW2N53zZ07GfgDfW2RgtXG3jx95bW1J4xXr3Z9yJqW5hsVxf5fW7c_3j-61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgSHjW4p7FZZ8XRCLGW5Nvxh01w0BMyW66pl9L1JQMxzV_FxRY3sf8hPW1ywNjW1MmSSzW3BLjwZ2L5p4lW6YCqg149HL2WW5G_Mtn5wx1QKVchKKw2mGkprN5Xg59Zn_5NGShhp2FDNzNN5y3q7dXyccyW31hB0J91kH5LW7l6rWl2GWXf8W29sYnC2XbvDxW9gM-bT8WxLr5W6vCcw23z6Rf9W29G7w_9bFgMDW2xsyQ555d0fgW6Sy_dj1YKGm9W53DmpB7mX-92W55w_2k6RcXmd2zk1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgNFCW5PbmjK7HYVLvW307VqH1TCt69W8xlNYy83r0Z1W78lsBz4MKW4BW7KzWYP8lvqWTW4W4FsX3kn-zGW25p_W04CxsyVW5dd--334HwMrV5dkbC1klgSjW5L7CWk2J6gFhW2QVD227VN4yFW7XbC5f748VxZW3xn9-y7hDkRLW9gZgjJ71ys44VHkc_43xzk_BW5h-6Sy5BZNNfW5HW_8P3Z6C4pW8ZKJKp3yZ-lnW2vtdqy4HWfkvN4gJxlBwlQSdW942QRH8mcjWDN7MmSnT5bvTY3dkv1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgWt0W88nF2761GjWnW5txQ1j4Fmsd3W8j8M-M7GjMCWW5ntfSV42ygF8W6Z0GZj40npTCN7xSwln61jtVW5YSP6P3m8mQNW7-BVL-3fN-P2N5Pwb93ZNcxVVgBTgZ7zb9FjW8CrzXK3Pk_1pW6kFYDP3tmlfTW7kBvR24b6mvCW5F4VmC5frKy1W2XHCJh998vgQW2n82X92MpH4mW5Tn95H6hmHblW6_sb_B32g8k1W52DGBx42ljVjW4hGYcz71n192W8DjkMx1vcsTbW4Rl0JG7t7h3B3djs1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgT2bW6Nn7Y02T1VdmW5dzKsw4PkpbsW6VJmMZ26pj4zN7JSTh1fgX3tW9gC1Kx6-hHVcN7f0Kn3PdZHqW8_f1M836HkHSW19YFmV5WkMbsW2tM7p45MbggQW57JyqL194RFPMvZhD8xBP4sW60sYVq84bWZZW94kZ8Q48Z-0kN55Zd93HCJzYW7pDzcL6b-pWLVYz_QF16gpXWW2jTv8y7QhQ0lN847G3cdGw8zW1mm2tY7-RtlGW3cQ4dV1BqpJCW8LvhVB2KDRpWW1j9hNV8W7qC_3lry1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgSwbW7RCtCp5fP-0bW4XCTf13BxrGFV-F3WF3p1Lh-N16fCXlyj1CwW3dBxyD8ZXcK3W47SYnD6TRt0MW3LFBXY5ZcRBqVdFJGv4KhpkLW7jFrDC6flwjlW8xWD1q4YbtGNW6D08wb3BxcYlW8JYWpR2V3J8fVptGvv5jQB3NW26RZJ76SpvK9W8xHp6x8PHpQ_W25Sg4y7PzPbTW7FG8_51PQF22W4nnV9c6Ll1QlW1btckX29Lt0HW29tvZ9586xPsW7C1fG25cf5ldW4jTJmv3vChlf31xf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgYTLW5glHyC79wqRQW34F_PY7rp75HW10JBFK1SrhwcW6989ZK6cLJ-2W4CZZ0P16RR-3W8Pk_t046lmpwW29w8xx12xmMZW1CKm1n2mTW7XW8gkD3w5rz4NPN5jjs_5P-zzjW7GftJY5C1qLQW5Jv6Yh2FVKZXW5wFLlT7Xc1ZGW3s1Bxv3Hh9Z1W5WJngZ4mwn7JW7R1ftG6jjDkpV8zDNJ9f1zF9VntfgW9952rnW3sqPCr6yYJldN3N2KqyvDgCcW1jN6fk5DVjnRW8kwgt419ZNQl398L1
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The heart of Germany’s economy is its manufacturing. That’s one reason Germany soon 
may become one of Europe’s slowest growing economies after many years of leading as 
the strongest. Two other reasons: Germany is heavily reliant on Russian energy and 
Chinese supply chains, which have broken down most recently owing to major authoritarian 
shutdowns amid a new Covid wave. 
  
(7) Stock prices & valuation. Europe’s MSCI index (in local currency) fell 16.2% from its 
record high on January 5 through its latest low on March 8. It rebounded 6.7% through 
Monday’s close to 10.5% below its record high (Fig. 25). However, the index is trading at an 
attractive forward P/E multiple near 12, down from over 17 in mid-2020 when pandemic 
lockdowns began to lift.  

 

Calendars 
  
US: Wed: MBA Mortgage Applications; Wholesale Inventories; Crude Oil Inventories & 
Gasoline Production. Thurs: Initial & Continuous Jobless Claims 210k/1.305m; Natural Gas 
Storage. (Bloomberg estimates) 
  
Global: Wed: Eurozone GDP 0.3%q/q/5.1%y/y; Eurozone Employment Change 
0.5%q/q/2.6%y/y; Germany Industrial Production 1.0%; France Trade Balance –€12.2b; 
Italy Retail Sales; UK Construction PMI 56.6; UK RICS House Price Balance 76%; China 
Trade Balance ¥58.0b; China Exports & Imports 7.5%/1.5% y/y; Mauderer. Thurs: France 
Nonfarm Payrolls; Japan PPI 0.5%m/m/9.8%y/y; Japan Machine Tool Orders; China PPI & 
CPI 7.7%/1.8% y/y; China New Loans & M2; ECB Interest Rate Decision & Deposit Facility 
Rate 0.00%/-0.5%; Enria; Rogers; Machlem. (Bloomberg estimates) 

 

Strategy Indicators 
  
MSCI Countries Net Earnings Revisions (link): NERI was positive for 21/41 MSCI 
countries in May. That’s up from 20/41 in April, which was the lowest count since October 
2020. It had peaked at 35/41 during May 2020, which nearly matched the record-high 36/41 
from June 2004. That also compares to zero countries with positive NERI from April to June 
2020. NERI improved m/m in May for 23/41 countries, up from 12/41 in April. These 
countries had relatively high NERIs in May: Mexico (the highest since October 2009), 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtSG5nKv5V3Zsc37CgPQ-W51D7vZ2Z1BRKW5CfkQm5yvsdDW25MnWz4-p8-kW1hs1js2CCnVLW6c46r-2TGMH0VJdXK511JtWXW4ZfnDJ4mJXVgW1tN9pv6dXwR1W2jpwn68MqfrrW5zm11l8QxDDYW3X0Mf07kVnt0W1P44fy6SXWzSV3z2fX31N-77W2qQdhW4-ZL9nW1FSx4K2mzqlPW47d_Jc2C6hSBW5Xs98S2bYxRNW7xhMtH7tkhpyW6S1jT16Y-HxmN8Gdk_fyvNc9N3rKrlW8vQ8bW26g4ZQ64CN2zW3r0T-y8pzZZbW4-v2ls6JDGFBW5gSjrz1B3Gf0W3RvqrT6J4S5KW4cGfB68KmbDxW3P7VT296fwXmW4T0pNv16JJyRW5ylvfx89P5PTN7dQpjbk-n60W51WQs77m8Tjs350p1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTf9kQw3V7Wycr7CgBXSVQmpWb6q_kyxW6JbkM031h8XdVPwd_418c7-GW3GSY5Q79mcgNW6M67lJ5xfdYdW1f4L508fDKcLV73XzT1vQZf-VQcxD75SSxsJW1pfmSZ4kt-q1W5DfmSQ6l7v2hW96q32Z18Y4MtW2DV28l4msbDjW5yCscF7q8r0HW8G3N7Q5QJ_nFW20lCKf51jkKdW17pV0S4YKk0bW1G1Cl2605XrBW39qbds1mby3NW7c6zPH2PpVPwW8SKmWj676cq1N4qYkX74pw8JW1W_X8m79M5xKW27xc8f8rHwWtW50Vj575C7bkhW4FW_Bp1ZP-bxVRmYlQ5y_nsqW5YLH044WFhw_W3lMFwq6N85wNW5DWPzn9lwRgLW6qK62x2csD7JVzYyw-5VDzbVW1bvcf-7-tQNJW9f413R4-VRdPW9lW--677-KMFN5DLqGzh4jbKW1tlPN57gmFHYW3K_5Ps60SnqMW53Vh8L5jBRx2W7-mYgR5QDGcFW61wFgn3sT8_gW5Hq2V55MrL6_W48zsQw1s9z2sW6L45yV7kZtQHW2Q969_1LVsg9N6TSZgtyV0FNN8zvGbRX2m1WW73JTKX3rzt6MW76_ZQt2T-LphW3tqVSW467P2LW51LHn98zBx4-W7SdYR955S7yCW6BFZBk7wnRbMW27FdR43bzcMnW17Q_N3660fbzW8Lb1Dr88bgzYW4vvL2092XCGCW61Vz9M2Lry7MW1xj0761-qc2KN5vYnL-273GxW51nzny3q9mmsVLC62M3PG4wnW4WVPKq6jqgcMW15HtTt3pK7xHW4hyWFv113FlXW77X-l_4dFT3lW10K1YM5wvKNWW82ZZdS5v84vNW1n4wWB3MpHm-31fH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTS3q905V1-WJV7Cg-DNVbHqqg7YDV8ZW3KDDpz5HzFS1W4Yj8V15jsdwdW23VxnB6krryRW4VzJS27nMJcmW21R6zB5zMWZXW57g4bW5W5R3cW6dT80z4q4DQJW5TcTPb3w_MGqW5JGS2-4NR1QtW1xg6fc7l3d_4W4pcC7K579-LfW1bBfjK2fQsYMN7hznwbqvB8hW9c4RD785pLyrW2jQ5Gw1vpRrHN3RVTTr9YpD_W7L0Kgb8HZ0-TW8Jmw6m72sTnfW5F4GpJ233Pd-VyFqPX3PzQ_WN6GX8HD50bVQW7VNZ096Qf0lQN65DRC4Y7bVt3gHk1
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Indonesia (June 2010), and Peru (January 2011). Canada, Norway, and the US have had 
positive NERI for 22 straight months, followed by the UK at 21 months. New Zealand has 
the worst negative-NERI streak, at 20 months, followed by Hong Kong (12), China (9), and 
Malaysia (9). NERI flipped back into positive territory for Denmark, Finland, Ireland, and 
Sweden, but turned negative for Egypt, Japan, and Taiwan. The highest NERI readings in 
May: Peru (22.2%), Turkey (20.1), the Czech Republic (12.8), Chile (12.5), Mexico (11.7), 
Ireland (11.4), France (9.3), Portugal (8.1), and Australia (7.6). The weakest NERIs 
occurred this month in Hong Kong (-15.4), China (-11.7), Hungary (-11.6), India (-9.3), 
Switzerland (-7.6), and New Zealand (-6.6). 

AC World ex-US MSCI (link): This index is up 0.3% in local-currency terms so far in June, 
but is down 7.2% ytd. In US dollar terms, the index is actually unchanged so far in June but 
has declined a greater 11.9% for 2022 to date. Local-currency forward revenues has risen 
14.0% since it bottomed in January 2021, and rose 0.4% m/m to just 0.5% below its record 
high of May 2019. Local-currency forward earnings rose 0.8% m/m and is now 0.5% below 
its early May record high, but has soared 55.1% since it bottomed in July 2020. Revenues 
are expected to rise 10.3% in 2022 and 3.3% in 2023 following a 16.0% gain in 2021, and 
earnings are expected to increase 12.2% (2022) and 5.7% (2023) after soaring 56.0% 
(2021). The industry analysts’ sales forecasts imply short-term 12-month forward revenue 
growth (STRG) of 7.4% and short-term 12-month forward earnings growth (STEG) of 9.3%, 
compared to 4.1% and 10.0% before Covid-19 hit the news. These measures bottomed at -
0.1% and -0.3%, respectively, during May 2020. The profit margin implied by analysts’ 
earnings and revenue estimates calls for 9.2% in 2022 and 9.4% in 2023, compared to 
9.1% in 2021. The record-high forward profit margin forecast of 9.3% is up from a 10-year 
low of 6.6% at the end of May 2020 and first exceeded its prior 9.0% record high from 
September 2007 during August. The Net Earnings Revision Index (NERI) for the AC World 
ex-US MSCI was negative in May for a third straight month following 17 positive readings, 
dropping to a 22-month low of -3.8% from -2.9% in April. That compares to a 12-year high 
of 6.4% in July and an 11-year low of -23.9% in May 2020. The forward P/E of 12.1 is up 
from a 24-month low of 11.9 in early May, and compares to an 18-year high of 17.1 in 
February 2021. The forward P/E drops to 11.8 using normalized forward earnings. Those 
readings are up from their March 2020 lows of 10.8 and 10.2, respectively. The index is at 
an 18% discount to the World MSCI P/E, up from a record-low 22% discount around the 
beginning of the year. 

Emerging Markets MSCI (link): The EM MSCI price index is down 0.6% in US dollar terms 
this month to date (mtd) to a 13.0% decline ytd. In local-currency terms, EM is down a 
greater 1.3% mtd to a smaller ytd loss of 11.5%. Local-currency forward revenues has risen 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgY8wW1135gL5w0z28W6RVyxh23V2SfW3ysJHw17zCT8W4l3n-N5cKDjwW6bKZvK6dQ-8RW3jxCvC2_-Y_jW70NQV03pGKx_N7Hh5ZHW0QKlW7tsWWT8wtVXPW6KZT6W2RtXShW3ChX8m6hpvL0W4l1Fff94Kd9PW7FTLWm2cdbsHW8tzslj7gp5R7W8X3_Rd4L3ymMW2csz614tDdpMW2QlgZ07bx0bLW8Hdnnc1RMF8cV2HfhV25qf2PW7r_g7T254NR_W2YvgsW44x8r_N51gxWDPc4MF3gWy1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgB9dW3Nx44V5DNwvLN9bHhHGfN6S-W8J_2q25-MHZ7W4Btp1B5Vh25FW1c7SGm5mnxvLW25B9fB4W0Dn_W13fLFF4YHdcDW6LCT6_1wvlpXVTcw873GFJh7W49V5Pm7ySLt2W6b2f5v6dKpZ-W7vhCwg7VY53bN27CPrwm_QqqN9l2Xx_hkYGzVG84wL5XbM05W1ZHgpb8p6JQQW40gr_971wWYCW5mB7Qr8DhwhyW4ZC8DY2LZSh_VmbfTk5jcVz4W2WVSPM4mbBpZW288q172rT61238l61
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11.3% since its bottom in January 2021, and rose 0.2% m/m to 4.5% below its record high 
in May 2019. Local-currency forward earnings is up 34.6% since its bottom in June 2020, 
but dropped 0.2% m/m and is now 5.9% below its record high in early March. Revenues are 
expected to rise 11.2% in 2022 and 5.9% in 2023 after jumping 20.3% in 2021. That’s 
expected to lead to an earnings gain of 10.2% in 2022 and 9.0% in 2023, following a 49.4% 
recovery gain in 2021. Forecasted STRG of 9.0% is down from April 2021’s 11-year high of 
12.6%, which compares to a five-year low of 3.6% at the end of April 2020. STEG has 
dropped to 10.0% from a record high of 33.7% in December 2020, but that’s up from a 12-
year low of 5.3% in December 2021. The implied profit margin is expected to drop to 7.5% 
in 2022 from 7.6% in 2021 and improve to 7.7% in 2023. The forward profit margin of 7.6% 
is up from a four-year low of 6.1% at the end of May 2020 and compares to its 10.3% record 
high in December 2007. NERI was negative in May for a seventh straight month as it 
dropped to a 22-month low of -7.0%. That compares to an 11-year high of 6.0% in February 
2021 and an 11-year low of -18.7% in May 2020. Emerging Markets’ forward P/E of 10.9 is 
at a 26-month low and compares to a record high of 16.3 in February 2021. The P/E drops 
to 10.5 using normalized forward earnings. That’s up from those figures’ March 2020 lows 
of 10.1 and 9.3, respectively. The index is trading at a 26% discount to the World MSCI P/E, 
which is close to its biggest discount since 2005. 

EMU MSCI (link): The EMU MSCI price index has risen 0.9% mtd in local-currency terms to 
a ytd decline of 11.2%. In US dollar terms, EMU is up a greater 1.0% so far in June to a 
bigger ytd drop of 16.3%. Local-currency forward revenues gained 1.4% m/m and has risen 
17.6% since its bottom in January 2021, but is still 2.5% below its record high in September 
2008. Local-currency forward earnings gained 2.2% m/m and is up 69.2% since its bottom 
in July 2020, but remains 3.4% below its record high from January 2008. Revenues are 
expected to rise 8.9% in 2022 and 2.3% in 2023 after gaining 15.0% in 2021. That’s 
expected to lead to an earnings gain of 11.4% in 2022 and 6.3% in 2023, following a 
recovery gain of 76.0% in 2021. Forecasted STRG of 5.9% is down from a record-high 
8.3% during April 2020, but that’s up from an 11-year low of -0.9% during April 2020. STEG 
has dropped to 9.1% from a record high of 47.4% in December 2020, but that’s up from a 
record low of -6.7% in April 2020. The implied profit margin is expected to rise from 8.5% in 
2021 to 8.6% in 2022 and 9.0% in 2023. The forward profit margin has risen to a 13-year 
high of 8.8% from a 12-year low of 6.0% at the end of July 2020, but remains below its 9.1% 
record high in October 2007. NERI was positive in May for a 17th month after 27 straight 
negative readings, and improved to 2.4% from 0.7% in April. That compares to a record low 
of -35.9% in May 2020 and is down from a record high of 15.2% in September. EMU’s 
forward P/E of 12.0 is up from a 26-month low of 11.7 in early May, and compares to a 
record high of 18.3 in July 2020. The P/E drops to 11.6 using normalized forward earnings. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgT5nW23-Kg190VHfZW25rmjc7rmPWYN2tB1wz8bSKdW4hHPYV4mWt2rW6LBYhc4v-KpwW6J03-q2bkPhbW7TM2ds4mZKB3N7CGzS0-TLtlW7xjHpQ8qY53RW4mPYdc7zzrx4W88QJpr5NqBQ8VMjqPB63_fmMW16PrMy2PmqXmW7zQT5F4QL7_gW1cxmk42CRLTbW5TdkqZ14XfXhW8LtVlL47Ymn6W7_fHdB6FN_21W8Hxxs-1LydlQW8zLlwD1cj9wMVNMch83TV9DrW3cZwZF8CQ_Qn32bt1
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That’s up sharply from those figures’ March 2020 lows of 10.2 and 9.7, respectively. The 
index is trading at a 19% discount to the World MSCI P/E, which is among its worst 
readings since 2001. 

China MSCI (link): The China MSCI price index is the sixth-best performer of the 49 MSCI 
countries so far in June, with a gain of 1.7% in local currency terms. Its 14.5% ytd decline 
ranks as 12th worst, though. Local-currency forward revenues has risen 8.1% since its five-
year low in June 2021, but was down 0.6% m/m to 32.3% below its record high in October 
2014. Local-currency forward earnings is up 3.8% since its bottom in June 2020, but fell 
1.4% m/m to 14.7% below its record high in June 2018. Revenues are expected to rise 
11.2% in 2022 and 7.0% in 2023 after surging 18.7% in 2021. That’s expected to lead to an 
earnings gain of 12.5% in 2022 and 16.0% in 2023, following a relatively meager 5.3% 
increase in 2021. Forecasted STRG of 9.3% is down from an 11-year high of 13.5% in April 
2020, but that’s up from a five-year low of 5.0% at the end of April 2020. STEG has dropped 
to 14.1% from a 10-year high of 18.6% during December 2020, which compares to a four-
year low of 8.0% in April 2020. The implied profit margin ranks as one of the lowest in the 
world; it’s expected to remain unchanged y/y at 4.4% in 2022 and to rise to 4.8% in 2023. 
The forward profit margin of 4.6% is down from a record high of 5.2% in July 2021, but 
that’s little changed from its pandemic low of 4.5% in May 2020. NERI was negative for a 
ninth straight month in May, dropping to a 23-month low of -11.7% from -7.7% in April. That 
ranks second worst among the 41 MSCI countries that we follow. China’s forward P/E has 
recovered to 10.0 from an eight-year low of 8.7 in mid-March, and is 9.3 using normalized 
forward earnings. Still, that’s below those figures’ March 2020 lows of 10.5 and 9.8, 
respectively. The index is trading at a 32% discount to the World MSCI P/E, up from a 22-
year low discount of 46% in mid-March. 

 

US Economic Indicators 
  
Merchandise Trade (link): The real merchandise trade deficit narrowed dramatically in April 
to -$116.2 billion after tumbling to a new record high of -$135.5 billion in March—widening 
from October’s -$99.2 billion gap. Trade was a major drag on Q1 real GDP, subtracting 
3.2ppts. April’s deficit is narrower than the average monthly gap of -$122.4 billion during 
Q1, suggesting that trade could possibly be a positive contributor to Q2 GDP growth, 
though it’s too early to tell. Real exports increased for the second month, by 3.2% m/m and 
4.9% over the period, after sinking 4.2% during the two months through February. 
Meanwhile, real imports plunged 5.1% in April after climbing seven of the prior eight months 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7Cg-zqW5LN__V9lzC2wW6WfBwT5yWKB-N4KwJFXbRQ98W4bNC-44rnYBPW804lkB8lFjLpW7mRYj446mkKDW91-CX36Q1g89W7jM-qW5CHLRpW1rl86F5q3XKLW430Dls1d6kZ5W3qRyC220QzVdN15YJyVWJdVSW6NXzdY7wPTMwW5lDYkZ8RghQxW1rW3056XPrNBW6yfPMW30sbdTW8XkKfY92D44lW65pkxC8vLk8mW9lgbTR6RPqnWW1zWlqR4FGn75N1Nx8zypGCpjW4SZQLB2D4fmr3bmr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7CgC6HW8ZTKth56rBsqW2mfLC-39kM2dW6K3_Tk8Dz-ZBW2V9vTR4L6LzVW4T-LLn3KFwn0W8cTP9Z819JvfW5K9gfc5BL8gmW6nBl8F2lZJywW1bQtGZ95nsNsW729_Qj8w3n6MW6r6Bm02kmgMmW19QW3d97ByB8W8K2bd98cY2RpW5ZJ4BQ7JZHXDW4G3WTG4-NKBSW5tv7Qc6b50YDW5p3CCS1sNYX-W7h2MHj5J7FG6W6lhHTt2kTV9ZW274FgT6ZMRJWW7SPbdx72_Xq1VmgBHm1vzYcC3bD71
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by 16.7% to new record high. Real exports of industrial supplies & materials continue to 
bounce around record highs, climbing 7.6% during the two months through April to within 
0.8% of December’s record high, while real capital goods exports remain on a sharp 
accelerating trend, climbing 39.4% from April 2020’s bottom. Real exports of nonfood 
consumer goods, ex autos, are heading back toward record highs again, climbing three of 
the past three months by 7.9%, after plummeting 14.1% in January from December’s record 
high. Meanwhile, real exports of foods, feeds & beverages and autos are climbing again, 
with the former up 14.2% over the past three months and the latter up  4.7% the past two 
months. Turning to real imports, foods, feeds & beverages imports continue to set new 
highs, while real auto imports have zoomed six of the past seven months, by 26.8%, to 
within 2.0% of its record high posted in May 2019. Meanwhile, real imports of capital goods 
ex autos and nonfood consumer goods ex autos slipped 3.9% and 7.7%, respectively, from 
their record highs posted in March. Real imports of industrial supplies & materials remain in 
a volatile uptrend, though contracted 8.9% in April after rebounding 9.3% in March.   

 

Global Economic Indicators 
  
Germany Manufacturing Orders (link): German factory orders in April unexpectedly 
contracted for the third successive month, sinking 2.7% m/m and 7.9% over the period to a 
15-month low. Billings had rebounded 8.0% during the three months through January from 
October’s 5.9% plunge. Domestic orders declined for the third time this year, down 0.9% in 
April and 9.2% ytd, following a 9.8% surge during the final month of 2021. Meanwhile, 
foreign orders dropped for the fourth time in five months, by 4.0% in April and 6.0% over the 
five-month span, to its lowest level since September 2020. Within foreign orders, billings 
from within the Eurozone fell 5.6% and 7.7% over the comparable five-month period, while 
those from outside the Eurozone dropped 3.0% and 5.0%—to their lowest levels since 
October 2021 and September 2020. Here’s a look at movements in domestic orders along 
with the breakdown from both inside and outside the Eurozone for the main industry 
groupings during April, both m/m and y/y: consumer nondurable goods (domestic orders 
+1.3% m/m [-10.8% inside, -2.6% outside Eurozone] & domestic orders +23.8% y/y 
[+21.1% inside, +12.3% outside Eurozone]), consumer durable goods (-3.4, -3.8, +3.0 & -
13.4, -1.7, +16.1), intermediate goods (+0.1, -3.4, +1.5 & -3.6, -9.1, -10.8), and capital 
goods (-1.9, -6.6, -5.1 & -3.8, -5.4, -12.6).  

____________________________________________________________________________ 
  
 Contact us by email or call 480-664-1333. 
  

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/MWjBSbDRPqlW9btGJ778SwGmW5JQdxX4L19j5N5ZDtTy3q8_QV1-WJV7Cgz-dW2vysGv24H1SfW4GwnDv8GNFgrW8Z_zYF3zzTZRW3rG6X18S4mKZW4ns4fq3l9d11W5vrBW76lxXTJVHHRRh8z0zDGVzJZyh7kJKL0N910xcPtHcfjN7BzCrHCs0PJVl8wLQ6TW0yBW4PQYj58PQ6XTW4X2gJp3DM-HlW4RcXYz75M7SbW6ZZ-7t8_JwsNN4g_fHcf9YdkVW6HqP59yD9NW69QR0J7lDsgvW2WpCwB3nhS9_W6Ly1qy6vs_wKW6GjvDK33S49lVRRss74gy3h83jjq1
mailto:requests@yardeni.com
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