
 

 
 

 
MORNING BRIEFING 
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Revisiting Venus and Mars 
 
 
 
 
 
 
 
 
 
 
 
 
YRI Weekly Webcast. Join Dr. Ed’s live Q&A webinar today at 11 a.m. EST. You will 
receive an email with the link to the webinar one hour before showtime. Replays of the 
weekly webinars are available here. 
  
Strategy I: Report on Q1 Earnings Reporting Season. The results are in for the S&P 
500’s Q1 earnings reporting season. It turned out to be a walk in the park. The industry 
analysts who cover the S&P 500 companies weren’t bullish enough; the actual results beat 
their expectations. Nevertheless, the park has been increasingly invaded by bears from the 
investment community. 
  
Analysts and investors are so far apart in their perceptions of reality these days that it’s as if 
they’re from two different planets. And if there were an interplanetary battle raging for 
control of the stock market, we could say hands down that the bullish analysts from Venus 
are losing to the bearish investors from Mars. 
  
But before exploring that further, let’s review the aggregated data from S&P 500 companies’ 
Q1 earnings reports: 
  
(1) Revenues, earnings, and margins. The only negative surprise in the overall results was 
that S&P 500 revenues per share fell 2.3% q/q (Fig. 1). The analysts’ weekly forward 
revenues per share—which is the time-weighted average of analysts’ consensus estimates 
for this year and next and which has been a very good coincident indicator of the actual 
quarterly revenues series in the past—has been rising into record-high territory since the 
start of this year. 

 
Check out the accompanying chart collection. 
  
Executive Summary: “What planet are you from?,” analysts and investors may be wondering of each 
other these days, with the former super bullish and the latter super bearish. Analysts weren’t bullish 
enough about Q1 earnings. Yet investors are solely focused on the recession risk as the Fed fights 
inflation and have been pounding down valuations. … Barring a recession, the S&P 500 appears fairly 
valued, though we look today at a couple of still concerning valuation models. And of course, the odds 
of a recession aren’t trivial. … Also: The MegaCap-8 stocks are no longer “the Magnificent 8”; we 
examine their rise and fall. … And: Dr. Ed reviews “Jurassic World: Dominion” (- - -). 
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgM6JW6kLw5j5xX_FdW6FdFlQ2HJxTmW84Yn0V934KQ5W5jLjX34mKXwGN3N5gztMQ_r6W3Q98KL1bbVPgW5cslk819mxxyW2Xlf2G7vLhL7W8fxNx82VfrSRW2fQrN38M8jfxW1zq_l45h1ycWW71d_sR6mRTPlW5FF9Nn2LMfsgW5pY6DC236r4pW3dgn2l2pF63hVkNCFw6LFwshVVm_rF5DrgDpW4hS2tc6CHKYQW3xr-Rr40CvM6W22HlVT1dFNy-W3Y2Ynr4b0q2YW3ZWWvB569syT3pBH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgDjzW5ZPxZ023knYPVm78yt1jX28XW3dWwPB7pLG9nW3HywRD3WNv6sN8Nbr5N8vG2xW6_hr-q1g3WjyW81dgnj2NdJ41W5VNRZn4hPgdzN1_3qjY9Zzb_W1F-H3L8QxZVLW2GTFyR6wz0Q5W6460y-5_8HG9W6-QHY-2HTK4rW3-ljNb99624hW5M23X17lF0PBW909Wtt7fX-F8W11GB7_1443WhW6_hjwR7MYNrCW6T-NHC70PHVCW2kGlp87Z5z8sW3BgqQM1Ql45CW84KcG8286S2739Y91
https://www.yardeni.com/pub/cc_20220621.pdf
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Operating earnings per share edged up 2.2% q/q to a new record high of $219.60 
(annualized). The comparable weekly forward earnings-per-share series tends to be a year-
ahead leading indicator of the quarterly series. It rose to a record high of $239.28 during the 
June 9 week. That will turn out to be close to what happens a year from now unless a 
recession occurs before then, in which case analysts will have to scramble to slash their 
estimates. 
  
The profit margin edged up from 12.8% during 2021’s final quarter to 13.3% during Q1. The 
forward profit margin has been hovering at a record high around 13.4% since the start of the 
year. That’s remarkable given rapidly rising labor and materials costs. 
  
(2) Revenues and earnings growth rates. On a y/y basis, S&P 500 revenues per share and 
earnings per share rose 13.6% and 11.8% during Q1 (Fig. 2 and Fig. 3). The latter growth 
rate was about twice as fast as industry analysts had expected at the start of the latest 
earnings season. Nevertheless, investors weren’t impressed and proceeded to pummel 
stock prices as they rerated forward P/Es downwards. 
  
(3) S&P 500 sector revenues. The weakness in the S&P 500’s Q1 revenues was 
attributable to six of the 11 sectors of the S&P 500 (Fig. 4). Here are the y/y and q/q growth 
rates in S&P 500 revenues per share for the index’s 11 sectors during Q1: S&P 500 (13.6%, 
-2.3%), Communication Services (8.1, -6.6), Consumer Discretionary (8.6, -8.2), Consumer 
Staples (9.3, -1.7), Energy (56.1, 7.1), Financials (-0.6, -10.2), Health Care (13.8, 1.6), 
Industrials (16.0, -1.3), Information Technology (12.1, -3.1), Materials (26.0, 3.2), Real 
Estate (16.9, 0.0), and Utilities (11.4, 9.3). 
  
(4) S&P 500 sector earnings. Here are the y/y and q/q growth rates in S&P 500 earnings 
per share for the index’s 11 sectors during Q1: S&P 500 (11.8%, 1.6%), Communication 
Services (-0.7, -6.8), Consumer Discretionary (-30.5, -40.3), Consumer Staples (7.1, -1.7), 
Energy (274.9, 17.5), Financials (-19.2, -4.8), Health Care (15.3, 13.9), Industrials (35.3, -
0.8), Information Technology (13.5, -10.1), Materials (44.9, 9.1), Real Estate (29.4, 15.0), 
and Utilities (25.2, 73.6) (Fig. 5). 
  
(5) S&P 500 sector profit margins. Among the 11 S&P 500 sectors, profit margins were 
most notably squeezed on a q/q basis in the Consumer Discretionary and Information 
Technology sectors, while they widened the most in Energy and Health Care (Fig. 6). Since 
they are not seasonally adjusted, let’s compare the margins during Q1 versus a year ago: 
S&P 500 (13.3%, 13.5%), Communication Services (17.1, 18.6), Consumer Discretionary 
(5.0, 7.9), Consumer Staples (7.3, 7.4), Energy (10.6, 4.4), Financials (17.9, 22.0), Health 
Care (11.8, 11.7), Industrials (7.9, 6.8), Information Technology (24.8, 24.5), Materials 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgBcVW3FX54k4FnTpLVwqDnl2bWX8qW27kfmt1zq6g7W4QTHrX1T5hV1W4tR6gB8Q78ZnW6_0Zch8Mxl0hF4bWW6HTJGsW3W21Mk5C_xgsW2J3zYK8gPNwTW4Btfv72wMChZW5rH8y9251t_XW609kcD3t7LJrW5LGVyP96nDjYW1wZ4bJ9bQf5XW5g0FHx2x4VSRW2J00yH2fMHC2W4Lwrtb81gywxW95rXDq2jbDncW3PKZMy1HW32vW5Ch55S90Ft1KW6Tt3YW4dhgwhW8Y71zP1YJdn73cJH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgF53W443dG-4JsqJzW4gj1RB7nZ5PNW7cQfKw2jVv56W1m4Rmy2tYDX3W2VTv1k5djws4W29BRG77W7kswW2x7MxX4m2ndgVXsv2v5CtGBLW2H4Mzr2x5tQlW31h-Wp4WbWVmW6MgJrS9dYwm8W1zJcCr9jVK7QW8HLpVg5xX9jyW41kyL_8Mg3bcVqx5ZN1XYHqNW8-1_RH1QRqhjW6H6Jlq7Ct7k_W5M37gP1_l_ZFW99vL8p5r6b5WVwxCvJ4m_HBkW5DlXvX5H1HrdW6CGJVQ8LpGB73cTS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgPkcW4h9B-N6HDv90N6wK5wYJh59wW8WZq035vqWtrW4w4D7l4x32QWN13V74BQDVHjN436SgYgp6ZWW7_9xtB478Y1lW1jPKMg34ZTfwW7xMSld8f96bRW8fc0446rFT7TW61QGnw8hWFSyW27V66D1zn7swW6WMBS48CH1pNN5NcQ5N_Dm6NW99ljNR2VKJ1wW5ffmsC8T7vXdW94sS0b223RBcN60VDJcmgMqvW2njtPq8Hwc6tW1JXMtm1Q8JL9VMjyDJ2ppK7WW6QP7fx3XMvtV337C1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgL1-W8-_yvZ2BxNZKW5DCfbf3rl21LW8Q2-hy99KY3dN3FxQ7ZLlyGPV5BSLQ6St7ZRW2TF32b6hH5N3W7vFlzy6zkqxQN33wZKnVcCRRW39wY7P28w5-tW5n3zWZ733sYTW8g8RJj5zVXc0W5q5hXJ62lYWQW7BQCND95YgZDW8JdQ4Q9gfnZNW40Y8nZ8TLg5CW6JxXZH2t4Cn7N6sZBkt-2YMhN4yDN94r9VYVW8yql5j8PYlgXW2L699G4m_THmN3LzDJZzh_7QW8kr2TP7jmZHC3cx51
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgTslW3Dv9wv1Q0tDVW53PKbG3fc8s9W4rKQns8XBRKDW40DgyG8BX05zW8lK3sb7STS7_W4QvFD13TTPr2W6nn5_f4GKK_GN1FtcDQLq6LKW6yWF1H7nR00ZW4YQK6p5VSR9ZW45g1jD5w2HbtW1jzlC_4NSJRyW19x3Cj2NMlt3W5DhVkd2BVrn6W4FgynS10_KdWW76h4H065hX16W2sSCM_4H2Q96W4cKJmx2RP8C0W5jsPBf3NKhY-VMhC5B8WG4-mW8zzMVF5PXY_HN1d6R9zbwGh4385p1
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(13.5, 11.8), Real Estate (31.1, 28.1), and Utilities (15.0, 13.4). Again, on balance, that’s 
very impressive considering how rapidly costs are rising. 
  
Strategy II: MegaCap-8 from Meltup to Meltdown. During 2020 and 2021, Joe and I often 
referred to the MegaCap-8 stocks in the S&P 500 as the “Magnificent 8” for their impressive 
collective share price performance and the great degree to which that performance lifted the 
performances of the broader indexes (e.g., S&P 500 and S&P 500 Growth) of which they 
are a part. Well, they haven’t been magnificent since they collectively peaked on December 
27, 2021. Their capitalizations are also no longer as mega as they once were either. 
  
Let’s revisit the pandemic-related rise and the post-pandemic fall of the MegaCap-8, as well 
as their impact on the S&P 500’s rise and fall since March 23, 2020. That was when the 
S&P 500 bottomed in response to the lockdown recession. It then soared to a record high 
on January 3 of this year, before falling into an official bear market on June 13. 
  
(1) The bigger they are, the harder they fall. The MegaCap-8 includes Alphabet, Amazon, 
Apple, Meta, Microsoft, Netflix, Nvidia, and Tesla. Tesla was added to the S&P 500 on 
December 21, 2020. At that time, these eight stocks were the ones with the highest market 
capitalizations of the S&P 500 Growth index. They are widely viewed as technology 
companies; but, in fact, only three of them are in the S&P 500’s Information Technology 
sector (Apple, Microsoft, and Nvidia), three are in the Communication Services sector 
(Alphabet, Meta, and Netflix), and two are in the Consumer Discretionary sector (Amazon 
and Tesla). 
  
At their collective peak on December 27, 2021, the MegaCap-8 stocks accounted for 26% 
of the market cap of the S&P 500 and 48% of the S&P 500 Growth index (Fig. 7 and Fig. 8). 
Since its peak last year, the market cap of the MegaCap-8 has dropped 34% through 
Friday’s close. Since the S&P 500 peaked on January 3, the index’s market cap is down 
$9.5 trillion through Friday’s close. The MegaCap-8 has accounted for 38% of the drop in 
the S&P 500’s market cap. 
  
Here are the declines in the market cap of the individual MegaCap-8 stocks since January 3 
in dollars and on a percent-change basis through Friday’s close: Alphabet (-$510 billion, -
26%), Amazon (-$648 billion, -37%), Apple (-$844 billion, -28%), Meta (-$499 billion, -53%), 
Microsoft (-$661 billion, -26%), Netflix (-$187 billion, -71%), Nvidia (-$356 billion, -47%), and 
Tesla (-$531 billion, -44%). 
  
(2) Forward revenues and forward earnings mostly on uptrends. During the pandemic of 
2020 and 2021, the MegaCap-8 stocks were widely viewed as the “tech” companies most 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5wvP24Y7P3N2V7Z4M6LlMvW1MKd8X4LxnQXN2L_pzf3q8_QV1-WJV7CgDZbW4B2r1_4zmH7MW1Lt9cH3TxTlWW9k0MKF44nCwpV8ntY-5yqq7YW808DT78NfjsLW4xtMjz6_T9q9W4qxPXf4d28lqW7z1jj-8K1_NSW5Gf5WB54JBfzN7k1RyL14y_xW2t-Yt9324lsrW7CZJ8H8VXXxdVSk0VF9fg7C7W5gc_K54bJSLTW1-myG91rjyDsW201gvH2gVSgbW60MNxq2vN4c-W1y12c58yrr7pW8lJczq2mBLMpW4cxB8G2FQLNVW1wzJW42-v3PBW4lhlQc1tnnBj372j1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5wvP24Y7P3N2V7Z4M6LlMvW1MKd8X4LxnQXN2L_pzf3q8_QV1-WJV7CgHFsW4j26ML5PTBV5W1cQVhM73T_GzW3K_rtX8hDtSCN7c9SmZPtbrZW3p9TWP5BdQnpW59PtKx6VDJ0PW7Pn5fr8wKD8vN6TpKzkSvWjhVqQWVb27zvwWN8v-GWrkHdwNW2LtZ4h1Mtdv3VllGwF2vY4JfN7XW4CCqs1BsVwlq1K7Kmh3zF4Y0Hx2YNlRW7QCNJt5dF7P0W4T9mGB1B2sYxW1kwHV38Cdgv9W40PJ3X34VhR0W35D0_Q3YkG48W7VkMMg5nR_CMW4mmrqP4l5t8h38QT1
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likely to benefit greatly from lots of radical changes in our lives as more of us were working, 
going to school, and getting entertained from home. However, so far this year, industry 
analysts have had to trim their heady expectations for the earnings outlook of some of these 
companies. Here are the y/y percent changes in the forward earnings of the MegaCap-8 
through the June 17 week: Alphabet (33.5%), Amazon (-45.9), Apple (21.4), Meta (-9.7), 
Microsoft (28.6), Netflix (-2.8), Nvidia (43.0), and Tesla (160.7). 
  
(3) Diving forward P/Es. Investors responded to the pandemic by aggressively rerating the 
forward P/E of the MegaCap-8 to the upside. It was 29.0 just before the pandemic (Fig. 9). It 
plunged to 21.6 during the March 20 week of 2020 in response to the lockdown recession, 
then rebounded to 38.5 during the August 28 week of that year. By the end of that year, it 
was still elevated at 36.1. Since then, it has tumbled to 22.2 during the June 17 week. 
  
The same pattern applies to the forward price-to-sales (P/S) ratio of the MegaCap-8 (Fig. 
10). It plunged from last year’s high of 7.2 to 4.4 during the June 17 week. 
  
Keep in mind that at the start of 2013, the MegaCap-8’s forward P/E was around 12.5, while 
its forward P/S was around 2.7. In other words, these two valuation multiples have come 
down a lot—with both now below their pre-pandemic highs—but they still aren’t cheap. And 
investors have been rerating these multiples, particularly for Growth stocks, downward as a 
result of rapidly rising interest rates and increasing risks of a recession. 
  
Since the start of this year through the June 10 week, the S&P 500’s forward P/E with and 
without the MegaCap-8 has dropped from 21.4 to 17.3 and from 19.1 to 16.1 (Fig. 11). The 
comparable changes in the forward P/S over this period were from 2.88 to 2.32 and from 
2.38 to 2.04 (Fig. 12). 
  
(4) Our conclusions. The MegaCap-8 stocks still aren’t cheap. Arguably, they might be fairly 
valued. In any event, they aren’t uniformly as magnificent as they were during 2020 and 
2021. The S&P 500 excluding the MegaCap-8 is certainly fairly valued as long as we can be 
certain that a recession isn’t around the corner. However, we can’t be certain of that; so 
there might be some more downside risk in the stock market until there is clear evidence 
that the Fed is done raising interest rates because inflation has petered out. We expect to 
see more evidence of that later this year. 
  
Strategy III: Investors Are Still from Mars. Our May 18 Morning Briefing was titled 
“Analysts Are from Venus; Investors Are from Mars.” We wrote: 
“Stock market investors seem to believe that industry analysts are becoming increasingly 
delusional. The latter have been raising their revenues and earnings estimates since the 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgG6MV1hrf52Rxs23W5tWBN4241WRDW91QgcY7Y8CltW4FdGl_5MFVD4W2QLKRy8FKQ-GW4KKGq05-w8GvW25CscS8ZT9gsW2VnnKW2g9g2zW1nqhRm5Dsj5CW27p-dF3FCMH0W7l67lC8kjjYjW3k79nJ17n5-1W8l17CD3N_CzQW2rmx0y4S671qW398hdq9gL8KtW3zSyfW2vxVS9Vr_DmD6F3L_qW94rzgl890v-7W8w_69X34pdFkW9jYxsV4yFsPRVyfX356-q-1kW36N1_Q561JgB3cm31
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgCXyW3Pv18m2PvNRjN8MYwlhngsMMVQyJd23pr1StW6TrnkP94K4PpW6GCwYl8ZNXypW3McJBj7D-BvbW7LMtbV13Sml_W93z5QP5cy1DnW7JpXpB2rMbjSW8Y98vc4Zt_GlW5mb3jq18csXlW2wP2F35hyyy8W2TkPTV8N529MW6krSQ264XhgvVG7tBW5TxX0kW3LG69q2LpcPqW83XGYV1lW4jmW8Xzz-m2DRLT5W15d9Fg4-LKGSW7QBDbt22Jj29W1C66lv63zlVfW7YTRgw62xmYB3kbR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgCXyW3Pv18m2PvNRjN8MYwlhngsMMVQyJd23pr1StW6TrnkP94K4PpW6GCwYl8ZNXypW3McJBj7D-BvbW7LMtbV13Sml_W93z5QP5cy1DnW7JpXpB2rMbjSW8Y98vc4Zt_GlW5mb3jq18csXlW2wP2F35hyyy8W2TkPTV8N529MW6krSQ264XhgvVG7tBW5TxX0kW3LG69q2LpcPqW83XGYV1lW4jmW8Xzz-m2DRLT5W15d9Fg4-LKGSW7QBDbt22Jj29W1C66lv63zlVfW7YTRgw62xmYB3kbR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgBRJW2g9Zkm1HMYk7W6JHjw23Bw5xsN1nP-rPChMcHW6Ms6Qk4H7VTqW2CTYbc1zHq2NW8Jfpc-2GQZBdW3L13HQ219GLkW3GQ6gy47NqbgW2b4BF172WpyRW4lVMZl6xY37ZW7F6h9H404X7kW9bBgks4PCCsFW939dX62V9FFgW44ZScl1Wk6FzN1qnGf-81tzbW3h1FFF5QPD18W1MV6bL91h-LDV-x3Px9kccrxW1tCsCC1DSgGgW3DCxBp5Kv1wcW6pHJCs7P2DtsW584n_L8ggThF3fYL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgCjSW7G39h54VCp-nW586H6s4p5cyzW3k5_PM2nCh4VW1bg3Sj30s5VRW5nGDtH3-nYJXW3kpGxz8t9ym-W8_y9j66nD-CqW5sW4DZ4K4J08W5hfMXd5DhqpjW6P7Qwg28vtK2W3Z20tp94_zY4W4YQCng3hCqJgW80Tk967Qw4nQW3vRx-m7nX_XsVdJ21r3W5r55M1dZ42wkLmQW56TkQF7rW5d5W1qhRt98yzJcDW53MG1_54VLd4VJMQfc6H2W1mW2tqM7b3GPctJW2gJpMf9ky14J3cCQ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxW53q905V1-WJV7CgXJgW7pVGhY5Kk50mW1l8Jsq5czYPrW4npR5Y68fmfNW7qyh8S5Fh87mN8gMNRh74wXWW1SQgqn46wNJkW91WvM01hhgVpN7b_-jrjc9wPW4b-tS294pRRGW3XMbfx5MK42zW1W8pty9kjNz4W7zZLQL2xShbKN5Tyr954JpFHW5NVK4Y3QPQFcW6KwvFH1-Sf04W6XHjJl6_dxQfW9b8bg64DtGkWW7gwjjP5YzF1cN6ZzsTff8vLkW5yhg7p4C0SFvMkH6NlCzq5QW5Qd1B81-dym2V_-3h51NFP_DN5yXhyWFVC8b34bm1
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start of the year, while the former have been cutting the valuation multiples they are willing 
to pay for those estimates. And both actions have been in response to the same 
development, raging inflation. 
  
“The analysts seem to be raising their projections partly to reflect rapidly rising prices, while 
the investors have been worrying that higher inflation will force the Fed to tighten until a 
recession occurs. A recession would force analysts to scramble to cut their estimates. In 
this scenario, investors would continue to slash valuation multiples—and they would have 
‘we told you so’ bragging rights.” 
  
As we updated in the previous section, investors have been pounding valuation multiples 
downward since the start of this year. They’ve been doing so as inflation has turned out to 
be less transitory and more persistent than was widely expected last year. This year, 
especially after May’s CPI shocker was released on June 10, investors have concluded that 
inflation may be much more protracted than previously thought and that the Fed tightening 
cycle will last for a while. They are all chanting the same mantra now: “Don’t fight the Fed 
when the Fed is fighting inflation.” As a result, this year’s correction in the S&P 500 
morphed into a bear market on June 13. 
  
Many investors also have become increasingly concerned that a recession is imminent. In 
this scenario, industry analysts would have to slash their earnings estimates for this year 
and next year from their current record-high estimates. As noted above, barring a recession 
scenario, the S&P 500—especially excluding the MegaCap-8—appears reasonably valued 
to us. As we’ve noted in the past, during previous recessions, P/Es fell well below 15.0 and 
could do so again if a recession occurs. 
  
Our base case, to which we assign a probability of 55%, calls for slow growth with inflation 
actually boosting both revenues and earnings. So we view the current level of the S&P 
500’s forward P/E as a fair one. However, there are a couple of valuation models that 
remain concerning: 
  
(1) The Buffett Ratio. Warren Buffett likes to compare the market capitalization of the stock 
market to nominal GNP (Fig 13). He would much rather be buying stocks when the ratio is 
closer to 1.0 than 2.0. The ratio rose to a record 2.8 during Q4-2021. It edged down to 2.6 
during Q1-2022. 
  
The ratio of the S&P 500’s market capitalization to S&P 500 quarterly revenues closely 
tracks the Buffett Ratio, and so does the index’s daily forward P/S ratio. The daily ratio is 
down from a record 2.9 on January 3 to 2.1 on Friday, which is still a highly elevated 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgT7WV3lzPj9jk6TJW3B1ZyH7XxRfPW7Hj4s18pX6VCW7JqNC23KH7FxW35y73T70GLFNW85vJSv66W45TW8DNg7T5DSCCKVLb1YZ80YnY-W7dQgB6714mXrW7V9hbh4Q--s1W4sxzG_1XFQLDW94RHW-1-2zDYVQr0Rm7hrkslW95CVjx8KHYJ-W1BDr-C3ytktMW1yX6hw105KwFW5wdnfv3SsMp9W5kd-ZF123T2nW5mV_f631wF1TW92Qvzs2V_nlqW45p8Fy34gs3jW8qC8RL5zwLHX31651
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reading. The forward P/S is at odds with the S&P 500 forward P/E, which dropped to a 
much fairer value of 15.5 at the end of last week. 
  
The forward P/S and P/E ratios have diverged since 2018, when the profit margin began a 
steady climb to new record highs. As a result, earnings generally have been rising faster 
than revenues (Fig. 14). That’s boosted the P/S relative to the P/E. In a recession, the 
Buffett Ratio would fall faster than the P/E ratio as earnings would fall faster than revenues 
because the profit margin would plunge. 
  
(2) The Real Earnings Yield. The S&P 500 earnings yield (using quarterly reported 
earnings) was 4.11% during Q1, while the CPI inflation rate (on a y/y basis) jumped to 
7.97% (Fig. 15). We have the data back to 1935, which show that several of the bear 
markets in the S&P 500 since then have been associated with a drop in the real earnings 
yield often below zero (Fig. 16). Interestingly, the real earnings yield is positively correlated 
with the yearly percent change in the Index of Leading Economic Indicators, which was up 
3.0% y/y during May, signaling neither a recession nor a bear market (Fig. 17). 
  
Strategy IV: Analysts Are Still from Venus. Meanwhile, industry analysts continue to 
raise their revenues and earnings estimates for 2022 and 2023. As a result, forward 
revenues and forward earnings continue to rise in record-high territory (Fig. 18). Most years 
in the past during economic expansions, analysts were too optimistic and had to lower their 
annual earnings estimates for the current year, but forward earnings continued to rise. 
During the current economic expansion since the lockdown recession, they've been raising 
their earnings estimates for this year as well as next. Over the past year, inflation has 
undoubtedly boosted earnings projections. 
  
The Fed: Demanding Unconditional Surrender. The Fed released its latest Monetary 
Policy Report on Friday. In the summary section of the report, the Fed pledged to fight 
inflation to the death: “The Committee is acutely aware that high inflation imposes 
significant hardship, especially on those least able to meet the higher costs of essentials. 
The Committee’s commitment to restoring price stability—which is necessary for sustaining 
a strong labor market—is unconditional.” In other words, the Fed is fighting for the 
unconditional surrender of inflation. The only question is: Will it have to kill the economy 
before accomplishing that mission? 
  
Movie. “Jurassic World: Dominion” (- - -) (link) is the sixth installment in the Jurassic Park 
franchise. Let’s hope it’s the last. This one was widely panned as the worst of the lot. I 
agree. The acting was terrible. The story was trite. The baby dinosaurs were cute, but so 
was Dino in The Flintstones. The theme of this movie is that we should learn to coexist with 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7Cgz_1VGNrWP8dHJrZW3dnczY1gjrxwW2cY_vh20w1mdW8RM5R054CB-4N1j2CZJVnMTfW3s6jN683SYh4N5nZhLv_y9YyW2BZMRQ19mZw4W9k_cb141LzXmN1d9L1DdztNrVL-NgW5QPGpwVktwGS4hJ98TW6S-fyN3TDXYbW61pyDv3JyTqVW26Pg2z1N14mXN5p2JVJyFDj6W1KG0TN7Mggl5W1-lTpk6KNVVrW6cBC4r3Ty3_TW2HgXf61w8KtVW386lDH3Dlr00W61Gt-f3Mk9Jj35T71
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgYRfW4QH-xg8D-cSDW94mlhL7YnXTSW4qKxBh4TRmnQW3hr0mN3J_5-nW3ND_0f2KchvPW1wnzhK5bZwRWW2h_KvM1tHb9sW71XMv32zgxV1W54qfhw48srCQW7ZWWqs7xNhJzW7KkzlS3vTjkBW16tVS48w9kp8W2vcpM37ynHfZN4BVD7pHhW-CW4gnm-_79hvnWW7V0LTr4gZjg1W4SvlFm19vHkPN7XY6xDdk5gRW2R-JNm1kVpctW3Y9xZ55P9XYyW1ZPclV70CQHsVgLXQN1k9sq636J91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgFZHW3cz9M-3mRG9QW22SYVl12ZK5HW82rm1d8Q5zJJN96MfCZNJH_8VZM0j66G95F3W7XgHSQ78jQzVW8GGm7b77-cLjW7HSpb2691Lf2W21QXHn4zMChJW84DQ4H5yPHT8W5nMtkq8MP6p3W4-xByc1TGmDYN1WZm83n7_QcVsS3wZ54rTdZW8kf_xg10QJzvW3cftWQ5SPwKyW1LyBPT6SYv_PN6_CzmZVvkN5W8mMtsP4kZYFSW82-8Gx2ZKv7_V2hhy85t5_nmW28QQKF3V3RPr3mh91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgGmfW14658518PzxKW6Zm1kW4qSdQJW8KrPdF6m3xklW5HSsj82vjL8bW5NmzK61bTzlrN24Wlx3DRkzTVHh_F448BcK6N7Sq87pz_c7jW1P_G_r3z_L_DVZKJs-50dcCtW3JLKkB4Jz0SsW1856m88CTHTgW4gZW2C83psrHVry-c36GtcjvW2PTW7G7b54QsW1DVhLg3fgmd_W459F3644JdTBW2YlNPf7jhj6vW5DTLTz92tNntMnZxXCcScZjW2NlTNb9hxqHVW44pclD2G62P63fWf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgQSGW5nPfxC2wc4BZW4-DN8n7_n0XpVYS5QZ4B-jfnVtG4g592CpHsW4qX6f72mvzh3W20lwmY1cTfJPW7DqGxC3dQ7-LW4lZlxq5-67g9W3tg8RN1g3MvYW26rjKp9cbLn-W48cH7W8S-81-W1fGYwx3S57wQVgZQLz39NZRgW7CbBh819Q4WxN8QFFCRqSddLN18n3LwnQjjJW3MnWVF62FcWsVbcD9H1rLCwcW53qXyz3KDl8QW47SG5F7smxL1W3YFNtq1yV3WhW86wZgG7WH4sh3dwV1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxWJ3q90JV1-WJV7CgCpzW9lZKVR7pF_w3N4Z84phv7z7rW1B6qCm36gFVRW1JtqDq4x9DpPVqqSN93x9j0QW7Q0jxk3yySt7W3yrq_-7q8gWmW3M1Yfz7R0jl6W24bxPY8CprxJW7bBprj2kvKQ9W5_Xqwp89XsryW8_NZcY3Z9M9kW8pJpbv31YFnDW7dzL336xMkNqW3NldL11kZWJKW7DG89s8kKgjyN9fkmXYVlQdQW2gZ7168md2cnW8yxf4R7YS6f3W61bNsK9l04kZW2FTBh-8sqpPrW4glyT926PBfYW16zNWF3XtHZ-W3MMfcD4CPcHfW2CvB9z3LQRc3W4PWX7m1Kl8Y6N8F9HRJz9gb4W7qWGm73S8x2h3bm11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxWJ3q90JV1-WJV7CgCpzW9lZKVR7pF_w3N4Z84phv7z7rW1B6qCm36gFVRW1JtqDq4x9DpPVqqSN93x9j0QW7Q0jxk3yySt7W3yrq_-7q8gWmW3M1Yfz7R0jl6W24bxPY8CprxJW7bBprj2kvKQ9W5_Xqwp89XsryW8_NZcY3Z9M9kW8pJpbv31YFnDW7dzL336xMkNqW3NldL11kZWJKW7DG89s8kKgjyN9fkmXYVlQdQW2gZ7168md2cnW8yxf4R7YS6f3W61bNsK9l04kZW2FTBh-8sqpPrW4glyT926PBfYW16zNWF3XtHZ-W3MMfcD4CPcHfW2CvB9z3LQRc3W4PWX7m1Kl8Y6N8F9HRJz9gb4W7qWGm73S8x2h3bm11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgLgdW6VKbFX3Sy03kW1M3pQ29hLfqyW9kB9Cz1MHvwsW1jzgP75qqyhpW4D2KZQ3MGfQbVgWz2V7_BdmdN1YBL_7Q15xQW7X20pG6VWX96W3SKkQB7DK6zDW4zZ0kc8pF76fW8CC5J6707nyQW6KJzGK5_fqwhW3095B11Zl969W76X_XT2nsDBvW1BWyzx1YM4_tW54-dFc17D1JRW1t1V10922H3jW2p_1m74dDk5cW7Hp83b14LLz1W1G8hvV6ZPRlTW6Bs-sF7pr-MlV2hwWP3hYG7v2Kp1
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other animals, even dinosaurs. It’s simply a matter of learning to respect one another. It’s 
time to bury this franchise. Make it extinct so that only the fossils are left. By the way, the 
villain looks a lot like Timothy Cook, Apple’s CEO, and the headquarters of his evil 
enterprise sure looks the doughnut-shaped headquarters that Cook built for Apple in 
Cupertino, California. Go figure. 
 

 
 

Calendars 
  
US: Tues: Existing Home Sales 5.39mu; Chicago Fed National Activity Index.  Mester. 
Wed: MBA Mortgage Applications; API Weekly Crude Oil Inventories; Powell. (Bloomberg 
estimates) 
  
Global: Tues: Eurozone Current Account; UK Industrial Trend Orders; Canada Headline & 
Core Retail Sales 0.8%/0.6%; Japan Monetary Policy Meeting Minutes; Mauderer; 
Tenreyro; Enria; Pill. Wed: Eurozone Consumer Confidence -20.8; UK Headline & Core CPI 
0.6%m/m/9.1%y/y & 0.6%m/m/5.0%y/y; UK PPI Input 1.1%m/m/19.0%y/y; Canada 
Headline & Core CPI 1.1%m/m/7.5%y/y & 0.4%m/m/5.4%y/y; European Central Bank Non-
monetary Policy Meeting; Mauderer; De Guindos; Elderson; Cunliffe. (Bloomberg estimates) 

 

Strategy Indicators 
  
Global Stock Markets Performance (link): The US MSCI index tumbled 5.8% last week for 
its tenth drop in 11 weeks and its biggest decline since March 2020. The index fell into a 
bear market on June 13 and ended the 24.4% below its record high on December 27. The 
US MSCI ranked 32th of the 48 global stock markets we follow in a week when all 48 
countries fell in US dollar terms. The AC World ex-US index fell back into a bear market on 
Monday for the first time since mid-May as the index fell 5.7% for the week to 23.8% below 
its June 15, 2021 record high. EM Eastern Europe was the best-performing region last 
week, albeit with a decline of 3.8%, ahead of BIC (-4.1%), EMEA (-4.5), EM Asia (-4.7), and 
EMU (-5.2). EM Latin America was the biggest underperformer with a decline of 6.6% 
followed by EAFE (-5.7). Jordan was the best-performing country last week, albeit with a 
drop of 0.1%, followed by Hungary (-0.5), Belgium (-1.7), Malaysia (-2.6), and the Czech 
Republic (-2.7). Among the 18 countries that underperformed the AC World ex-US MSCI 
last week, Sri Lanka’s 9.8% decline was the worst, followed by Argentina (-8.8), Australia (-

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7Cg_4QN3RRhRdHSKMgW9gytxm5krjxdVYlgkf8h-rTVW7G6w9w8-qVQ6W83KcS-19sfHJW7dFWMv4SlM5KW1YTVq28rVqqXW42sKK73qN4k3W2MgRtM4RR2QpW7ps3c81GYRSqN2Dl3XZ4WJTnW7HmWR17HLRcPW7cbNdf5DJNlcW4CG2jl73grPjW3JypJH5lsL4hW3vxP5s1kmv4cW9kcF8Z5ZRpGbW64v2rP3bMQvvW5HqlR28B_b3LW971HDk3Qhrh1W15bLdv8s0fxMW2pNBRW5xW5283grx1
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8.5), Canada (-8.3), and Colombia (-8.0). The US MSCI’s ytd ranking dropped one spot w/w 
to 32/49, with its 24.0% decline remaining wider than the 20.3% drop for the AC World ex-
US. EM Latin America is now down 1.7% ytd and along with EM Asia (-18.2) are the only 
regions outperforming the AC World ex-US. The laggards: EM Eastern Europe (-83.6), 
EMEA (-34.1), EMU (-26.4), EAFE (-22.0), and BIC (-20.5). The best country performers so 
far in 2022: Jordan (19.1), Chile (16.5), Colombia (12.1), the Czech Republic (4.1), and 
Brazil (0.6). Apart from Russia, in which investors have lost 100.0% this year, here are the 
worst-performing countries ytd: Sri Lanka (-68.4), Hungary (-42.8), Egypt (-37.2), the 
Netherlands (-36.0), and Poland (-35.1). 

S&P 1500/500/400/600 Performance (link): All three of these indexes tumbled into a bear 
market last week. LargeCap fell 5.8% in its worst week since March 2020, less than the 
7.6% and 7.9% declines for MidCap and SmallCap, which was their worst week since June 
2020. LargeCap is now 23.4% below its record high on January 3. MidCap ended the week 
23.7% below its record high on November 16, and SmallCap was back in a bear market for 
the first time in four weeks as it dropped to 25.3% below its November 8 record high. All 33 
sectors were down for a second straight week, a feat that last occurred in March 2020. 
SmallCap Health Care was the best performer, albeit with a decline of 3.6%, ahead of 
MidCap Consumer Staples (-4.0%), MidCap Communication Services (-4.2), MidCap Health 
Care (-4.3), and LargeCap Consumer Staples (-4.4). SmallCap Energy (-21.0) was the 
biggest underperformer last week, followed by MidCap Energy (-20.1), LargeCap Energy (-
17.2), SmallCap Materials (-11.1), and MidCap Materials (-10.2). In terms of 2022’s ytd 
performance, all three indexes are down ytd, and LargeCap continues to trail the SMidCaps 
in the performance derby. MidCap and SmallCap are down an identical 21.9% ytd, a bit less 
than LargeCap’s 22.9% decline. Just three of the 33 sectors are positive so far in 2022, 
down from four a week earlier. Energy continues to dominate the top performers: SmallCap 
Energy (31.5), LargeCap Energy (31.4), MidCap Energy (19.9), MidCap Utilities (-8.5), and 
LargeCap Utilities (-10.0). The biggest ytd laggards: LargeCap Consumer Discretionary (-
33.9), SmallCap Consumer Discretionary (-33.0), LargeCap Communication Services (-
31.4), MidCap Consumer Discretionary (-29.3), LargeCap Tech (-28.8), and SmallCap 
Health Care (-28.1). 

S&P 500 Sectors and Industries Performance (link): All 11 S&P 500 sectors fell last 
week, and seven outperformed the composite index’s 5.8% decline. That compares to a 
5.1% decline for the S&P 500 a week earlier, when all 11 sectors fell and six outperformed 
the index. Consumer Staples was the top performer, albeit with a drop of 4.4%, followed by 
Health Care (-4.5), Communication Services (-4.6), Financials (-4.9), Tech (-4.9), Real 
Estate (-5.4), and Consumer Discretionary (-5.5). The worst performers: Energy (-17.2), 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgYZHW3VxkP014dhVjV-dDtt3lmmv5VSxzr23wrCdnV6-hR78HZDLWW2hmzq51rTQ1KW1yZyVw1s2bJxW6jjyTW3yhH5lW5wXb183mfKQDW8b_2H495mzGMW8tkT1l48PPjGVJrLhB444hggW4T30xc8RyTHfW57RQ4f7Ljnl4W5w1rHx1xscyqN7X0rF6Q2whvW8bFX2b10bqKzW5mnSvn6zvtTgW3zrZdg2YRzN5W8N04Dy2QJbFYW5NNW6729m1fFN4QQK5_Mh4GCW44MMbF37qlvK3m_g1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgP2SW8MFRk69d9wd3W4cq8JN8VrdyvW8HBtK12P-L9_W4n9S363Bj-WfW5pJ9BV38zS-QW17JTRy7YTBZKW7T5Fzf3Dlg7yW1D81Mq7-_WZcW1TTNTD1c4XFvW5yKdc51dX1j3W7wdyHD2L9gG_W5J2xwF8hjXbVW99cfbp3QCc6hV60G7S1JCd1-N5-XRtkzmn2-W3q-Y1r4gYPHsW6MHpZz2cJYKNW5J2c6v5BRDb-N87ZQwSXtbmTW3-3ntk7WBDtGN398frJcS49rW5hWGYB3kHHv733mF1
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Utilities (-9.2), Materials (-8.3), and Industrials (-5.8). The S&P 500 is down 22.9% so far in 
2022 with seven sectors ahead of the index, but just one in positive territory. The best 
performers in 2022 to date: Energy (31.4), Utilities (-10.0), Consumer Staples (-11.5), 
Health Care (-15.3), Materials (-17.7), Industrials (-19.4), and Financials (-21.2). The ytd 
laggards: Consumer Discretionary (-33.9), Communication Services (-31.4), Tech (-28.8), 
and Real Estate (-25.1). 

S&P 500 Technical Indicators (link): All 11 S&P 500 sectors traded below their 50-dmas 
last week as Energy fell below last week for the first time since May 10. Energy has had its 
50-dma turn down last week, leaving no sectors in the rising 50-dma club. Looking at the 
more stable longer-term 200-dmas, Energy is the only sector above that measure, down 
from two a week earlier as Utilities turned negative w/w. For perspective, at the depths of 
the Great Virus Crisis in April 2020, Health Care was the only sector trading above its 200-
dma. Energy is now the only sector with a rising 200-dma, down from two sectors a week 
earlier as Utilities turned down w/w.  

S&P 500 Sectors Technical Indicators (link): All 11 S&P 500 sectors traded below their 
50-dmas last week as Energy fell below last week for the first time since May 10. Energy 
has had its 50-dma turn down last week, leaving no sectors in the rising 50-dma club. 
Looking at the more stable longer-term 200-dmas, Energy is the only sector above that 
measure, down from two a week earlier as Utilities turned negative w/w. For perspective, at 
the depths of the Great Virus Crisis in April 2020, Health Care was the only sector trading 
above its 200-dma. Energy is now the only sector with a rising 200-dma, down from two 
sectors a week earlier as Utilities turned down w/w.  

 

US Economic Indicators 
  
Leading Indicators (link): “The US LEI fell again in May, fueled by tumbling stock prices, a 
slowdown in housing construction, and gloomier consumer expectations,” noted Ataman 
Ozyildirim, senior director of economic research at The Conference Board. “The index is still 
near a historic high, but the US LEI suggests weaker economic activity is likely in the near 
term—and tighter monetary policy is poised to dampen economic growth even further.” The 
LEI retreated for the fourth month this year, sliding 0.4% in May and 0.8% year to date, 
though is less than a percentage point below February’s record high. In May, four of the 10 
components of the LEI fell and five rose, while the average workweek was unchanged. 
Dragging the index down were stock prices (-0.35ppt), consumer expectations (-0.29), 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxW53q905V1-WJV7CgZzmW6TYLz34yTMK8W2tT4ZJ8GWjf_W31_nCZ57lnZlW1X2tgw2DL4VHW4cR7jL8wPlpSW7jH1Ph8JNBQnW1-lJ3h6zkNkQW8dBl3y4BrGTgW4pJWpv3j77H_W3-v3wc87G2WHW2_rWH14_tf2HN4j0XTgBGm5HW7k5kgf73gJVYW1y0bXj8JS7BFW8mPhV-5MsJjGW5tLzqk8W6J5MN86vRKTVp-6yN32BPCQpklK0W3h6B2c2Rt9y9W3nlzJ06h2nn5W8mqkQC99TBZ_W8m444M30_734W1m-g2k8Pz9qzW4TrXdq1XXKDC348K1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxW53q905V1-WJV7CgYxHW8fCsn93gjcJjVzNZc16v41pzW7Xy6C_7NlQ3YW81vdzv7PqmB4W2GXXT47vWPVmW2jN_T63HDrfHW5_3CqD5QVyTlW5S7YjR4ZVWRDW3PMqF28V-9_kW5jFjtQ51YKj1W76S1lp3S4fnkW3ymmYZ1bYqkrW1d7Mw96CBhj7W67jFJW6CL8n0W6Hrcv71tTP6cV8_yPb7nFGXFVhgj2Q8GPq8QW5wDTD54try-LW8HVzbG6m6w8xW1GPtK01NXQrSW2n8qvs4-slCFW4dlqjd2Q2D9fW8WZYb61XrS3mW4cC_cD7m6Dts3dcl1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgHlCW3rYs-y3_VmyQVGpmbX6JrBWXW3-ShZ82xXZ6FW7_-dMX8GfKbYW6lfrG2750fmJMtpfC-xHk_kW24SjBd7LS76KW5YPxG_8zKRWmW7LmzDl1ZbmvkW43BvC87cdBGrW686Pp316zRq7W2C6VKV3PXWWbV5THfR8chcs0W5BqGmR6Mc3mKW6fWqkC6YKYq3V-pjb_7qsTm6VCKLcn5MMN9zW233LTj5vZcDkW8dr8-06dB_tNW3CYShc5J30rMW4CsxYK4wpk13W5b-jr52wvDYN3fdg1
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building permits (-0.22), and the new orders diffusion index (-0.01); these declines were 
partially offset by gains in the interest-rate spread (+0.27), jobless claims (+0.13), leading 
credit index (+0.03), real core capital goods orders (+0.03), and real consumer goods 
orders (+0.01).  

Coincident Indicators (link): The Coincident Economic Index (CEI) climbed to yet another 
record high in May, posting only one decline the past eight months, rising 0.2% m/m and 
2.3% over the period—after showing no growth last August and September. Three of the 
four components contributed positively to May’s CEI, with industrial production (-0.02ppt) 
being a drag on the index for the first time this year. Worth noting: Both industrial production 
and the CEI for May were released last Friday morning, with the industrial production report 
showing a 0.2% increase in May output to a new record high, while the CEI report showed a 
slight decline in production—suggesting May’s CEI was likely slightly higher than reported. 
Here’s how the remaining three components performed: 1) Payroll employment (+0.08ppt) 
in May advanced 390,000, below the 513,000 average monthly gain the first four months of 
this year, while jobs growth was revised slightly higher in April and lower in March, for a net 
loss of 22,000 over those months. Total payroll employment has recovered 21.2 million jobs 
since bottoming in April 2020, though is still 822,000 below its pre-pandemic level. 2) Real 
personal income less transfer payments (+0.08) has increased three of the past four 
months, climbing 0.2% in May and 0.5% over the period to a new record high. 3) Real 
manufacturing & trade sales (+0.05) advanced for the second month, by a total of 0.7%, 
after a two-month decline of 1.9%; it’s less than 2 percentage points below last March’s 
record high.  

Industrial Production (link): Industrial output in May continued to reach new record highs, 
going back to the start of the data in January 1921—though May’s gain was less than a 
quarter of the average monthly increase for the first four months of this year. Headline 
production climbed for the seventh time in eight months, by 0.2% m/m and 5.8% over the 
period, while manufacturing output dipped only 0.1%, following a three-month jump of 1.4% 
to its highest level since summer 2008—despite supply-chain disruptions and shortages 
driven by the war. By market group, consumer goods production remains on an accelerating 
trend, climbing 3.2% ytd and 23.5% since its April 2020 bottom to its highest level since July 
2008. Over these comparable periods, consumer durable goods production rose 4.5% and 
97.8%, respectively, to a new record high, while output of consumer nondurable goods 
expanded 2.9% and 10.9% to its best level since the final month of 2011. Meanwhile, 
business equipment production has posted only one decline the past eight months, climbing 
0.2% in May and 6.3% over the period, to its highest level since November 2019. It’s up 
53.3% from its April 2020 bottom. Within business equipment, production of information 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgZ1zW3cgvMJ6N3jc0W2n8TCn6QBS1zW8QbyLv11Tvr3W99swcl2nkddrW6rtPSk78mrnJW4XjQPW3Gfn6VW8xn3_68jfmbtVSqjr572dCdNW2fVNck2mCx5xW6BlfbM8lmTWZV3s5HC8LgH4VW8yNJsZ6VNSJjW183m8w92dTc3W17FZ-z4h3D-GW63sXRs3L_lMfW6_00WT9jMbWxW4dk35D8sHW0NVFvh7P99X8pxW5TTMTZ7tVPqfW5mM2w72mkyCTW5jkLtC1NGHfbW8YCG7r7QCCdw39SC1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgR86W2bdHfm300WqTW2rgRBW10RF-CW57RVfc7J0jH-W1tJY9C8XHq6mW3jDQbk5QKg9hW2XCMy168d97xN5yXV3_lZJ4xW8JdRkz32vFw8W9jqXNN69PBbbW1ML-vT2vQD0HW42yKgb3tTXl0VrC9SW4yWnYlW2zkGCn6k3v34W92czvt41BG0hW8sjRVf1kp4JgN45HWXGpCwx6N3y0L8Hw-kNfW7S2fjS7WC-T7W1hR1sk2ZgqGJW5RVgdf76YKwBW49vRQj6dn8pfW4Ly32b3LB-ws3gtS1
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processing equipment has been stalled around last August’s record high, while industrial 
equipment output remains on an accelerating trend, though dipped 0.4% in May after a six-
month spurt of 4.7%. Meanwhile, production of transit equipment advanced for the fourth 
consecutive month in May—the longest span since the final months of 2020—climbing 1.1% 
m/m and 11.0% over the period.  

Capacity Utilization (link): The headline capacity utilization rate in May climbed to its 
highest percentage since December 2018, with the manufacturing rate easing a bit from 
recent highs. The headline capacity utilization rate climbed for the fifth month from 76.4% in 
December to 79.0% last month, with the rate 15.6ppts above April 2020’s low of 63.4%. The 
manufacturing rate edged down to 79.1% after climbing from 77.1% at the end of last year 
to 79.2% in April—which was the highest since spring 2007—while the mining rate climbed 
for the third month, from 77.7 the first two months of the year to 81.5% in May, and the 
utilities rate rose from 72.1% in March to 76.4% last month. The capacity utilization rate for 
manufacturing was 1.0ppt above its long-run average, while the rates for mining and utilities 
were 4.4ppts and 8.4ppts below.  

Regional M-PMIs (link): Two Fed districts (New York and Philadelphia) have reported on 
manufacturing activity for June and show the manufacturing sector held just below the 
demarcation line between expansion and contraction. The composite index edged up to -2.3 
this month after sinking from 21.1 in April to -4.5 in May—which was the first negative 
reading since May 2020—as activity in the New York (to –1.2 from -11.6) region moved 
back toward expansionary territory, while activity in Philadelphia’s (-3.3 from 2.6) contracted 
for the first time since May 2020. Meanwhile, orders (-3.6 to 6.7) were in contractionary 
territory for the first time since spring 2020, on a big swing in activity in the Philadelphia (to -
12.4 from 22.1) region from positive to negative, while New York’s (5.3 from -8.8) moved 
from negative to positive, though that swing wasn’t as dramatic. Employment (23.6 from 
19.8) continued its strong readings, with hirings at both Philadelphia (28.1 from 25.5) and 
New York (19.0 from 14.0) factories robust. Turning to prices, the prices-paid measure in 
the New York region accelerated to 78.6 in June after easing from a record-high 86.4 in 
April to 73.7 in May, while Philadelphia’s gauge eased for the second month to 64.5 from 
April’s record-high 84.6. Meanwhile, prices-received in the New York area eased for the 
third month, from a record-high 56.1 in March to 43.6 this month, with Philadelphia’s at 49.2 
this month, down from October’s record-high 62.9. 

Housing Starts & Building Permits (link): Both housing starts and building permits 
plunged in May to their lowest reading since last April and September, respectively, while 
homebuilders’ optimism for June dropped for the sixth successive month to its lowest 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgSR9N52wqpK70D0GW7fw55R4N35YlW8rrzd316rJl_W4G2TxV6c4w4vW84SZPN3WV861VnNdYf5H4jVZW73LJkh2sVjXlW65z7n-6y6ghNW3Lr8rn1SrH-9V69jJM59h9rxW5TKmkm3xwyB-W19pm0V7tlLjDW1yT_4V2p_VJ6W78YvlP10l_ykW6n_35k69YLLkW6l2CbP32xGL0W8RqLLP1_HqbKW34Mr-d7d_gLtW5pPtYH4V2B_tVrpz428wYfFMVBl8w348m4PJW370pMh74N_fd32W61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxW53q905V1-WJV7CgF0fW6pSVwz4qWY3nW3xZjsH7gt8q6W8-YV9P9gz0Q6W5tR2fj5-T7P_W2gs4WC6984YfW4Q33sF5Jv9DvW6qRZB817j-wsW84_LfV1H7kF4W3gVjtN2zlL5SW7TjCCB7XlYM4W5xS1dJ8Khq0YV3cHNl4HxWPZW3Pvzqj71bLfLW3VDjT-2lQyCFVpXwyM1gL-sZW4QYnyS8JzpYtW93PV3g5lbb2HW5tlVBQ4KfcW4W85DLQr9jwfPMW99bKhQ6Wkh4mN4WdY9bySsptW5J--gs8j8_cgW7hPPQm4G8VWDW6JPjwj3H-CwC38NN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgXfZW2QP1Dw64Qk9SW2yg0Sw7vnt5mW68Xvvl6KXxmCN3mDvmF72pssW8T3THg6gWKQsW3jdb7g1MkXdFW3PkVy37jhs9NN3qjFRGyDY7HW6nT-Qh8XSgTlW3G6qPg12PwTbW1cQl584vt7jjN35hgpZQ26WcW30Q8dW5xDYP7W4XjXxd5gjZpKN5JfVD9CslqWV3KzSH1_TQRKW5wH-ZL70HLzmW3xM-Hs68gQDmW7F_SF23rNZvGN4MWtBdrrX8PW1B5V4l8dgzyXW6XQBW02t-_FN3gjf1
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reading since June 2020. Housing starts plummeted 14.4% to 1.549mu (saar) in May, while 
April starts were revised upward (to 1.810mu from 1.724mu) to show an increase of 5.5% 
rather than a 0.2% downtick. Single-family starts contracted for the fourth time this year, by 
9.2% in May and 13.3% ytd, to 1.051mu (saar), while multi-family starts plunged 23.7% to 
498,000 units (saar) after soaring 24.4% in April to 653,000 units—the highest since the 
mid-1980s. Building permits fell for the third time this year, sinking 7.0% in May and 10.6% 
over the period to 1.695mu (saar), with single-family permits dropping for the third month, 
by 5.5% in May and 13.0% over the period to 1.048mu (saar). Multi-family permits dropped 
for the third time this year, by 9.4% in May and 16.8% ytd to 647,000 units (saar). In May, 
total housing starts fell 3.5% y/y, while the rate for permits was flat with a year ago. In May, 
housing under construction reached another new record-high at 1.665mu, while 
completions climbed 9.1% to 1.465mu. June saw homebuilders’ confidence slump to a two-
year low of 67, as high inflation and rising mortgage rates reduced affordability for entry-
level and first-time home buyers, NAHB’s survey showed. The component measuring traffic 
of prospective buyers dropped below the breakeven-point of 50 for the first time in two 
years, falling to 48—it was at 71 a year ago. The remaining two components show the 
measure for current sales dropped a point to 77, while the measure for expected sales 
dropped 2 points to 61; they were at 87 and 79, respectively, a year ago.  

 

Global Economic Indicators 
  
Eurozone CPI (link): The headline CPI rate for May confirmed its flash estimate, 
accelerating to a new record high of 8.1% y/y, up from 7.4% in both April and March—
6.1ppts above last May’s 2.0%. The rate was at -0.3% at the end of 2020. Looking at the 
main components, once again energy recorded the largest gain, accelerating 39.1% y/y 
after slowing from a record-high 44.3% in March to 37.5% in April. The rate for food, alcohol 
& tobacco climbed to a record-high 7.5% y/y in May, having risen steadily from June 2021’s 
0.5%, while the rate of non-energy industrial goods jumped to a record-high 4.2%. The 
services rate picked up for the fourth month, from 2.3% in January to 3.5% in May—the 
highest since January 1996. Of the top four Eurozone economies, two beat the Eurozone’s 
8.1% rate, Germany (8.7% y/y) and Spain (8.5)—though Spain’s is down from its March 
rate of 9.8%—while two lagged, Italy (7.3) and France (5.8); France’s rate was the lowest of 
all the EU economies’ rates.  

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

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW18nY1pxbPVW4GXjVX7YN4V6W8tMMP_4LvpqqMVmxVQ3q8_QV1-WJV7CgZnkW8z4mWb8bZQk9W5nFZnS3klFcTF1nVZ6skd_DVDYD972tRY-SN17lnv0d7pH_W1QyKHS61wHPcW3Tv0N462W4cfW5Yy7F33-S7RmW1fyd5x8KQ9WBW836-tm7xWjvGW235NVV18j9_1N7VL2tKRJHTGW6_FQCx448pGCW9lHK_S4C2flPN6XSN3vL08h3W99KZbX19H8G_W2ffCJ67jmPrWW5yLnhW5CMsJ3W3Bn5Tz4Lx9K-W6s7yBn44TWLTW7y3Pvj5z853QW1S9BBX2fCrbG32cj1
mailto:requests@yardeni.com
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