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US Economy: How’s Business? Every month, the Census Bureau releases its “Advance 
Monthly Sales for Retail and Food Services.” The latest report was released on June 15 at 
8:30 a.m. An hour and a half later every month, the Census Bureau releases its 
“Manufacturing and Trade Inventories and Sales” report—for the previous month. In other 
words, on June 15, Census reported retail sales through May and business sales of goods 
through April. The retail sales report tends to get all the attention by the media and by 
economists because it is one month more current than the more comprehensive business 
sales report. But Debbie and I find that there is a wealth of useful information about the 
economy in the latter report. 
  
What we see in the business sales report is increasing signs that inflation has been 
boosting the nominal value of these sales but weighing on their inflation-adjusted value. 
Real inventories are starting to rise relative to sales, especially among some retailers. 
These businesses are likely to respond to unintended inventory accumulation as they 
always do, i.e., by cutting prices to clear them. So the good news is that some of the 
economy’s inflationary pressures should abate. The bad news is that economic growth will 
suffer, increasing the risks of a typical goods-led recession. 
  
Let’s examine the latest business sales and inventories data, both nominal (available 
through April) and real (through March). 
  
(1) Business sales. Manufacturing and trade sales rose 13.8% y/y to a record-high $21.8 
trillion (saar) during April (Fig. 1). However, real business sales was unchanged on a y/y 

 
Check out the accompanying chart collection. 
  
Executive Summary: The Census Bureau’s monthly “Manufacturing and Trade Inventories and 
Sales” report is chock-full of valuable information that often goes unnoticed by the media and 
economists alike. Last week’s release, with data through April, shows inventories starting to rise 
relative to sales, especially among retailers. That implies good and bad news—good for constraining 
inflation, bad for economic growth, increasing the risk of a goods-led recession. … And: With global 
inflation surging, are the major global central banks tightening with Fed-like fervor? Not exactly. 
Melissa examines the unique issues in Europe, Japan, and China that are tempering their monetary 
policy responses. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgSKhVfcgT91SG9thW343X8w2Rg7wcW2pHfp_335rfdW3xJm1Z6TZ1QJW5lfqKY1st696W4csP_g5HNDp7VZSsKh2bcDkHW959Pxr13P412VZjlwQ2S3JCTN6LXlRR9RkZ2W97VClj8wK78WW5nM10w5HT4BTW2jylK63fPkMtV36kCg3Vvd3kW2fZHM73cHktNW7bdLzj1_nc-HW4LH5d36_8PHyW6MK7r41ygYCWW7ZsNVh2Xy4ZLW5_rSqG5F4XTVW5_mnZp1G2tM9W5F6qhq9h72Nc33kH1
https://www.yardeni.com/pub/cc_20220622.pdf
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basis over the three months through March (Fig. 2). That’s down from the post-lockdown 
high of 16.2% during May 2021. This growth rate in real business sales closely tracks the 
growth rate in real GDP of goods, which was up 4.5% y/y through Q1. 
  
Here are the y/y growth rates in current dollars and inflation-adjusted dollars for the three 
major components of business sales through March: manufacturing shipments (13.9%, -
2.7%), wholesale sales (22.3, 2.5), and retail sales (5.2, -7.0) (Fig. 3 and Fig. 4). 
  
(2) Business inflation. The Census Bureau compiles price deflators for business sales and 
its components. The one for the aggregate measure of business sales rose by an 
astonishing 16.7% y/y through March, the highest since January 1975 (Fig. 5). Data 
available since 1968 show that this series tends to rise near the end of economic 
expansions and to fall during recessions. Here are the latest inflation rates through March 
and their readings a year ago for manufacturing (17.6%, 7.9%), wholesale sales (17.6, 
10.4), and retail sales (12.2, 3.3) (Fig. 6). These are truly astonishing inflation rates. 
  
(3) Business inventories. Manufacturing and trade inventories rose 15.1% y/y to a record 
high of $2.3 trillion through March (Fig. 7). Over this same period, real business inventories 
rose 2.0% to the highest level since March 2020. Here are the current-dollar and inflation-
adjusted growth rates through March of the three major categories of business inventories: 
manufacturing (10.5%, -2.5%), wholesale (22.5, 9.3), and retail (12.3, 1.2) (Fig. 8 and Fig. 
9). 
  
Investors recently have fretted over unintended inventory pileups, especially in the major 
department stores. It’s hard to see much of a problem in the inflation-adjusted inventories-
to-sales ratios for overall business or the three major components of the aggregate (Fig. 10 
and Fig. 11). All four ratios have jumped during the first three months of this year but are 
within their normal ranges of recent years. However, the current-dollar ratio for general 
merchandise stores did make a large jump during April, to 1.58 from 1.19 a year ago (Fig. 
12). 
  
(4) Business cycle correlations. We have often observed that the y/y growth rate in business 
sales (in current dollars) closely tracks the growth rate in S&P 500 aggregate revenues (Fig. 
13). The former rose 13.7% through April, while the latter was up 13.4% through Q1. The 
surge in the inflation rate over the past year has been fully reflected in S&P 500 revenues. 
Remarkably, S&P 500 earnings have kept pace with inflation too, suggesting that profit 
margins are holding up well in the face of rapidly rising costs. 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgB39W3GjNdz3c5M4mN3zMJwhYxF-_W8SPSdw8l7GhBW59Z2F461TFhpW64KxNg7LJTXbW40q9KG2xY2hnW3mR4qb7HNxbbW8TyhnB63zbCGW1Scsb_7k0wpZN9gXl8z69gPmW7sy61v7S1XLYW3BzdCR2Z36XvW79nzFf39__bBW43gG807_CHt-W1DQ7-P7jVvDqN5ltKPjlL53vW3spr2D8mDw_kW5MyjcF1tZKJDW8hLyL_6Q100wN5bRBtrQvHDNW2c14Y946X7RSW7ZP2H64PnCj835Fv1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgMF1W4blc3s4r7dH9W3pYjYQ8Xc0HsW6K06mj5GRLywW7Rff9R2M5jfnW8FGJGM62m9KTW3XqttL81gyMLW8-QF01344JGLF94bLvldBS_W98Lnqn1HP5kTV2JKbN5mJqbGW6D1Mzp9cFjz6N4fgbjN99xCQN1smW5BTFBTSW3vrHVb2H27THN3FHb6vq1vTZW3_c__X2YV1kVW4XfXqw1F8W32W6PXF-w5F4DwcW4Zw_8F67cr1TW2BTrB43ZpVyNW8ZTq5F2tw2f0N3ZFmGC69vpg34FG1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgDgjW7-8qFy97_mSqW4J3LS02yc3HDW60GmPv7hcjKyW1r_3Bn81C6LPW4tjDJy8b9MG9N2yHD85J3dCLN6y-HYC6qFrNW5K8NMm5gGxbXW6jj9SK8pV2ldVYZr_r9l3wLwW2pNJnm4h71fZW6CpV-05gZGGWW1X3cyW7F8G36W7kwCvx1FP3ZgW1HbpwH4qwLZPW60XLS06R5b5rVS7dz64QNyXhN28th0cN5zDpMVNgVfZ_pMpVJ35tR8DFX-cW2vSfMV3DY65SW2W7_K_6bQdnr2QM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgYJ5W131MvQ14CzNyN2Tjt41sR1YBN69bnCl8gKpxW24LJZg7GxXBFW3y6B093NysYGW8zvLGc4LFW--W7ZjgX848bcstW64mxkG1dZcp-W7FP-Bz8JYyf-W11DNlN75_fQSW10dtbV50NGggW7dmRHq3ZMJV-M3hP0CHgj_qW8nZl_M6bCcTdW5f4J3f4kvpXKW1skNgc8ZcvwDW1hc8zs4ZDcB7W910tbY72hTS8W5CH49w51-VvTW6k1FFY61pZDkVdLk3-5Yt7rwW4mDJGQ1l6nTR36jL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgQyGW5dlsMJ2DC87bW5xbH8Y5v6dcsW45Kt6_4RsvXnW6YCytJ3Sgj97W3h4xFG3w87BYW8YFzDw8S_TG7W2ZGrMc2yg9sNVFPwW02yfy1RW2y4NHK4rP9W7W52pPy47n8Y1tW8K_D7l57pdkmW53Jw5m5P0G6-W1xXWxd4DhvQYN5WycnFQs6-JW7C2hxC4hNZwRW2ycQyz5cTjYYW8CZLz92720pyW2hbQmj6J8Bz3W5g8RPF66wQc3W48tTst7XjzcLW1Rq9X25hMDtdW59wqVJ4MZR7d37pk1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgRv5W4CR_MV8RyKkQW7lQzQ67pS8gSW46jhzx242XN1W5l7gYj1cYQwlW1tfncr7CgFRLV19Thf6g3P1DV5F3m_5KtCdFW5qgtTB1kpdxkW7Q7wf15xGYfmW9lWNS72Rw7-6W4csp7z5PWRrWW56J-my4vc1msW50VCK34Q5083W94fNvn5QDzZ7W38zpKl5np4tZW5cvL0K2w7yY_VGwxCb6Ljr5_W2zCWyz6lSMMTW81FzNX8TgzfbW3Tt35d5spdMfF1RmQHkB6PdW4_St0l8q1wRD38mb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgzJCW37WBmJ4CfDD_W1gNTcD3TyRCxW2KTTw382VzfQW6K2brx6YQ5q0W95Ws8B1gR807W4y_Bkt8MH3PqW4yL2n029GpCLW3yJll77H73PPW40wmys2y7FNpW2fF5lg6jsd2qN6pjwR7ZKHN1W2DQ9lC2j42G7W5sQHCM6fGDPvV_f67W5h5csfN88GMS6lx5NnW15J-WV74ThYYW1rh2_k1p6vvmW83RLWX56qt5cW1__TGR6RqzGrW2gp2j748BsFPW5sn29Z78Gbq7VZK61b5w9S5w3m021
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgXz0VHcdR03yh0bDN7hXsWt_4fswW2j4l--6lR_0kW7F78F66h8gzMV6vXx39d9bPmW5cx7HZ3RgzblW5WRl7y46n0_bW2qrpsH3gt1d2W4cFQC32w48gVW4XCR-J4LVg-3W5BxSJc6VFD7PW5CkmSl6JrRHYW1ZnfhQ8QxLzdN8kKT-QHsH64W5f0zRv1HjQkvVDHFf92GDMFnW1JySMw5FYnBlW3pJbzG84nNh6W1z5lKT2T9M2XW72tY1p5qmFc9W6KkXMc4sgdMSN8qGtdttx_463kHD1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgXz0VHcdR03yh0bDN7hXsWt_4fswW2j4l--6lR_0kW7F78F66h8gzMV6vXx39d9bPmW5cx7HZ3RgzblW5WRl7y46n0_bW2qrpsH3gt1d2W4cFQC32w48gVW4XCR-J4LVg-3W5BxSJc6VFD7PW5CkmSl6JrRHYW1ZnfhQ8QxLzdN8kKT-QHsH64W5f0zRv1HjQkvVDHFf92GDMFnW1JySMw5FYnBlW3pJbzG84nNh6W1z5lKT2T9M2XW72tY1p5qmFc9W6KkXMc4sgdMSN8qGtdttx_463kHD1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgStpV9K7Nr29w3x9W8gKZg-7jsPd-W3YmP0L3v-x9kN1Zq8STx1mfBW9kKy181gJYtZW59b7_G3pNk36W5v9cR691P2yDVhG6Qb2x5S0SW8Zm_Tw1B0_DnW1dCS9k6ckc_TW8pNrxy267gHWW7yFg1M70zMBrW7HN5Z28DxR41W8Rcns117qV_jW4MgZFh63lRXfW5jxwHN66SxzqW3FNH_F4jHYKqW806N0L3qzNLvW7r6-CS5nYKvYM_Jgjv7qlS_W108lKw3H3bz4W6xhX1R1WQxNY39Z51
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgVnXN5yPY30ZHHvFW2BYYpM1MZv8vW4TQMTl8HK3XZW6_WrKz355nt8W8C1hhp6lg4yMW90y9343xsSY0W1g0MY9299qBGW6rN2Z96kpRsVW4k_g7G5THTxCW7dHDGv55c9mFW5WQPTG5G8HljN4zHBp6kVJ5QW82rxlG1W5DMvW61960M8PmPYRW4xbnvR3jcD-8W1rkkfV3fcrJmW6FNh098gLVRwW8x5XtW6QSB77N87mvyXfgZxsW955_H68Y7hzcW585vPN6Gfv_pW90SqHy360cQV33m31
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7Cg-wkW5_FB007kVVrBW1_yLZ35Xx-XQW4tlvn96v8nY-W7LDVvY4bfgd8W1WSbSD96NwxcW1hPSxw7JlklcVW4VMF95BdyKW5r4-_s8DkZM0W637tL32R1CQhW1sXxdr78nfhXW57h46K67x9L2Mgvm_ZSC6yTW2F6_PB2Hnfz9N6rh2PxbvCKNW3cQsGt5sl8rJW5r6MF93dNfx6W1f36rb6GLXHNF632BH9gkZGW21W8rZ72y0srW8sDPSd9h20hDW8tJf9T4Fgqk2W3c4Gd51n6Bdy3dVf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7Cg-wkW5_FB007kVVrBW1_yLZ35Xx-XQW4tlvn96v8nY-W7LDVvY4bfgd8W1WSbSD96NwxcW1hPSxw7JlklcVW4VMF95BdyKW5r4-_s8DkZM0W637tL32R1CQhW1sXxdr78nfhXW57h46K67x9L2Mgvm_ZSC6yTW2F6_PB2Hnfz9N6rh2PxbvCKNW3cQsGt5sl8rJW5r6MF93dNfx6W1f36rb6GLXHNF632BH9gkZGW21W8rZ72y0srW8sDPSd9h20hDW8tJf9T4Fgqk2W3c4Gd51n6Bdy3dVf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgYPXW5rfShW5G2YSVW6PTNDp3Hc-vqW6gnv565tG8PwW32-g4Y7P1psWW1Gppdq10pZJnW5DspNr53_597W3tcp5Q5689tsW7RNXJk72Lv39W3QWyz71WjddtW2z1xsC76fT9RW2-DsRC2w9RjsW1b2RN1994JbFN6rbp-QHKzQNW7Tm4pz7-GW10W8Y0ppt2DTsnkW75ySTD5qSy0nW9g-tKT6JcvhPW44--Lr1QLJbDW6j7qxl4b09CQW3fGRz48DnKmPW7n5mLX2twzWQW7XPmCt6gDWJS3ksC1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgYPXW5rfShW5G2YSVW6PTNDp3Hc-vqW6gnv565tG8PwW32-g4Y7P1psWW1Gppdq10pZJnW5DspNr53_597W3tcp5Q5689tsW7RNXJk72Lv39W3QWyz71WjddtW2z1xsC76fT9RW2-DsRC2w9RjsW1b2RN1994JbFN6rbp-QHKzQNW7Tm4pz7-GW10W8Y0ppt2DTsnkW75ySTD5qSy0nW9g-tKT6JcvhPW44--Lr1QLJbDW6j7qxl4b09CQW3fGRz48DnKmPW7n5mLX2twzWQW7XPmCt6gDWJS3ksC1
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Another strong business cycle correlation is the one between the growth rate of real 
business sales (on a y/y basis using the three-month average of the series) and the level of 
the M-PMI (Fig. 14). A similarly tight fit exists between the growth rate of real business sales 
and the level of the average of the general business indexes of the regional business 
surveys conducted by five of the 12 regional Federal Reserve Banks (Fig. 15). 
  
May’s regional surveys confirmed that the goods sector of the economy has stopped 
growing. We expect that June’s surveys will do so as well. We expect that June’s M-PMI will 
fall close to 50.0 from May’s surprisingly robust 56.1. 
  
Global Central Banks: Fighting Their Own Battles. Central bankers’ flood-like monetary 
stimulus during the pandemic sent their balance sheets to dizzying heights and their interest 
rates close to zero or slightly less (Fig. 16 and Fig. 17). Now that global inflation is 
surging—owing largely to overly accommodative monetary policy for too long—the Fed and 
European Central Bank (ECB) are tightening to cool their overheated economies. With the 
economies of China and Japan still weak, however, the People’s Bank of China (PBOC) 
and Bank of Japan (BOJ) haven’t followed suit. 
  
For perspective, the US CPI inflation rate reached 8.6% y/y in May, the highest since 
December 1981 (Fig. 18). The other three economies’ most recent inflation readings are as 
follows: Eurozone (8.1% y/y in May, the highest on record and quadruple the ECB’s 2.0% 
target), Japan (2.5% in April, but with a core rate of just 0.1%), and China (2.1% in May). 
  
Below, we examine the factors influencing each central bank’s policy decision-making: 
  
(1) Fed vs Taylor Rule. On June 15, the Federal Open Market Committee raised the federal 
funds rate by 75 bps and indicated that it would push rates higher by another 50-75 bps at 
its next meeting on July 26-27. Fed Chair Jerome Powell said during his post-meeting press 
conference on June 15 that the Fed needed to move more aggressively to bring inflation 
down. Going further, he said that he wouldn’t “declare victory” over inflation until inflation 
has been falling for months. 
 
Fed officials’ median projections for the federal funds rate now stand at 3.4% this year and 
3.8% in 2023, with the former 150bps above their March projection of 1.9% and the latter 
100bps above their 2.8% March projection. Powell emphasized that the Fed continues to 
target a 2.0% inflation rate while acknowledging that higher interest rates might push the 
unemployment rate up slightly. The Fed’s median projections for the inflation rate, based on 
the personal consumption deflator, now stand at 5.2% this year and 2.6% in 2023 versus its 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgSWFW7sL4xc3TN63nW2mgNq03RyXYdW6Mq3Wr5CK96zW9hfD_15NP251MrxTHCWPvbtW7sl5Q82BVMQ-W5471qN2Wstl2W2CZQ157PMb6gN9fKzlZ2FTwtW64c2vd7Lk9f4W6969b13h7QryW5v1c2L6kl13bW1ZWKmN90gjmkW163pWf6Z8wbfW4Lpwcr97NnpwN72F2nfB-WT6W6mhVPG1TC0TcW8tVbtb7mXy28W8_-87B42WTQSW1_5q0v1xkX4xW8q8sRz3C0l8NW6K54d38Kh0VD3mVW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7Cg-Q0W3c_4yt4p7_ZYVwFvrG3PXTmZW16_wpg4jGqDSW7Nqpmm13yCMbW97z1pQ1d6ML6W6cX7yp7XmmTJW7Mq3s47Gx9N0VfNcZV2C23WxW1DC72-3my_2dV6zlTs6sL2F0W3r9qGG8lZ0jPW9bSMX42sM8JwW4fPQJD8jN6GjVQ5GJz6wgmFDW8Cf3Rs5vPyWVW2wvcxm2b3HLWW278xqP3HcF2LW1LmL6b5Cjp6zW1t6XN-7q83MnW6Fw2dL3TkpRZW604TyM3WNMjlW3r51hJ770Vtf3m681
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgFcqW2kHDR11ZWlTZW7BQBgY3hjyK8W1Yy20S3lb-6tW7gzs848VLVsyM_1Kygb50p-VGMrLw3XxtCvW3FxGNQ7_GGFBW7m96y12SpHH9VmQq8d47RNSCW6S7PSM2VxBrRN76frMHBKBmBW5T3kJM105y06W6cy5nt1pKcwGW8K17C76bWtSGW4Pjx8V4Y4f3TW7Gp1w34rsNX2W6MW6sr4jXdC7W36p7qL6YDKhpW2v3PX959cy6bVzLFXs82Y7pZW8FMLK84jjX7dW4x15m080XR6z3jgm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgK86W2LSMdM3nDlHkW8W2cp-592y9WW6T96Kz2rP9bMW2ZJthP6sT4ShN5pH27rCcJC1W7gHtqY4n4y-fVMYZdx5zSg74VrNbsW1Lz9zVW22SNNt6td3vJW3Hb0Vp5WKSWYV7cnyZ2ZqG2yN31-f522443nV8Wrsf7wHxzyW4snd7G2khsfCN8xg6sWvKz2LW1jh-5W1ssjxKW5Vnt405X-cd5W2x7mK_212c_1W6VRwPz7qLp3rW6HScch5pF_tSW4RNDQ82HMRVxMD8Pp5BzfbL323n1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgHSxW6RKtvC5Wn7b-W3dhZXw8wMk1xW7h-04l1bg07-W3N7h7l3ZcSwXW5sHwvY7Fxf9fW92NHjR53WDBzW3Lm3-l92qVNVW3DY7Lg61JMKVW550tZW3VHHZGW7J77PN5shJddW6lJ_z18gNSRdW1Ll_9C6ZWbcqW2mrN7V8wdc54W6DMGxq590mTyW8lz82D7LY-WVW3zqJ-k41Sy_9W78nk-z9khBS_W4dPJck4wD_PGW6q7mvJ5MyJ7_W5-8D-q7JqXzgW3bW3kj66Z0BlW2M--MT8W4wJW35-J1
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March projections of 4.3% and 2.7%, respectively. 
  
“We don’t seek to put people out of work,” Powell said at his presser, adding that the central 
bank was “not trying to induce a recession.” But that could be the result of its actions: The 
Fed’s median projections for the unemployment rate were upped to 3.7% this year and 
3.9% in 2023 from 3.5% for both back in March. Aiming for a “soft landing” for the US 
economy despite rising rates, the Fed’s median projections for output were lowered to 1.7% 
for both 2022 and 2023 from 2.8% and 2.2%, respectively. 
  
Adding to the risk of a bumpy landing, the Fed also is starting to allow maturing securities to 
run off its balance sheet. This will reduce its holdings of Treasury securities by $30.0 billion 
per month and its holdings of agency debt and mortgage-backed securities by $17.5 billion 
per month from June through August—for a combined three-month decline of $142.5 billion. 
Starting in September, the runoff will be set at $60 billion for Treasury holdings and $35 
billion for agency debt and mortgage-backed securities, or $95 billion per month, for a total 
of $1.14 trillion over a 12-month period. 
  
Financial markets have reacted to these plans with widely anticipated volatility. Likely, the 
wild ride will continue, as the Fed shows no signs of relenting in its fight against inflation 
anytime soon. 
  
Notably, Fed officials have long rejected the Taylor Rule, a formula-based approach to 
setting monetary policy, in favor of a more subjective approach based on a variety of 
variables (with a recent emphasis on the labor market). Had the Fed given some weight to 
the Taylor Rule, arguably rates wouldn’t have stayed so low so long and inflation wouldn’t 
be as great a problem as it is today. (Since its inception in the 1990s, the Taylor Rule has 
had varying degrees of influence over policy-setting, as discussed in this 2013 CEPR 
article.) 
  
(2) ECB vs itself. At its February 3 meeting, the ECB held rates steady, but ECB President 
Christine Lagarde acknowledged that “the situation has indeed changed,” indicating a rate 
increase was coming this year. On June 9, the ECB signaled that it would make its first 
interest rate hike since 2011 at its July 20-21 meeting, with a possible larger move on 
September 8 followed by further gradual hikes. The ECB also will end its large-scale bond 
purchasing program on July 1, but reducing its balance sheet isn’t currently on the table. 
  
However, the policy-setting situation in Europe just became much more complicated when 
the ECB got a wakeup call on how raising rates could impact heavily indebted European 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx1h3q90pV1-WJV7Cg_02W2Wj6f44qC2xgW30ZZ4l4rgdx8W2TTqsB65FXJsMb2B4bL2pFDN8l9GKkvDBQ5W8NLnF-7-gsg7W1J5cz93c2JgPN5qQ7hX9yTwhVSRRvF3gfnlrW8bQGK76HXMQrW7wMCnv81QQTQN1VdGHdd8NbwW5gHDYr7RSMGWW6Z6Hqq3jbNDgW6R4rq81vrCC5W4RCw401dGZwSW4yrN5R44Qd7CVG-83q6-bZTBW4wgD-y5CBh6SW7N3tP48RHjTlV-1GhR5VB02bW1-gW5x6fN0K8W5CXkpr8ZgL4qVvVFd-7cV40qW7Q0DM65wjQ_6W8YfrNW1_J13w336B1
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economies: Those countries’ bond yields suddenly went vertical. On June 15, the ECB held 
an emergency meeting to address the sharp rise in the Italian 10-year government bond 
yield to over 4.0%, or nearly 250 bps above Germany’s 10-year yield, in advance of the 
ECB’s actions. 
  
As an interim measure, the ECB said it would sell some pandemic-stimulus-purchased 
bonds and buy up weak Eurozone countries’ bonds instead, to stimulate those asset prices 
and lower yields. Indeed, Italian government bond yields moved lower following the 
announcement. But that move is seen as incrementally helpful. 
  
Over the longer term, the ECB promised to implement an “anti-fragmentation instrument” to 
lessen the divergence in yields between the richer and poorer member countries of the 
monetary union. The ECB faces a challenging policy conundrum: how to lower borrowing 
costs in troubled economies while raising rates in other countries. 
  
Lagarde tried to temper expectations for the new instrument, however, arguing that the 
ECB’s job is to achieve price stability, not favorable financing conditions or budgets. “We 
cannot surrender to fiscal dominance,” Lagarde said at a forum in London, reported 
Reuters. “Neither can we surrender to finance dominance; we have to deliver on our 
mandate.” 
  
(3) BOJ vs the Bond Samurais. Japan is not immune to inflationary pressures but has been 
less affected by them than other major economies. Yield curve control (YCC), the BOJ’s 
policy to control long-term interest rates, has been in force since 2016. And the BOJ is 
sticking to it. 
  
On June 17, the BOJ reiterated its firm cap on 10-year Japanese government bond (JGB) 
yields at 0.25% by purchasing an unlimited number of bonds to prevent rising global yields 
from pushing up domestic borrowing costs. The BOJ maintained its -0.1% target for short-
term rates. “It is not appropriate to tighten monetary policy at this point,” said BOJ Governor 
Haruhiko Kuroda. “If we raise interest rates, the economy will move in a negative direction.” 
  
However, it’s anticipated that the BOJ eventually will be forced to raise its bond yield ceiling 
in surrender to the Bond Samurais (a.k.a. Vigilantes) who are pushing yields higher. The 
10-year JGB yield hit a six-year high of 0.268% in trading on Friday, before recovering to 
0.22% after the BOJ’s decision. But to remain successful at its YCC, the BOJ would have to 
buy up more and more government bonds should investors shun them. 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx1V3q90_V1-WJV7CgVSwW1tJXPZ5mwk2JW3ccgqx5Dsf4WW6KXDjs3n5rVMW55050s4TkXJRW38ztTl2gZ2hkW6pr2vC9lFBSxW2qg9wh55s8BYW6dbRw61ynKrtW2TS4bq8cwdlYW8hYPZ24YG3WrW6pH-5D6TR8LGW29hW4n7HdXgFN3j8ljstxdy4W6dq49X8nJ3nlW2s1Dp43LDLQCW8r-GGf4tl7RHW44tVkq1rCl4RW5tlVs16H_V65W5wV9x961LCTNW8pR2Qq7t1jSxW8CmQNM4JFkrlW9c1ZFM96Tnd3Vv0v4C98g7y9W74Q-lv633dr_N7L2zgyVh_QfW3sNpc28ZmBWnW4Yc_FP7PYd0mW9fvmpY6Tj8p6W1CbL0J4Pxz_0N528TjbHF-HG38xr1
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For now, the BOJ is aggressively intervening to enforce the cap. The BOJ bought 10.9 
trillion yen in JGBs this week, or more than $82 billion, marking the largest weekly purchase 
on record, according to Bloomberg. For comparison, ECB asset purchases averaged about 
$27 billion per month this year through May. 
  
The BOJ certainly can defend its policies given the weakness in its economy, but the 
effectiveness of its policies is not easy to defend. Headline inflation has risen above 2.0% 
for the first time since 2015, but Japan’s core rate remains well below that target. That’s 
with rates near zero and a balance sheet of over $5 trillion. In other words, the bank does 
not have much left it can do to stimulate domestic “animal spirits.” While the Fed and ECB 
are moving toward monetary tightening, the BOJ likely will remain an outlier in a holding 
pattern, unless and until it has no choice but to raise its YCC cap. 
  
(4) PBOC vs the rest of world. While the Fed and ECB rush to tighten and the BOJ hangs 
on, the PBOC is the only major central bank with the possibility of future easing on the 
horizon. China’s economy has been battered by its extended authoritarian lockdown 
measures to contain the pandemic. Chinese central bankers are caught between the risk of 
further incenting the capital flight that’s been occurring and the risk that households and 
businesses remain wary of taking on new loans. 
  
Nevertheless, China held its benchmark interest rates unchanged at its monthly fixing on 
Monday, June 20. The one-year loan prime rate (LPR) was kept at 3.70%, and the five-year 
was unchanged at 4.45% Previously, in an unexpected policy move on May 20, the PBOC 
had cut its LPR. 
  
Divergent policies among the major central banks certainly are creating plenty of volatility in 
global asset prices and likely will continue to do so. 

 

Calendars 
  
US: Wed: MBA Mortgage Applications; API Weekly Crude Oil Inventories; Powell. Thurs: 
Initial & Continuous Jobless Claims 225k/1.351m; Kansas City Manufacturing Index; S&P 
Global M-PMI & NM-PMI Flash Estimates 56.4/53.6; Crude Oil Inventories; Natural Gas 
Storage; Fed Bank Stress Results; Powell. (Bloomberg estimates) 
  
Global: Wed: Eurozone Consumer Confidence -20.8; UK Headline & Core CPI 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrw_Q5nKv5V3Zsc37CgGHpW7kZG8Z3FFMBxW6VSqyj1k_CY3W66Hm9j1tKV7GV-yHHY4Lktd8N4xLw_-4zxqxW5BnwtT3W-lWjN2yTrDjx6R-nW5fTfxJ98zhK6W4Cq7_J28-LsHMDfZjfDf9p7W16GqJ91WM_1WW60QMYG2KN_X7W2tHvFL1d9k09W1XRTTK4jW6smW6bjBVh2Mwwn_W2VC6zQ3BVxKzW8gR7Zc7WzHv-W6m5v_h6m_WzvW2M9PdM2JYgJjW8QQHL06sNGHHW4vG1V16ZnHBVW8MkJXy97ZNLgN1w9PV8yXlv1W5PVc998jfMPKW3dXNQ65RFNTbW3Vnhwb4VtWPXW54h8ZP7rm3wJW6gZlDj932c7FW2NKgfd6j1cx0N6PTQ8qVTw9nW4fqpFD9kNyPVW47580c4PB9LF3bs81
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx1V3q90_V1-WJV7CgDKCVbGp054xRHSLW84T5xw8V96YkN2XVJP4x62WrW1xCBdZ13LglHW5vxZqs4q8jnpW36xxmG1W29swN9lF-66XKhGhW4HxkWJ1f9JjtW2sSnvW4h6-gpW8WNWZg5rXf5MM68xqxsXZtzW1l3vhM4By_-KW5TzNrc2wBCZ9W3Xfwkc6_ccHrV8z4x581-sB7W6F-C-m2GtwkrW1HbfPN11WTkrW7tsdc441fXHyVwNS33126XHDW4hH7w59b3RrxW5t9V4r5_dcPDW1fcR0v2f03bsVdBDRj76xzVKW6BNmcr54JpMvW8PG3-b24H-r6W48cNvT1Cf2smN4tlzGDwNLdkW3-hXs61NykY8W4pPy7f2fnjF0W4mVL832Hc8gS3h4t1
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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. Thurs: Eurozone, 
Germany & France C-PMI Flash Estimates 54.0/53.1/56.0; Eurozone, Germany & France 
M-PMI Flash Estimates 53.9/54.0/53.8; Eurozone, Germany, and France NM-PMI Flash 
Estimates 55.5/54.5/57.5; France Business Survey 105; UK C-PMI, M-PMI & NM-PMI Flash 
Estimates 51.8/54.6/51.8; UK Gfk Consumer Confidence -41; Japan CPI 5.5% y/y; ECB 
Economic Bulletin; EU Leaders Summit; Enria; Nagel. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Two of these three indexes had forward 
earnings at a record high last week. LargeCap’s was at a record high for a third week after 
dropping a week earlier for the second time in four weeks. Its latest declines were 
attributable to Q1 earnings misses and lowered future guidance for Walmart and Amazon. 
MidCap’s dropped for the first time in 28 weeks to a hair below its record a week earlier. 
SmallCap’s rose for the 13th time in 14 weeks, and was at a record high for an eighth week. 
In what has shaped up to be an extraordinary V-shaped recovery, LargeCap’s forward 
earnings has risen during 102 of the past 108 weeks, with the down weeks due to Tesla’s 
addition to the index in December 2020, Amazon’s earnings misses for Q1-2022 and Q2-
2021, Walmart’s Q1-2022 miss, and index changes last September and December. 
MidCap’s forward earnings is up in 102 of the past 106 weeks, and SmallCap’s posted 98 
gains in the past 107 weeks. SmallCap had been steadily making new highs each week 
until mid-December, but then dropped 1.4% below its record by early March. Forward 
earnings for these indexes had been on an uptrend from November 2019 until February 
2020, before tumbling to a bottom by June 2020 due to the Covid-19 economic shutdown. 
LargeCap’s forward earnings has risen 70.2% from its lowest level since August 2017; 
MidCap’s is now up 141.3% from its lowest level since May 2015; and SmallCap’s has 
soared 204.6% from its lowest point since August 2013. In the latest week, the 19.4% yearly 
rate of change in LargeCap’s forward earnings was unchanged and remained above its 13-
month low of 19.0% at the end of May; that’s down from a record-high 42.2% at the end of 
July 2021 and up from -19.3% in May 2020, which was the lowest since October 2009. The 
yearly rate of change in MidCap’s forward earnings dropped to a 14-month low of 33.4% y/y 
from 34.0% a week earlier. That’s down from a record high of 78.8% at the end of May and 
compares to a record low of -32.7% in May 2020. SmallCap’s rate fell to a 15-month low of 
34.1% y/y from 34.7%. It’s down from a record high of 124.2% in June 2021 and up from a 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgFmZW4PNgbb5fnxsfW5g0LH24vqNbFVHGqJD7WnFJ9W3_7T0Y8LR6jqW8lJnjN69cM2MW4Mt72K4PRnM-W2nJQPL37nKqsVhjNK_244nf6W9hK42-8qv-B5F7XBk37R-cYVLVykg75YSqsW9jSJKQ3jlNR8W37DVSH44DFy2Vj4cPk5H0h8SW1vBLc-5qG3PSW1CsSDl7VNlCsW8yn64372GYjVVFPJPt55yq4SW1dfJgg44Kg48W8ckdJk8QRlspW8dgHCJ8-TdTTN3zKYWWwRJ_x3fWW1
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record low of -41.5% in June 2020. Companies have been beating consensus estimates 
quite handily since the Q2-2020 earnings season, causing analysts’ consensus earnings 
forecasts for 2021 to 2023 to improve instead of decline as is typical. Here are the latest 
consensus earnings growth rates for 2022 and 2023: LargeCap (10.3%, 9.8%), MidCap 
(15.4, 6.1), and SmallCap (14.1, 12.2). 

S&P 500/400/600 Valuation (link): Valuations fell sharply for these three indexes last week. 
LargeCap’s forward P/E dropped 1.0pts to a 26-month low of 15.3 from 16.3. That’s down 
from a six-month high of 21.5 in early November. LargeCap’s forward P/E also compares to 
a 19-year high of 22.7 in January 2021 and is up from 13.3 in March 2020, which was the 
lowest since March 2013. MidCap’s fell 0.9pts to a 27-month low of 11.1 from 12.0. That’s 
down from a 13-week high of 17.1 in early November. It had been at a record high of 22.9 in 
June 2020 and an 11-year low of 10.7 in March 2020. SmallCap’s dropped 1.0pts to 10.7 
from 11.7. That reading is the lowest since it bottomed at a record low of 10.2 in November 
2009 during the Great Financial Crisis. That compares to a 13-week high of 16.1 in early 
November and its record high of 26.7 in early June 2020 when forward earnings was 
depressed. LargeCap’s forward P/E in February 2020—before Covid-19 decimated forward 
earnings—was 18.9, the highest level since June 2002. Of course, that high was still well 
below the tech-bubble record high of 25.7 in July 1999. Last week’s level compares to the 
post-Lehman-meltdown P/E of 9.3 in October 2008. MidCap’s P/E was below LargeCap’s 
P/E yet again last week, as it has been for most of the time since August 2018. In contrast, 
it was last solidly above LargeCap’s from April 2009 to August 2017; MidCap’s current 27% 
discount to LargeCap is near its biggest since September 2000. SmallCap’s P/E was below 
LargeCap’s for a 96th week. That’s the longest stretch at a discount since 1999-2002; 
SmallCap’s current 30% reading is near its biggest discount since February 2001. 
SmallCap’s P/E had been mostly above LargeCap’s since 2003. Looking at SmallCap’s P/E 
relative to MidCap’s, it was at a discount for a 53rd straight week; the current 4% discount is 
up from a 9% discount in December but remains near its lows during 2000-01. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q3-2020 earnings season, 
analysts as a whole have been raising their consensus forecasts for future quarters instead 
of lowering them as is the norm through the earnings warnings seasons. That six-quarter 
streak of positive revisions throughout the quarter officially ended with Q1-2022. In the 
latest week, the Q2-2022 earnings-per-share forecast rose 9 cents w/w to $55.46, and is 
now down 0.8% from its $55.92 forecast at the start of the quarter. Analysts expect S&P 
500 earnings growth to weaken substantially to 5.1% y/y on a frozen actual basis and 5.4% 
on a pro forma basis. That’s down from Q1-2022’s 11.8% y/y on a frozen actual basis and 
an 11.3% y/y gain on a pro forma basis. Double-digit growth is expected for just three 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0J3q8_QV1-WJV7CgHcmN7wmvqBJpL17W4w3fyR5ltHNVW6WXGZT3SQFr9W3H3YSZ7QvNgGW6M8DGJ5LM-xYW159pPf2p_dqpW4pZgcN3WsbS5W6ztJqG12gZqxW878tJg6tF9LbN6S6Lt9NrVrRW8t0RJd1pKL97VGw2t04LtjmlW4VHfYB5Wmyf1W2TcxXd5QW5_QW4qNlrJ3tvThhVFJKSK1-p8xgW5BNqSg2FZqflW7QJfQt58ctmNW7gwNkG9jd2lkW99T9cQ46nrc5W3RfLHs4hD4J3W5bLXCl6CVPkb3jDh1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVS3yN1_WWnsN2hGk4VW3VnYW6YVQGc4LB9dfN7zrx0_3q905V1-WJV7CgPsXW5QFtZ66XCdhrW4yQt2w7NVQwJVzXl803ZzdmzW6qXJbn34VsKDW3pgN8k4TlDXRW3k3vwP5JcrGVV14Jnk6zWk80W6BXMj93h82CSW7p4y0C8-9slhW7DCZkh5V4y2-W9fqlcN1WSRmkV9z6Hz4GYnXkW5x74Jl1FkKznW10Pt302XbhtLN2m7m18sN6jZW5Xz5G-5F4-jnW6pfhzR5F4HzLW1WZjNG5tRKgGW66TxGq5hPdTVW78jcLY8fMKr4W8wSNbg1ZwhTHW1bznxv32WrZYMq4ByBSq3Q-W5Ns-mm7Hm2f137L81
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sectors in Q2-2022, and five are expected to record a y/y decline. That compares to Q1-
2022’s count of seven sectors with double-digit growth, one with a single-digit gain, and 
three with a y/y decline. Here are the S&P 500 sectors’ latest earnings growth rates for Q2-
2022 versus their Q1-2022 growth rates: Energy (209.9% in Q2-2022 versus 268.8% in Q1-
2022), Industrials (30.5, 40.3), Materials (18.4, 46.2), S&P 500 (5.4, 11.3), Real Estate (3.9, 
25.7), Health Care (2.7, 18.3), Information Technology (1.8, 14.2), Consumer Staples (-1.8, 
7.5), Consumer Discretionary (-3.5, -27.7), Utilities (-12.3, 24.7), Communication Services (-
13.6, -2.8), and Financials (-18.4, -17.1). 

 

US Economic Indicators 
  
Existing Home Sales (link): “Home sales have essentially returned to the levels seen in 
2019—prior to the pandemic—after two years of gangbuster performance,” said Lawrence 
Yun, NAR’s chief economist. “Also, the market movements of single-family and 
condominium sales are nearly equal, possibly implying that the preference towards 
suburban living over city life that had been present over the past two years is fading with a 
return to pre-pandemic conditions.” Existing home sales contracted for the fourth 
consecutive month, by 3.4% in May and 16.6% over the period to 5.41mu (saar)—the 
lowest since mid-2020—with single-family home sales down 3.6% and 16.5% over the 
comparable periods to 4.80mu (saar), while multi-family sales sank 1.6% and 17.6% to 
610,000 units. Regionally, sales in May rose in the Northeast and fell in the other three 
regions, while all four remained below year-ago levels: Northeast (+1.5% m/m & -9.3% y/y), 
South (-2.8 & -8.4), Midwest (-5.3 & -7.5), and the West (-5.3 & -10.0). Yun noted further 
declines in sales are expected up ahead given the “housing affordability challenges.” The 
median existing-home price moved above $400,000 in May to a record $407,600, up 14.8% 
y/y—marking the 123rd consecutive month of y/y increases, a record streak!. According to 
Yun, homes priced appropriately are selling quickly (88% of the homes sold in May were on 
the market for less than a month). He notes that inventory levels need to nearly double to 
cool home price appreciation enough to provide more options for home buyers. 
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