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Valuation: It’s All Relative. As we’ve often observed, valuation—like beauty—is in the eye 
of the beholder. Since early last year, we’ve beheld significant declines in valuation 
multiples around the world. Investors have become increasingly concerned about inflation. 
It’s turned out to be higher and more persistent than was widely anticipated. As a result, the 
major central banks (except for the Bank of Japan and the People’s Bank of China) have 
been forced to pivot from their ultra-dovish monetary policy stances of the past several 
years to uber-hawkish ones. Rapidly tightening credit conditions have raised fears of a 
global recession. 
  
So higher inflation and interest rates have weighed on valuation multiples. In addition, 
mounting worries about a recession have reduced the multiples that investors are willing 
pay for analysts’ consensus expectations for earnings, which have been rising to record 
highs notwithstanding the rising risk of a recession. If a recession actually unfolds, valuation 
multiples could fall even lower along as analysts scramble to slash their earnings forecasts. 
  
We’ve been covering this story for over a year now. Now, let’s briefly update our regular 
comparison of forward earnings and forward P/Es on a relative basis (FYI: “forward 
earnings” is the time-weighted average of analysts’ consensus estimates for this year and 
next, and “forward P/E” is the multiple based on forward earnings): 
  
(1) S&P 500 LargeCaps vs ‘SMidCaps.’ Since mid-2020, just after the lockdown recession 
during March and April of that year, industry analysts have been raising their forward 
earnings estimates for the S&P 500, S&P 400, and S&P 600 companies (the latter two 

 
Check out the accompanying chart collection. 
  
Executive Summary: Around the world, as inflation concerns, interest rates, and recession fears 
have risen, stock market valuations have fallen. They’ll fall further if recessions actually materialize. 
Against this backdrop, we examine how the valuations of various indexes have fared relative to one 
another. … Also: For Europe, recession appears particularly likely given a brewing energy crisis, as 
Russia has been choking off natural gas supplies. Melissa assesses the ramifications for European 
households and businesses. … And: The ECB’s hawkish turn has hurt most EMU MSCI sectors’ 
valuations; we take a look at the deterioration relative to analysts’ still-strong earnings and margin 
expectations. 
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a.k.a. SMidCaps) (Fig. 1). Converting all three forward earnings series to indexes equal to 
zero during the week of March 5, 2009 shows that they all dropped from their record highs 
just before the pandemic to about 100 around the end of May. Since then, they are up as 
follows through the June 23 week: S&P 500 (to 263.3), S&P 400 (to 389.6), and S&P 600 
(to 507.3) (Fig. 2). 
  
Forward earnings that strong are truly remarkable, though some of the recent strength in 
earnings obviously reflects the astonishing surge in inflation over the past year. Also 
remarkable have been the freefalls in the forward P/Es of the S&P 500/400/600 indexes, 
notwithstanding their soaring forward earnings (Fig. 3). Here are their forward P/Es as of 
Monday’s close versus at the start of this year: S&P 500 (16.3, 22.5), S&P 400 (11.8, 19.7), 
and S&P 600 (11.5, 19.2).  
  
The current ratios of the forward P/Es of the S&P 400 and S&P 600 to the S&P 500 both 
are down to 0.70 currently, the lowest in over 20 years (Fig. 4 and Fig. 5). They had been 
over 1.00 from 2004-18. They are at significant discounts indeed given that the ratios of the 
forward earnings of the S&P 400 and S&P 600 to the S&P 500 have been rising since mid-
2020. 
  
(2) S&P 600 vs Russell 2000. By the way, the plunge in the forward P/E of the Russell 2000 
has been much greater than that for the S&P 600 (Fig. 6). The former is down 51% since 
the start of last year through the June 16 week, while the latter is down 44% over this same 
period. The Russell 2000 has a lot more stocks of companies that are unprofitable than 
does the S&P 600. That explains why the former’s valuation multiple has always been much 
higher than the latter’s. 
  
(3) S&P 500 Growth vs Value. Similarly, the forward P/E of the S&P 500 Growth index 
typically has exceeded that of the S&P 500 Value index (Fig. 7). The former has tumbled 
relative to the latter so far this year. The ratio of the forward P/Es of Value to Growth is up 
from 0.60 at the start of this year to 0.72 currently (Fig. 8). Some Growth index stocks have 
tumbled so much that investors, as well as index provider FTSE Russell, are starting to 
consider them to be value stocks. 
  
(4) Stay Home vs Go Global. While forward earnings continue to soar into record-high 
territory for the US MSCI stock price index, they’ve been declining for the All Country World 
(ACW) ex-US MSCI, led by the Emerging Markets MSCI, since the start of this year (Fig. 9). 
On the other hand, they continue to climb in record-high territory for the UK and EMU MSCI 
indexes. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgF9gW4VpXKW5cSXssW7Gcc3X1qgrSYW3Hpry08Js1gKW29_PRr60NgvQW5C7s452sx_FpW46wMP19k37DrW3--7w62zzW4JW7R0KCn26PGBtW1Jd_4z3h2gsfVtgK5w1Gc4H9W73dNsV7F0y4lW9hLpvX77GSWpW8mmpp93wnbC-W4MLR3F6YP7rGW6GDbYQ7kRmw5W6p4swG400ZPSW3HfLmy6dpfnqW7cff6r6yG18DW4fTxZn4MHQktN5B93YpNkHpPW34PsgM5MsxgDVqkb4X5WB2dL31sb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgRVtN8sFFX4KzKF3W4MNk0D6GHjk2W2lsnSF1kzYdTVqV-9r13R4PZW10wXG04Z0vhDW6DymPq3VGjspVYzypz1dZctLW8TJWl66PH4BRW3XXVJz3JmrtcW8BrxlJ4gMdsgW2D74HC7SGv8cW5Wzlpb3YyHXYW4pMBK15ztMgWW6CytRf4th5c_W1fsT-L96PCF5W6cdllW7nSwdPW6_bPBC80RSxhW7MT3Kk5mg7FrW6FNJ756Pty7xW6SMqlP18fg-MW4qR9Gb1p5Y4XW6rsDfJ7W8HSl32741
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgNhbN4DjFP22WH-SW6_ny5X2NHsqJW2CLvSR1tpcsMW2CGccX3-gdQcW5mdys08wLCF2N2trjVpZNdL5F4vyns36-NBW30SbF-8KNcZ5N1KmcK7HFg7lVbYFMm5tNZ-pVCvY726cL41DW4yxP9x36pQcXW3Dk03R1xZKnqN7gqzfLnntlgW2yqt_27JFdfSW1l-jbv36Q3L6N3XBhCJPzf-nW3PWhwz723PhxW1HjJfg6mS04-W1XTw6P7WXsj1VjfGQk4_Mzs2W3SHVHG44hfFR35jz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0FqX9kQw3V7Wycr7CgBYRW6DFlqt2hMbJ-W1dSmDJ48v9F4W7BZ5QZ6rrlhlW24lWZ02s79BYW2tTJy48yGljXW2Y9m1n22V0qtW7h2mYr2rvx-0VzyB-z3qdmKXW5T83mf2MwrgRN6_SKBbzf-MVW4Fd5Pq35fg7jW7Rm_P-8Bqs7xW6kw3WG25ZLTxT63q846sCpLW6XKgnL7nw--BVLj4tF5KDWbrN3vgY65sH7r9W5Bhq0p7NV0wvN4Bx7WMw_NWGW5n69cc7NZB8QVrQ6n11hryWVW8QZQCS42YXgdN3vM4BPC-cvKW1cwZyx7n49wZW5xJQC35t_YHDW5Sr9MP16XR3kW4ftyrS3WxnTZM3LC0XMzzyMW9hyRw-18PBpDW6ScSxw66GnhzW6NDLpy6W92mGW2gpNqP2VfNJNW1bg6yr3gZqggW7-WhRK4WbxDLW98_Znz4p7Q2qW7bybK83QsznnN4rcCDYfg-5XVqQ31q6BB0tWW5f89v-7rd_twW5h99Dm4t12lfW960kn54qzfMHW54Wjdn3Ctd1bW1DvfRw6q--ZhW1QRFfD6BWdh2W6t1xss3fxzLgW369h6N82dq9pW40y6VW6d_5hnW22Wb1C3ktdZdW2yRY8C6hxLhNVHSW-Q65Sbl3W57VLRX7Zx8K_W81DJmv86qk38N7nGX58dp_4jN122F5v8RCdNW2z9dd865ylSPW53-hHD4sxW6FV1wbT46SC5wGW11B27s50TW5yW5Fr09q8PX7GQW3B49bm71J97xW4ptkKk5XWhbbW2tbPZx7Rk_NyW325BHg2KH_0mW1F8Hvb2Fkrx-W5w2xmv6d-L3DW9dVXLs7MsnNxVJNcfJ3SvVkdN7tT8MG91gX734-k1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgLgrW2Qn2Q136xLYSW5hYP3-4zDVRFW5Zs70D3TkTfNN4-FrLVXTFNCW3wz09m6WnQFNW54KzRr9kCN6WW77LMXT7JnbN5W2Jph9n6zmVXhW6Rs8Pm1k-t0kW8xqQm63XVYMrW3NTlN76p_WpDW73_nmB9glZKYN5rZmY5133ygW2vbsh67kMPT7W6Z_jVm6tHl-GVLH_xb3CSHT8W51xyfP1n_ZBbW5GmsB68yyJxHN1X4R1Skzx5NW977Rhb6tW44WW5y7Cws5xXzl3W113rQJ4jsXVH3prB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgQMxW5K3xgn2DQxtCW53lht21gw3CBW6s_Ffc4rDzL4W3r_45D3HMNFhW6XlQB58_BhQjW3sB49c3GqQLyW6BmgBS67H56ZW1rpfZ52-bpl5VBKLhQ3Lhv8WW75y3G97b_xL7W90v8S08glwrYW7S00fD5-89nvW4wrP_Z3tmlRXW3CNC-Q6hxQXlW7zqMdq1tZcMMW97K-VR8jr8QJW4yWrfG2ZZ2zzVd08BC3fTydyN7ntjbSZ8q7WW5mwxZg4J61YMW1K-DBz36Kh28W3k3q1p5LQ5lL39L81
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgD82W4STZnp3bZGdtN3BQ2CQcwYZ7VsfNtn3JK0tSW7mjvZV4bL4W3W8j2x2-8hkCqHW5w_C8Q7ZVY_TW8bsnp61xh91-W1z6-_b6GKx_mW1ZC23-6JCNpTN7qBq1Lq5w7VW31sXTN5Z7F7cW2D9YyT2kHfw_W3RWYYW8DN0VZW4pSCC-8mm4-SW3jHGZM4DJGKHW1R5s7T6t1qZHW67tXNy8Wf7w0W7kBTsy7frnKZW98BpGH7lMHsmW4ySCkq54Dt8FW34Qngx75zdkdW8xT7sJ7tr28g37qM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgX_4W4pjLqX1Mbk3cW8V7J_08FMRmbW2S8sCl9lY-KNN7kfxPb1QWQzW5v5SxZ3dMc8CW1d4Lyn8VDpq5W8WV6jD1KYMd9W7_QhNb9954XlW4NJB_L2-zBxlW2NPtc36MN0gZW4-tZd35n3zptW4gmkcx1hSNmLN2WbygJ5XCyLW4DpcSp7C4GJmW2Wshkv2NTs3WW7SJZ796Bl6hFW4zT-NW3qWXbfW7XV_4Y3llrKLW8C8spf70MszvW8z39rB5Z57pvW8X5NFy3sP4b3W2bR5Dn5N6fMB3jn91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgWYtW5Y72pQ3YVvc3W5pkvQM6kqFxXN6LHvXlsV7fpW1R96-h3HB_ZjW9kD9DM3p0Fw2V455145-f9VJW5Lzd0961-G5FW4g0GWg5_M7pJN2wR7TTdbhNzW2ZCVDB3SpRqFW8JcZjj6VFcFcW6jfhYp3znBgGW5wdJ0s2dk1tlW4wp35j6PyH80W8zW2Ff1M49wDVHcs-64TmblyW2XzCyg5M0wwvW3KNy-R6nD0VfVkV6kW3pMFm7VHdWFJ3r8BnVW2qKljh8KJCCXN6xq2WFFDQXw389_1
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The forward P/Es of the major MSCI indexes around the world are much lower currently 
than those of the comparable US index (Fig. 10). Here were their latest readings during the 
week of June 16: US (16.3), Japan (12.4), EMU (11.3), Emerging Markets (11.1), and UK 
(9.8). 
  
The valuation discrepancy is less comparing the forward P/E of the S&P 500 Value index 
(at 14.1 yesterday) to the ACW-ex US forward P/E (at 11.9) (Fig. 11). The severe selloff of 
growth stocks in the US—especially technology stocks, and particularly the MegaCap-8 
stocks—has siphoned more air out of the valuation multiple of the US MSCI than out of the 
ACW ex US MSCI, which has fewer growth and more value components. 
  
Europe I: On the Brink. Because of the energy shock resulting from the Ukraine war, 
Melissa and I see increasing odds that a recession is much more likely in Europe than in the 
US, as we wrote in Monday’s Morning Briefing. Russia is reducing its exports of natural gas 
to Western Europe in retaliation for Europeans’ support of Ukraine in its war against Russia. 
  
Indeed, the FT reported last Wednesday: “The International Energy Agency has warned 
that Europe must prepare immediately for the complete severance of Russian gas exports 
this winter, urging governments to take measures to cut demand and keep ageing nuclear 
power stations open.” Europeans could be forced to ration their available supplies of natural 
gas. 
  
Even so, the European Commission (EC) forecasted on May 16 that the Eurozone’s GDP 
will expand by 2.7% this year in the agency’s first economic forecast since the war in 
Ukraine began. However, the forecast was made before Russia began significantly throttling 
back on its gas exports to Europe. In other words, any sudden cutoff of natural gas flows to 
Europe could result in yet another jump in energy prices and slower economic growth. 
Producers who depend on natural gas for energy or as an input could be forced to cut 
production or to shut down altogether in the event of major gas supply disruptions and 
rationing. 
  
When we last reviewed the latest macroeconomic indicators for the Eurozone, on June 8, 
we wrote that the reopening of Europe following the era of Covid restrictions could offset 
some of the negative economic impacts of the Ukrainian war. Except for inflation, the latest 
data were not overly worrisome at that point, but we anticipated that the outlook could 
darken before it improves, especially if Russia turns off the gas taps. 
  
Despite the plethora of negative outcomes outlined in media headlines, analysts’ estimates 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgLRNW7TqY9T6dnpj-W24_l8b5_zwdXW15fPSx1jzYcKW4bYynq3xCcCFW2zlgGn1qRl6VW1JLBdw39hDm9W141MPc8tNNTKW5DQx834sQ8NQVb4-Cn7xF_6BW6vMqpq3rhyRSW9kb0MV8SpjRcW5tm2Qr69lmNPW84kkCg7Vs7h1W6S0WKy9f9hP1W2ybdFZ44lDz4W2c7JqZ1c2Z4yW6NPld63L274RW8vNt723p_lhcW4Jdy653pcrHsW75YCp34hjCpvW3Dvh4Z45r3FqVKzzBM8x5fzz38bL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgBtrW1vm75k3cQc1SVhDRLB32C5G1W5TXVR_6XcNcdW72B9H56dTDYZW8tflx358P5B7W5LLvkn5r2W08W4d4gGq2FZbvXW6CSPRl8Q347HW9k0MQJ2t-3KKW1_2WmQ6XHR-GW5ZSkys6W6DPMW1m0fGn4YHbyfW1TD1st5_8GdHN8JRNMc4tfvqW69ptzV1D4YjpW1kjy1q21G8wDW32c42_1WmVLqW62XVZ86CtRvGW2p_Kz03L2J14W3V7hvS89P0czN7pLZGkZZBjDW4Gk-Hc285JXx3dZG1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frw3q905V1-WJV7CgNKzVDWBX24kc8h-VHw3CC7Vx0Z2N488Xf4jmPZxW6YzYXy8lJpY0W6vLV507VLZWDW1QPmBD5GDk7jW64YFKX5YnLYVW7phMcT3VTNLYW4p7Xr93bxnTRW8PcJdm4MXPlPW78f0-F5LSx9fW8TjdkC2HRwfmW1R8lTW6DHCT6N4rZRSrv6BVHW7vByxK6K1SgSW8sCdj61PgsjFW1dpt664LzSVQW5T1glR8YjKXZW8bYpMl7V-nFyW3m8TQV12RvgPW2gDW0v4VKS9XW2j3M1_4SmbRpW4NMySJ45DgchW6Y46RB3qHj2M33XH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0FrQ3q90pV1-WJV7CgY63W35f_MT6VksSQN2CdbZftMMNGN90r4Fvcp9cdN5m6C49zdGqRW1RBnsH89hb2bV1y-mn18_DTgW2HJNHS8bdyqgW7myJT34NPtwnW1zBqKw5mmRD4W7F5Sg630lzwMW1fwlT_7jLck3W10j4y110t4nfW9d5Fjt8tr1lHVNsHP21kyh8SW1K4j6D6tm5jnW1z8zPv2qFpB8W7BmTL14p1zvmW11BLrf63lCCMW5qph2P2pn3qtN2MbvXCTg-B5W723TGR8MWG3bW5RgMhs8ht1KNW2gQ2QQ22v0H5W4J-Fj83Rq96nVXkBTm3rLBd5N8FnZHhXlns33c9b1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0FrQ9kQwZV7Wycr7CgS_RW5Xp4cN4KwmdZVpN44w19fK13W1Bt-2H6yWd2qW2P-NJJ7ndHKvW50p47M53VLg_W15_VlS86cK9bW1dlQnq7PwGBYVntmS95qF5X4W1hghSM7PWg12W74P8fz19TywDW3JC6p45cyrq-W7BQtNl3RL3B5W7mT4Hy2DlHpTVVLz4c4bB-svW6Bpkd82nfrNgW6Mf2082jG4h5W7tntt-6NjZ2kW7Y-0b625YYWTW4RFbKT2ZX-mFN8ft0X13_H8lW5G8B4839KtbxW5P81p68f_TpVW5x1Zyl8jVzchN4JhLSd5hmwRW4MGHZ_6ZNkSkW2DwxZm4Zv4W9W87nskW9kmym7W7Y_grf4ySSDmW7qNjmW2DCzpKW4SyqhD33lVrXVPd8ND6ZH1YxVhD32N8nX9FKW2fr9y43ctlGCW3yz5Dt6kJB3mV_8PJL8gZ3vQW8qk1GV3ZfCnJW94Ybqv5Mjv-sW87W9Kw6j0n2_W216MH4871_sTW98JnY01-84YzW2vTCzy58Xjz-VcRv2r2RwFHTW1MJXTW1CTqDnV6Bgxx3z3HXwW5Pmggs14CMsvW6wv5p35YJ03nW1NWR7d6hyfm1W1jZcJj5Pq2GmN5j5_lpx4S80W3ddrYL8q4fXVW2QrmYx4L0T7qMSZRn1KxsXzW17Fv2-3yxnqJW8nT6kf4C0xPGW6JV0707G1VMWW3bcxdG83g-TZW2m_TfX8vl75NW8Sl5HX5YSsf1W7NDfRQ82VfblN3VSbjC1vMWVW1wk4-n20HBbQW3MjbRH3VRdZPN1-4k--2lCWBW8L5tCQ4x76yLW93TMnX6x7Z6JW4fB7cr8jJhWMN2FdhXXdRqS5W3C22kQ3bvCY3W71_W3C3wz489W8qhMQT8FqVNmW8bYXKz55kFnfW24MssM10fGnjW6DD8Ql3r7RKcW8DrS9f5W3kw53c9X1


 

4 
 

for Eurozone revenues and earnings remain upbeat, as we noted on Monday. Let’s hope 
that reality does not catch the analysts off guard. European Central Bank (ECB) President 
Christine Lagarde recently warned: “While the correction in asset prices has so far been 
orderly, the risk of a further and possibly abrupt fall in asset prices remains severe.” 
  
Here’s a recap of the latest unfavorable updates that heighten the potential for a worsening 
European energy crisis and recession: 
  
(1) Germany’s alarm. Germany, Europe’s largest importer of Russian gas, has experienced 
a 60% drop in Russian natural gas supplies since early June. Gas networks in France and 
Italy also reported significant drops in recent weeks, according to the WSJ. Ukraine has 
been lobbying to join the European Union (EU), and its candidacy was officially accepted by 
the EU (along with Moldova’s) on June 23. It could take Ukraine a decade or more to meet 
the criteria for joining the EU, according to Reuters. Surely, President Vladmir Putin was 
none too pleased by the EU’s move, likely prompting the sharp reduction in gas flow. 
  
On June 22, Berlin declared a phase-two emergency of its three-phase gas plan because 
Gazprom, Russia’s state-run energy supplier, slowed its contractual deliveries to 40% of 
capacity in the previous week. Rationing would come in the third step. Germany also could 
allow utilities producers to automatically pass higher energy prices on to consumers in a 
push to lower demand. For now, Germany’s gas storage remains slightly below target at 
59% capacity since the last cold season. But Germany aims to reach 90% capacity ahead 
of winter, a goal in jeopardy if supplies fail to return to normal. 
  
Economy Minister Robert Habeck called the restriction by Moscow “an economic attack.” 
(CNBC reported on June 20 that Gazprom cited conflicting technical issues for the supply 
cuts.) Whatever the cause, increased use of coal in power stations has been ordered by Mr. 
Habeck, a Green Party leader, in keeping with the emergency energy plan. Political leaders 
also are debating delaying the closure of the three remaining nuclear reactors in Germany 
to help mitigate the shock. 
  
Germany is scrambling to reduce its dependence on Russian gas. Nevertheless, German 
think tanks have calculated that a shutdown of Russian gas could trigger a hit of up to €220 
billion in 2022 and 2023, or 6% of this year’s GDP. (That’s mostly according to a June 24 
article in Reuters unless otherwise noted.) Germany’s IFO index, a survey of business 
confidence, continued to trend lower in June, with the expectations component leading the 
way down. 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fqk5nKv5V3Zsc37CgJW9W9bZ6J38_XZDTW5PzB5k5pn8SsW4Tn06443Ff4VW2yG8p47szD18W1gw5VC28Xm65W1c5N0Y7cjD29VSdcTq6ThmdsW7fTmDK3JG91SW7YTGs23DjJXBW271Gnw73qHJbW5JlR8W6L-5-bW72t3363ghBVBW2rnHll3p_38BW55_1L97LJjMzW7qZtbg8S1JtFW4sb1C64zfPD2W96SW_q5Xgmr6VDXNDf2C7-BSW4fJ2_h6KBSNqW41wjnM5z2qPDW3L4Rcy7cS_H7W6-L3936f8ypHW4g7zQm5yrFg5W93yp028gr6R7W5gRXcB2VjZhSN55G5fJjmXLGW7NZhHL3cFHvlW6D6_c55MXY_9W70nZ8w6R9XhDW62zbP54XQ7KjW2YQl1W5jYL2RN8yNVj0lM6DN33Km1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fs53q90JV1-WJV7CgRn8W3PYQSB7xKKQ4W2F_VpC6l1xl8W2ztXvk6wc334W1qlMN76xkB6RW2c9JTH4T9j0XW4Bk9F82spmW6W6_0wYQ61Z_gXW5zpkMj6_4w_JW8RsQ1z8Spg0ZW7H7ggj5sYR9CW3qSj3l6s59QJVcVJ921GsyHxW6MdP_l1JLhXQW4KqJSV2t796NW1WPsfN6P2D9BW8Qz3lr6Wbr_XW58822R4Sy9CzW2bwGY09bGnNgN3GMwc3KP9jgVv8PNn27LjW0W40sPfb5RdKcdW8pmgR95HddBDW607pTl4Zpzx6W5-YrDz2rgmtnVZkvxR7SK90HW21h9g84xrSF_W51XV9Y5Fg691W4xzp4J6c-QsD3mCZ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0FqD5nKvpV3Zsc37CgYH8W6ncJXT8VWmpsW52np8b4rLKtFW78-sb28Tlc0fW4WFw-h1TFtk1W3vQzPs1H7ZcjW9fl7XF3yzr0hVXDKVv82WktSW6qdZgk5ZmQMTW4mnCL86j425GW2mNk0r2vrjdKW5XZ_xk1MpXjHW5WGW8h7ZByl7W1D50xw6RhDXxW8KTKKy1B4NQcW4pGGvq29QWbJW9k38n36mlSXzW69H-524pqYRXW7fPHzZ5DMtBkW8JbN8P1ktWTCW4sn_MG1g0-RVW26fX1k8JNDPNV-M1Cg85GQxLW6gmR0f3HM-rGW6bXm_s5Dq0gGW85mGln106ZczW1pBqHk8P3wp8W7z4x3Z4ns-cfVcFXWv100MKsW6LTTXL7QPdD3W8CQDZp2yTWMxW6QVmcb5SLXD0N624NZl8Q0kCW7L6HPf5bkds5W2Q5L0r6kFCsH3fww1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fsp3q90_V1-WJV7CgQB1W15St4N80JzfZW8VHQ3s3N4LjkW71-CwS205jQNW8J6K1S2Gl309W6x-KFL8QCjZPW2krzBS2G-Yj6W4-J3y46pcJJ4W5PRHSL3SclRyW1yPgqB875swLW1Bg-Py1G7FfwW6CcPLm91JsLzW4_bjyv2xfp5tW793TFT677zSCN7yBNVZsxHMDN6VRbT_CCpL8W36LZTg9kll8RW8BXHD16LXCzrV6kkpn3FmMymW4sQS2W70Krl-W7FZ-Fm8k_CVCW41hBzn6fLQ2rW4npwlV3l7Y2dW48ykcZ5JZxbkW1YX_3g6lyHTvN1Z-sQCKc7ZVW5fvZnM8kx657N8lZWBn-8X7dW69zy7P6HPrkXV2dFGw8HGJQhW8NkRJn8SK8yx3jVD1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fsp9kQxyV7Wycr7CgF1pW3D5LJp9lcJzNW5R_R4-18sHG6W1pvbS-4zdPqdW7Xpj3B7sG2Q3W1CZdTX4BlD3yW8pStBq4czQ0zW2M_Wpj4tLfTlW6btX7c31-HXXW9gjrfl6sN88NW7nG88m3SzMhZW7yGlx180DpcHN84PM_CXjN5nW2Y8LK_6P4hK4W3Zv_GC4PhZQsW7Z4GD_4fD8ZMW7YGslS3Zqld0W2XnVV26Fc_BtVHpGnP3P6KzgW6bjdfl3TgHtvVZnsHd8553j-Mr5h2SPpmlBW6QBg4F2JMlXLV3QBMX8QpKHwW55rwZB5fN0GqW7XBZHg7JqFFlN20_rMkP9CHqVTjw-85-RfkrW75T9lw5k43s6W6pPkCn6HCzxrW6gSz1_13_WGTN3t6kDx5FWxtW3sWsnG4fHF0mW1dbrRJ8JBNjKN4lP8yvXW8THW33JrHV2XCSzbW6MgDzV1zq5Q0MZbBCKWjBR2W3Zl1SN8FRqbsW8xmysN3RCG6tW8t69Dt6BSXxpW4HJwsP3PRjryW3gMK4S98PyJyW7fV-c38J8pW4W8Stj133bT-4MW96r1Ts1W-YX8W56zhzl6xQWylW3Gbhry1t0zGMW5ZSzSW4wTlYNLxLJvShNF-W8DfYm-3xBFbQW7JF6D62TbmSWMcVt1j38JKcW8cz_R88wYk3-W6xKddc2bZ_tCW7fmP-K83k_XpW30dTSt4g71dNW4__q9g7l8-nbW7jGhCn2pmGq9W1bDMcH145VZ7VTb8Nf91Q7qPW3L3_nH206kgBW5rmBPb4NKywyW7l2Rv87JbkLRW3Mzwqb1cDnylN7fk780QJjx5W8nKsSY2Wdn7hW7WSzTp54GpGZW8pH9RS85Qyr8V6zj4G1gkQngW5Y-9Xy11pXN-N4fbXh9D1wC1W2x6X613xrvH1W5mrPMd6x1MpwW7YBSm-44kzgdN9jD2T77kmspW2lDG9Z6-VmDKVssWsY2P6W-_W2FQBlq2GnWnY2MD1
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Scrambling to find alternative gas sources, Germany is seeking emergency delivery 
solutions for liquefied natural gas (LNG). Reuters reported on June 24 that Gazprom’s 
recently completed and unused Nord Stream 2 pipeline, intended for Russian gas to flow 
directly to Germany, could be converted for carrying LNG to Germany from elsewhere. 
  
(2) Households squeezed. Household spending could suffer dramatically from the rise in 
gas prices against a backdrop of stagnant wage growth and rising consumer prices across 
the board. For example, the WSJ reported that union wages in Germany excluding one-time 
payments rose just 1.1% in Q1, well below the increase in consumer prices. Europe’s job 
retention schemes during the pandemic meant that there was not as much wage negotiation 
going on as there would have been if more layoffs, quits, and rehiring occurred. 
  
Meanwhile, the German government warned last week that households could see their 
natural gas bills triple from last year—on top of the broader consumer inflation also 
happening. Certainly, the squeeze on European households is not limited to Germany. 
  
Indeed, one of the most troubling inputs to the Eurozone’s Q1 GDP was the decline in 
household spending (Fig. 12). Despite being pressured by squeezed households, the 
Eurozone’s real GDP expanded 0.6% (not annualized) during Q1, twice the 0.3% previous 
estimate and above Q4-2021’s downwardly revised pace of 0.2%. Still, growth is 
considerably below the 2.3% and 2.2% rates posted during Q3 and Q2, respectively, 
following Q1-2021’s 0.1% dip. 
  
(3) Producers pressured. Europe’s producers of chemicals, fertilizer, steel, and other 
energy-intensive goods have come under pressure since Russia’s invasion, wrote the WSJ. 
Manufacturers need natural gas not only as an energy source, but also as a raw material in 
production. Natural gas sets the price of electricity in Europe, “hitting factories with a 
double-whammy” as gas prices increase, the article observed. In the event of energy 
rationing, the country likely would require industrial firms to ration before private households 
and critical services, putting manufacturers at risk of disruption or closure. 
  
Indeed, new figures on manufacturing and services activity darkened for Europe, as it faces 
not only supply shortages left over from the pandemic, but also a looming Energy crisis and 
the prospect of higher interest rates ahead. S&P Global reported on June 23 that Europe’s 
composite purchasing managers index—which covers activity in both the manufacturing 
and services sectors—fell to a 16-month low of 51.9 in June from 54.8 in May (Fig. 13). The 
index is barely holding above the 50.0 mark between expansion (above) and contraction 
(below). June’s slowdown was the sharpest recorded since November 2008, during the 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fqk5nKv5V3Zsc37CgWv9W3NX7h74rBjBQW7txhV-8Tnf2XW5tlymR5lcq56W4pn-4b1yC--mW5dpZGr6JJhv-W3JD5XK3QGdkLW621Z5d7YyV3FV8pnzv12-ZgZW3KL5CK4JKV50W3TVSM77_KXWsW3-y-SQ91-M8PMkdpkSvGz4pW1P-f008vs4n9W3-Rcds3j6F8yW3X7C5G47fKJMW6RC6-Q6lyVY8VG2FM33pJp5bW7q5HQ23gSfYpN4RpTyQwspcsW2ZfzD52s8-3YV_FtBx2f5TVHN8Z8vRkjGTPkVLlsm42zNWqGW5qnfCK7N8RL0V1f5sV90LlvVW5M2M8T1fbVySW4nfFVw6bN3V4VWp9PW3TC-H8W8vVF1_6cVS2SW2Pxz8z6B3xLzN3nmfG_tfnLgW4MT1bW7bDp6W3bHz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fsp3q90_V1-WJV7CgQ3hW6BMxn83GLwgqW50v4PV6fTfq9W3tp1zy7tLwR7W71Y6kw48236ZW1zZFPf33mk35N29xWW7FWxrkW4LDvzr7my6RCV70z1C8T3C7gVD8Wsx8k_mWyW4CNgYd8jPgyJW8yh62Y6vHdzZW1BqK0w4m23d5VyKkqL23YhwpW5rc5Cv8QHX2TW6vgFVC3bJ694W338Hbf38shMWW7VKLWs3kKKJlW8JB2hq52lVJNW3B87Bt170rNSN2PVcJzR6mJqVwY6fF838FfZVPwMxL7gWDywW96kTW41K93_YW8cD_Sb2X16vfW6PtHZg71Xr1FW8mf01z3ZbTRBW1tZNZD7rYtQBW2Jb65d46CYZ0W71Wh9R1qZl8CW2zCjpX8-7xDg3d6W1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fsp3q90_V1-WJV7CgZ9zW3r8RZz3KgJ8fW39CmZc50cH8_W8WB4J380txw3W5ZyV3D1p1gXyW2hHlKt63BcVNW1qPlH_6Tng7jW3HMKb995FBycW8ydqYj2swdFhW5WBr-852mBzZW9hQkM_8t1JFgW91C6VL8D22d2W2FGy0G29D_lyW1v4RNz6K-wM8W3fxMFX1fMqC-W1zqDjr53tfMMW6QS9rx43gX8pW2psJf71Np1RYW5xGWCX40C_wQW2dXZwn87RMZbW7p1Zln6Bw63tW2XcDY2330p77W61jkTY3P7L6HW24JzZn834dSmW4Dn-5c2KPHtHW44qxy91V01fgW338Qb-2CmB4DW7653Cg7Sf-D8W7JKHKY8lvClGW5lg-DJ439PLqW7Cv6nC6WJnQ73fQp1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgVPtN53PVFMGflbGW65rPDk7lmf5XN1ktK9_lSQcBW1tJ7-16vkSFHW8T9JP298H8jgW5bTPRy6wdM4bW2cNxfc4GrqHnW30WbzG7FH7GFW6m7RDG2wY2v_Mt90SDjX8cfW43yqdk9gQcKjW7xZZh98fSHwHW5FpH2B29rbzCN2kQlXQd2NYcW2k28Xv2BlMSTVH07WF3NQcT8W5yy--M7cwgfjW2TySS01spZQpN60C-CG8DKsfW70gL6k8JRd82W7r8sRL6f2wdSW7-Vz6P8lKhg43cv51
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0FqD5nKvpV3Zsc37CgPhrW9cJGgL4XKFzNW6_3kTl4Wj3SkVJN57W4rJ897W7H9BzL8w0bf_W9hZPqw3PTLHsN729H_KfHf0KW3swZ585m0S-mW2YVSd17LL5YbW7n_p_61vCSJMW5k_N5n42hN8WW55FLj68_6myNW7bfr203-2yR4W6BqYJH7g4763W5LGHw18vrmNrW4bg7QJ2ltDNNW8qR6D11Z1TYNW6YBvZ-15hggNVbvY0R7vWp3gW3pZ6dQ93ByctVwPb8N277HP7W6x14vZ942l3PW3mmBFW92QPn2W8n2lmx2dF9wbW1ZY_F76ZvjjnW1_wyTd6_lDgSW59HkGM8nt4f0W50jCkp4dQjvxV-FQ2033kgfQW29hbQg8C1kW-W2qjxtn95vT3vW2BlXkm3ffThGW7LBm9z4Mc4ZKW845Jn-5CnkbqW2JBnCF1Z5zh334Pt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgKGjW9jDTtN1WftSKW3DF50G6W3ylKW14lLdQ47-tx7N9jQq-69BKcNW4rp57r7Pr4MQW5JnFzJ5tcKWSW99hD9c1tmWMNW5yXnCL1JGFNTW3hRKL-9crhLWW23CyMy3qwHWyW7gxdZR3gPDryW64DrC-6bG__HW8TNGsG7HYsztVzP5Zp3jFWW-W2MX7Gm5XS2MLN6h51661LCs3W69Bhn25FpWwyW5VrMTJ7fCPV7V5kGMS2Zc-c9W6LctSZ2W-rbTW7Mltgm5nNNTtW7Qtmfc8xsfYr33zv1
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peak of the financial crisis, observed S&P Global’s Chris Williamson, according to the WSJ. 
  
Europe II: The Big Short. On June 23 Bloomberg reported that “Ray Dalio’s Bridgewater 
Associates has built a $10.5 billion bet against European companies, almost doubling its 
wager in the past week to its most bearish stance against the region’s stocks in two years.” 
Given the concerns we discussed above, it seems like a good strategy to short Europe over 
the near term, especially if tensions between Russia and Europe escalate. 
  
For those with a long-term investment horizon, however, now may be a good time to buy 
and hold European stocks given how cheap they’re trading relative to recent history. But it 
could take some time for the gas shortage, rising interest rates, resulting inflation, and a 
likely recession to shake out. 
  
Recently, lots of downside action has been occurring in Europe’s financial markets as the 
ECB has turned increasingly hawkish: 
  
(1) ECB’s tightening spree. Financial conditions are tightening. 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 larger move likely on September 8, followed by further gradual hikes. The ECB also 
will end its large-scale bond-purchasing program on July 1, but reducing the bank’s balance 
sheet isn’t currently on the table. 
  
However, the policy-setting situation in Europe just became more complex when heavily 
indebted 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 nearly 4.0%, or 204bps above Germany’s 10-year yield, in advance of the ECB’s actions 
(Fig. 14). 
  
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. Over the longer term, the ECB promised to implement an “anti-
fragmentation instrument” to lessen the divergence in yields. 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. 
  
Yesterday at an ECB forum, Lagarde said that any beneficial financing conditions afforded 
to weaker Eurozone countries would come with “safeguards” to preserve “sound fiscal 
policy,” reported Reuters. Sources also told Reuters that the ECB “would likely drain cash 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fqk5nKv5V3Zsc37CgZpDW8zlnSH4P4rRXW51h6sj1qlYZhW3CZb5035th1kW6NLcST715pwBW4Gx_4d4j00mQW5F5ZX_8gBZ0tW71BTPW8VrXZQW53L9k28s8LhpW1wQgwM3N6X2cW4QwZf11yDn9KW8xN7NW4MhvYSW7ZjST-81q3_2W63tFMk3vpWxPW1df1jB5HCCS9W6FkVpc1B8WwhW4gJYcK7qB6dZW3GYHLV8k1zhlW73pMy485bVyhW1v9Q6_8042vRW4_QK6x8xT56xW2tBq6m82RNVYW7lmTjz26kmcYW1lSsk-9lkTH9W7pbmDW4fdJMcN3nP1kyjJ9drW66BTtT7pzlW6Vv_jy37g67w2W7Qkz1j3CyVqxW2pp4kr7slrGsW8K577T3My9n0W4jnrG82RDNp-W5CxZrf3PX68G3dfn1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fqk5nKv5V3Zsc37CgXf_W51g32J2cYk-WW3NjY8m2x-7MnW7-WjgK6YvzdSW8D6z0s95tJGkW8q5RrZ7bZYfRW4hPYWd4zK4NVW3-xwwh8-6PyhW7H9HN52p4LjrW49w8cG107zkpW26K7ns7zSggLW7cl_Lj6wFFn7W5K_sqd72pblhW13MqSy6DVrmqW89skD45FN5gKW47mBm36n5hW6V8NKZP8RgS95W3Lb9s_6BZ3rDW28SCbk4ydlqzW7lvjNm47n0wvW53Qflp23fyD-W7-QQK46Vfd1nW7YJY7f94RgvlW4JnT4p1dPhwLW73tDX-27hBGzW503sQb3SvYt9W6l5Zfc2PjC8NW4_SPgP4QdfPBW5wZY0h3Wh15vML1gWkRQ37HW7v199r3y7J3rW9kCPk13jrfqLN5LFmPJcChqH38-B1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgWCWW6gXT9r8vzNYDV3Z9d51nCRgwW86L_Lw5nSHKvW4kYzdB2pgP04W2Y-6Kt1xtM8qW4MGNPY4w_X--N7c7sH27M8HtW6_pTDz7-Dmn0W29LCNF2PXQN8N3YTtdLWbRnZW1jMm6c2Fz4mJW86k_GY9cMB2DW1zymXX7RZFtfW1bjsWf9kN_0RW58NQV942dDWxW7JYpF-4M_jsXW6DSB-N8FTfhVW4fnbRk2124X5W4r2d8r5nTl1VN84mWwZdkfrKW5rP_0K3dZxzvW5kNLJ94PYj1Z3hDh1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Fs53q90JV1-WJV7CgKh6W5qNqS_4TQZ_JW50VG-35P0Sp7W2Pq4mb6MJ-qyW2DvXnb2f9lQsW5pt_gr6r3Qj_N3bb29XKPqsjW1K7JJQ84F1l3W3CGPLr6DxDp2W393sm78rgT4KW8x9k_H17CrWtN3Q9gP_wxjkTW4vDqLj82pC4nW7y0ZtB8bfYj7Vh4-Y_7JK0RCN3x6f4Kl91-nW3Wrsyd3pysb_W8D7BSP3hHjZ9W3WypFd53l_yqW7mFblD2lxfyZW6BH7vD7nsrLkN4t9Qg19VYSnW4h5gN04dqVXBN8kZG1Cv8027W8cDxth9fH2lXW1cZSdZ2KSxXGW1dVFtK2M8j2nW5VDHQz80BByWW5yQmrp99yMTk35kz1
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from the banking system to offset the new bond purchases, so as not to increase the overall 
amount of liquidity.” 
  
(2) Prices sink ahead of earnings. The EMU MSCI index fell 20.1% (in local currency) from 
its record high on November 27 through Friday’s close (Fig. 15). The index dropped below 
its 200-day moving average on February 11 and was trading 12.4% below it at Friday’s end. 
Interestingly, all of the index’s sectors are trading at or below their 200-day moving 
averages except Communication Services and Energy, which are trading just above it. 
  
The EMU MSCI index is trading at a low forward P/E multiple of just below 12, down from 
just over 17 in mid-2020 when pandemic lockdowns began to lift. In fact, forward earnings 
expectations continued to rise through June 16, as noted above. 
  
Leading the way in earnings expectations is the EMU MSCI’s Energy sector, which makes 
sense given that Europe is about to become much more dependent on domestic energy 
firms than it was before the war. Most sectors’ earnings expectations also are on the way up 
or flatlining except for those of Real Estate and Communications Services. 
  
The EMU MSCI sectors’ profit margin estimates (which we calculate from analysts’ 
consensus revenues and earnings estimates) also remain near recent record highs, led by 
energy firms. That suggests that most European firms are having no problems passing their 
inflation-boosted costs through to their selling prices.  

 

Calendars 
  
US: Wed: Real GDP -1.5%; GDP Price Index & Core PCE Price Index 8.1%/5.1%; 
Corporate Profits; MBA Mortgage Applications; Crude Oil Inventories & Gasoline 
Production; Powell; Bullard; Mester. Thurs: Core PCED 0.4%m/m/4.8%y/y; Personal 
Income & Consumption 0.5%/0.4%; Initial & Continuous Jobless Claims 228k/1.31m; 
Chicago PMI 58.0; Natural Gas Storage; OPEC Meeting. (Bloomberg estimates) 
  
Global: Wed: ECB Business & Consumer Confidence 103.0; Germany CPI; Spain CPI; 
Spain Retail Sales -1.9% y/y; China M-PMI 48.6; Japan Industrial Production -0.3%; Japan 
Household Confidence; De Guindos; Schnabel; Bailey; Balz. Thurs: Eurozone 
Unemployment Rate 6.8%; Germany Retail Sales 0.5%m/m/-2.0%y/y; Germany CPI 
0.3%m/m/7.9%y/y; Germany Import Prices 1.6%m/m/31.5%y/y; Germany Unemployment 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0FqX9kQw3V7Wycr7CgQjQW6QXG6K7bCtm7W6zZw7M4-spZQW3QbBR399MFcJW93HYXj4ykPg2F30wz8Z_BL8W42XL63548md1W4jSmGN4LmDBqW2YqFKJ3-Zg-bW6RGxnq7qsYv7VyndnJ5x7LTVW9ly-5k3nfmGMW4xhgkZ2k4XhWW52zlKQ68BBX8W11f14j2pKkqqW3nqV8Y2hwG_SW2Rt2-G1nGxmXW5wkmNQ6ZRqBkW1P5FdB9f8hLNW6KJdlN62WkFDW6ysbdm55txqrW47sFqY9cJJqtN1r85pPh_3vvW2FG6d_28NrbVW5sCr5C23WwGPW6lMtL-4p1KjyW1HzfbS3xN-YVW3JxHsv2w29bjW8D203h6lYdFDN12tQS3fDPz7W5XN5sJ52P5mcW3R9JVK114MZLW4RC8Mv7_-whTW6ftGZH3c5_v5W4b44VY1S96HHW9fXdSz6FX0PjW1gxFvC3vZVT3W3cb1M36XSfPSW2tzBzs6W88jjW21hKV215MwfXVGPC9W7kljKgW5ZQqhs4ZBVPDN73n06Fk9wNkW25YBQL3PhmL-W5gR50d8wDpjwN6vPTP9T_hhnW3YqM-96h0SHPW55lLdt15xzH2W45Tq3x2_g4MmN9gLBDbp6KKFW53kr-d2hwDSyW2T8nHh7GRG5MV66bCV2BcJ8GN6NWCMCXhcLWW5M54423fFdYcW8m1Scp6HJSVlW1znJnf1M5kbpW3McHZv40jGlXW3f4Rxr22GQ8cVZBB5012r2J5W3JJ93d5JNfNZN6zB1qTS8nM0Vdv_MY19t6GvW5tyljY858pjRW5xGvpT5pv2gYW8djFqN2TJ7JxW29lBPX5lhd9TW2dWCRg94648YVFfPBM51l2kg3prF1
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Change & Unemployment Rate -6k/5.0%; Italy Unemployment Rate 8.4%; UK GDP 
0.8%q/q/8.7%y/y; Canada GDP 0.3%m/m; Japan Unemployment Rate 2.5%; Japan Large 
Manufacturers & Non-Manufacturers 17/14; China Caixin M-PMI 50.1; Lagarde. (Bloomberg 
estimates) 

 

Strategy Indicators 
  
S&P 500 Sectors Basic Share Outstanding Q1-2022 (link): With the Q1-2022 earnings 
season finished, the S&P 500’s aggregate basic share count declined for a third straight 
quarter and was down 0.2% q/q in Q1. However, the q/q decline still remains below the 
0.4% average drop recorded during 2018-19 before the pandemic. In the five quarters from 
Q2-2020 to Q2-2021, share counts rose primarily because the Energy, Leisure, and 
Transportation firms issued shares to recapitalize their businesses during the Covid-19 
economic shutdown. During Q1-2022, shares outstanding declined q/q for eight of the 11 
sectors, unchanged from Q4-2021 and up from just three sectors declining during Q2-2021. 
Six of the 11 sectors reduced share counts at a faster rate or issued shares at a slower rate 
during Q1, down from eight doing so during Q4. Q1’s exceptions: Communication Services, 
Financials, Industrials, Tech, and Utilities. Here’s how the sectors ranked by their share 
count decline during Q1: Materials (-0.8% [eight-year high]), Financials (-0.7), Consumer 
Discretionary (-0.6 [13-quarter high]), Health Care (-0.4 [11-quarter high]), Industrials (-0.3), 
Consumer Staples (-0.3), Information Technology (-0.2), and Energy (-0.1 [eight-quarter 
high]). Here’s the ranking for the three sectors that continued to increase their share count: 
Real Estate (0.9), Communication Services (0.7 [seven-quarter high]), and Utilities (0.2). 

 

US Economic Indicators 
  
Consumer Confidence (link): Consumer confidence in June sank to its lowest level since 
February 2021 as expectations plunged to its lowest level in nearly a decade. The 
Consumer Confidence Index dropped in June for the second successive month and the 
fourth time this year, to 98.7, down 9.9 points the over past two months and 16.5 points ytd. 
The index’s expectations component declined for the fifth time this year, plunging 29.0 
points during H1, to 66.4—the lowest level since March 2013. Meanwhile, the present 
situation component has been in a flat trend for the past nine months, ticking down from 
147.4 to 147.1 this month—virtually matching its 147.0 average over the prior eight months. 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgBbKN6h7gH0vTdMqVMHzXY5n8jKnN8YMsSc9BFB5W9ggQL54lWhM-N7FqpH_LgdHkV2yC1n98QzqqV__yW11P-xtGW23-Kd65PGkcZMCXv9t6v6tmVXFCb43rQvFGW9ldlFR1D3WwtN4gHdH2XTN__W2GjkN03PQTf8W5hjcw-1TZL7SW3K4HRk6Cy060N3-dVcv8q66XN831yCMj6n9NW3nczMk1b161JW6bSR6X4YnQ-vW5KMz882H8HMYVt5qDj1WqHYpW6f1gzL7rSQD534rf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7Cg-pBW3kkp1656txq3W3Cf1hC8__zK9W2ysynG5Q6f35W6C4Wvx87pMdpN3lKBw9wlM8JW7-BHVC7VKW6XVk4TkH43tJGnW3YbXbj2VlpjpW1zrZ5R6mqvGtW2YyyFb57nwblW3DNDz31PH4QsV_NXq68ystdRW30HGGH6t3LDnW4sZdsT3hPltNW6FGm7M8mw0NVW4-mkSy21T8pHW4LRkSP5Dvd4BN56FwTbhdXq1W5qCSdk5nzDBqW3zsTVf6GclcnW8NNTk07S9fpQW1yJdqM1m1fTL3fcn1
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The report cites inflation, particularly rising gas and food prices, as the major concern. 
Focusing on the six-month outlook, consumers are pessimistic: Consumers’ perception of 
short-term business conditions took a big hit this month, with the percentage expecting 
business conditions to worsen (29.5 from 26.4) shooting up to its highest reading since 
March 2009 and the percentage expecting business conditions to improve (14.7 from 16.7) 
sinking to its lowest percentage since April 2016. Consumers’ short-term financial prospects 
also deteriorated—with the percentage of consumers expecting their incomes to increase 
(to 15.9% from 17.9%) falling and the percentage expecting their incomes to decrease (15.2 
from 14.5) rising. As for the jobs outlook, the percentage expecting more jobs to be 
available (16.3 from 17.5) was the lowest since the end of 2019, while the percentage 
anticipating fewer jobs (22.0 from 19.5) was the highest since the start of 2021—with nearly 
two-thirds expecting no change, the same as over the past several months.  

Regional M-PMIs (link): Five Fed districts (New York, Philadelphia, Kansas City, Dallas, 
and Richmond) now have reported on manufacturing activity for June and show the 
manufacturing sector moved further into contractionary territory. The composite index 
dropped to -5.8 this month after dipping into negative territory in May for the first time in two 
years—falling to -0.5 from 16.5 in April. Activity in the Kansas City (to 12.0 from 23.0) region 
expanded at half May’s pace, while growth in the New York (–1.2 from -11.6) region moved 
back toward expansionary territory, and activity in the Philadelphia (-3.3 from 2.6) area 
contracted for the first time since spring 2020. Meanwhile, activity in the both the Dallas (-
17.7 from -7.3) and Richmond (-19.0 from -9.0) regions plunged further into negative 
territory. June saw orders (-12.1 from 3.1) growth in negative territory for the first time since 
May 2020, as Richmond (-38.0 from -16.0) orders continued to plummet, while billings in the 
Philadelphia (to -12.4 from 22.1), Kansas City (-8.0 from 15.0), and Dallas (-7.3 from 3.2) 
regions swung from positive to negative. Meanwhile, New York’s (5.3 from -8.8) moved from 
negative to positive, though that swing wasn’t as dramatic. Employment (20.7 from 20.5) 
continued its strong readings, with hirings at the Philadelphia (28.1 from 25.5), Richmond 
(23.0 from 8.0), New York (19.0 from 14.0), Kansas City (18.0 from 34.0), and Dallas (15.2 
from 20.9) factories robust, though hirings in the latter two regions did slow in June.  

Regional Prices Paid & Received Measures (link): We now have prices-paid and -
received data for June from the Philadelphia, New York, Richmond, Kansas City, and Dallas 
regions. (Note: The Philadelphia, New York, Kansas City, and Dallas measures are 
diffusion indexes, while Richmond’s measures are average annualized inflation rates—
which we multiply by 10 for easier comparison to the other regional measures.) The prices-
paid measure remains in a volatile flat trend, falling to 80.8 this month after climbing from 
81.2 in February to 87.5 in May; it’s been bouncing in a range between 80.0 and 89.5 since 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frw3q905V1-WJV7CgKF1F20XPmCMpfGW5FBbBp92VM9RW949M9z2tZRNcW2nHx8g1Dym3wW7Hl5c44s8hN-W45zz3X6pqg2QW2L4R4m1XyQJWW5xlH506m_9_gW4k_spx5yGKrfW4r1SlS1c1LzKW4vPRMY2SsnMTW3qqHY_54Y5k_W1Bv-mY76QhHqW89HYhj5QQJwQW3GN1dv3tNdRpW5pypSR2j5rL2W7hp7Cp6hMs5SW9bkfbK72fTc4W6zZjvD8w0SrWW6dcPvV8z99F0W1rjjWL4t5RjgW35rCsL4C5HRCW5SRq7b7rnTZCW90V0kP5pNSN138jt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW64mm2FSgHwW7Lnmds2KNMZ7W74N_GZ4LTk5QN1m0Frc3q8_QV1-WJV7CgMmwW1hs2957FmzLxW6xdS397zdyd-W2jWwrT3q-zbJVtFZqS5z0T8FW3QFhnK7dKn5qW3d93vV8d_jbFW8CnL5K58KshKW7BftLR92ygH_W8dSs2M4RPgTHW5D5z601yDh75N47yFkVTN5MdW3NC4Tk6WdgGNMNy8C7CGmybW5thyTG503yFJW4S_VBh67ltZfN47B2q4VBVhlVnsfb76nmVKYW6_Smm03V1mDZW6HDftW1g1CtVW6vCY3q9d03w8W2yfhz061s3r5W6lhsK31GkVBg38271
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mid-2021. Regionally, 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 and Richmond’s 
slowed to 132.2 from May’s record-high 151.3. Kansas City’s (71.0 from 72.0) measure 
barely budged in June, but it was down from April’s 83.0—which was near its record high of 
88.0 last May. Meanwhile, the Dallas region’s gauge sank to a 17-month low of 57.5; it was 
at a record high of 83.3 in November. Turning to prices-received, this gauge accelerated to 
58.4 after easing from a record-high 60.2 in March to 55.4 in May. Regionally, New York’s 
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 a record-high 62.9 in October; Dallas’ measure 
eased to a 15-month low of 33.8, after reaching a record-high 50.9 in October. Richmond’s 
(114.2 from 95.7) climbed to a new record high this month, while Kansas City’s accelerated 
to 51.0 after easing from a record-high 57.0 in April (which matched last July’s high) to 42.0 
in May. 
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