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A Recession: To Be or Not To Be?

Check out the accompanying chart collection.

Executive Summary: The latest batch of leading economic indicators suggests weaker coincident
indicators to come. As a result, we'’re raising our odds of a shallow, short-lived recession in the US
economy to 55% (from 45%). That makes a recession now our base-case scenario from which we
derive our earnings and stock market forecasts. ... Higher recession odds lower our expectations for
what S&P 500 companies will earn, what investors will pay for their stocks, and where the S&P 500
price index may stand at year-ends 2022 and 2023. ... Also: Melissa looks at the factors contributing
to global food inflation and the regions most vulnerable to food shortages.

Strategy: Earnings Forecasts & Market Targets. Yesterday, Debbie and | lowered our
outlook for real GDP to reflect a short and shallow recession in the US this year and a
recovery next year. We are raising the odds of this scenario from 45% to 55%. So we might
still skirt an outright recession. Let’s review the implications for the fundamentals of the
stock market:

(1) S&P 500 annual & forward earnings. Joe and | revised our S&P 500 operating earnings
per share downward by $10 to $215 for this year and by $5 to $235 in yesterday’s Morning
Briefing (Fig. 1). (We had the correct numbers in yesterday’s chart but typos in the text; a
corrected version is available here.) We also lowered our S&P 500 forward operating
earnings per share forecast to $235 per share at the end of this year and $255 per share at
the end of next year (Fig. 2). Both are down $20 from our previous estimates. Forward
earnings stood at $240 per share during the week of June 30. (Forward earnings is the
time-weighted average of industry analysts’ consensus estimates for the current year and
the coming year.)

(2) S&P 500 valuation & targets. In our work, the stock market equation (i.e., P=P/E xE) is
based on our projections of both forward earnings (determined by analysts) and the forward
P/E (determined by investors). When we formulate year-end targets for the S&P 500, we do
so by multiplying our projection of analysts’ consensus forward earnings by our subjective
assessments of a plausible range for the forward P/E at the end of the year.

For 2022, we are using projected forward earnings per share of $235 by the end of this year
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and a forward P/E range of 14-17, which yields a year-end S&P 500 target range of 3290-
3995 (Fig. 3 and Fig. 4).

For 2023, we are using projected forward earnings per share of $255 by the end of next
year and a forward P/E range of 15-18, which yields a year-end S&P 500 target range of
3825-4590.

We conclude that the S&P 500 will recover next year, coming close to its January 3, 2022
record high of 4796.56 but probably not exceeding it until 2024.

(3) S&P 500 revenues & margins. For 2022 and 2023, we are still forecasting that S&P 500
revenues per share will increase 11.6% to $1,750, and 7.1% to $1,875 as inflation
continues to boost business sales this year and an economic recovery does the same next
year (Fig. 5). As a result, we are projecting that the profit margin of the S&P 500 will fall
from 13.4% last year to 12.3% this year and edge up to 12.5% next year (Fig. 6). Industry
analysts are currently projecting profit margins of 13.0% this year and 13.5% next year.
(See YRI S&P 500 Earnings Forecast.)

US Economy: Falling Leading Indicators. Prior to Tuesday’s Morning Briefing, our
subjective probability of a recession was 45% for this year and next year. The latest batch
of leading economic indicators suggests that several coincident economic indicators might
soon begin to fall. So we now place the odds of a mild recession at 55%, making it our
base-case outlook.

Let’s review what we have so far for June’s Index of Leading Economic Indicators (LEI) and
May's Index of Coincident Economic Indicators (CEI):

(1) Timing issue. While it is widely believed that the LEI tends to peak three consecutive
months prior to recessions, the average lead time between the LEI peak and the CEIl peak
has been 12 months during the previous eight business cycles, with a range of 2-22 months
(Fig. 7). The CEI cycle has coincided with both the official peaks and troughs of the
previous eight business cycles, as determined by the Dating Committee of the National
Bureau of Economic Research.

The CEIl tracks the growth rate of real GDP, both on a y/y basis, very closely (Fig. 8). The
former was up 3.0% during May, while the latter was up 3.5% during Q1.

(2) Three strikes. The LEI fell for the third month in a row in May, and that makes four


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW293q8_QV1-WJV7CgBrWN5CSpHBWqMyLW7SlGsk6JNX7GW20b5C04S5TRFW60PFz75BsGs3W7Ny0Gj4JT1QyVH0X7K9m4jBGW96xvzL3q_6l0W4jdbrg8tgglhVZt3XF5zX-0SW2r1HMM6V44SLW8zFvqG44YLMvW1Z25tm14yFNtW86rLQ89gPQjNW5z0Lgp752J6RW4yYpSZ902qWPW1wpgsy5mgcy1W3F_mCH1hdnqzW1_DWlr2SqxYkW4Y7rn68_8f5fW7ySMNb3BscLsW5jNxtg7_xtqDW1TyvN_8LjwNP32zd1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW293q8_QV1-WJV7CgYH3W5pfDSc1xqgW4W2KX9265rkcMNW43dyBZ2SYmNGW9b_tr21kBtQyW4GF8h45C9-cKW7LNZ_r6_ztKVW6FZpC385ccFGW1HHGfh8wpWw9N8NVf6frQh42W7h1NHb6TfPNPW81LB3x1SMmdVW5nZ5YB5Z60Y9W6pZ2R41j1MZTW6T4GVt2lVVlqW75cFXX7mwFtfW16SfKY1H2v-VW4FH5vB5ZmkbLW1zJS3f4hzKxCVQZSl97Vm_h5V6R8qT2ctcfpN97MMByjTL0VW3l21g5471VPM37B01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW293q8_QV1-WJV7CgY8DVX5JCL21dxzLW17MpbQ7wPwTZW3S_yyG8b7YvJN540CTfKhsVgW17T3nS8w6JBjVCTMwQ8FlkFqN4_G4V-ZFkfCW79DbGX5T_vjjW2g3Wr1544nvBW9gq1Jh39090FW4sYqBJ8V1pQmW69BKSC4n79S3W8L1nSz18V7n1W94J2_x8wLd8nW6DjSpD5ZMLXqW6L7z6s5YJQl4W2Fm8TV6lqsbdW4S2SgY7MRqWjN6qyZdGygh-KW60_ldC8cHh-BW16BDjK6Z_wJCW6zHgwY9fv9kY2C41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW293q8_QV1-WJV7CgDsjW2tY1013TrPmjW8LRnWF5krL-vN6WnFZGfJ6rCW4H-VQX7Z6rvbW5BbBNY8MHJzbVJySkR1ng5Y6W3Bp6Hy2GQv0gW1RDZKZ3H7sLBW1g7NN06t4t-XW3z5jCH56mTZmW3vLMp-1ZxnlCW6lcrBd1q1mrHW3CdFQM390VC3VHbKVX2nRnGpW57Tm9C4xX9xzW1yxJnL3kVGsDW9j3-q_3g7pLQW1WPmP_4yJjn4W2GtrkD90B2zgW841Gmf55zQvWW311yZ57gkTQxW7Pgzlx7CsjqL3jdk1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW2t3q905V1-WJV7CgHyyVKF_Vh8VC0dGN50nX677d61vW2kZDlk3llvZnW8R982J3bfNd-W297HtR13rTNdW5TZFS273KK4nW7yhl191XZ0MdW3b3r_Q663JDsW6LLGSt1rg00pN96BG12MFP8FW8dCt1j8-CrGPW2_wfYB18lj-ZW4VtZx677w1Q0W3CLmS54_CRtVW4m0c_99bdXRMW8phvbY9bGD-cW467KGF590crTW8pRm4K5hhJVfW9g0Wsy7cgzn2W16K4rG4f2sj9W7d-Vkq5XK4YMW42Ss7r5jW1pdVjXNT91gSDY8W59wkkB76Gx4h34Pj1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW2t3q905V1-WJV7CgSthW5RNGK-8b78TCW5l_GG92dX4KNW2ddbxF7sSHR5W35-p0N8Zp8NyW68bJYg1VxpRkVcQ1Xd2--88_W1vlZG366wrwjW67ysnX2qN004W7l0sS81z-7zHW2ZjTM82tx3l6W39P20j3Tnk20W40B2v992QZVVN5H9cy-JF4q2W9kf3g41vjVR7W6rB2HD5VlqY9W7K-YXX40C7pLW80wqp411r2NYW3zjtGh6cqMWWN2lL6fQtbltZW8lFdBv34HRwkN3rV0ST9SGYvW258Wpy39xDwnW86T_L_7pHKjwW97ls3x8fMCqr3gm21
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW2t3q905V1-WJV7CgKfGW9hlj-B2Hbrp2W6R6p7P96ktW3W4s_gtr68rthnN86Fy6Y764xyW1Fh89N1tGRbdW6W-j2p4fzPG3W39dVvg7S7_kcW1JVfmG1h_H69N5cBTr461nGhW1DmpyH8Ckwr2W79P02p3YklQ_W6-kBhb5ZPqJVW89fgvn29VQMtW9fShLj4qcfCqW5KvSQF1nmtHLW9gFPpN3_6JtmW2r-vR961T0z7W7DvBGz6B2tQFW3_kBfk4SVck5W6PYTj72PWg1KN7J-Md3bNH2qW2fbcpR2D01yYW2CsGLC8K8mfpW5RW2WD4s9gJ23jWT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW293q8_QV1-WJV7CgMFbW2bhD1H30_zfZW88BlgK1crC94W7GKnyP7Jm0_qW3FPYS-7XgCVlW3txVBc5hlqJmW3lwWZk90jsNKW2k6mhP8T_4LsW9hZysp8bK-brW8xBPkx4xtqHtW1m6-DV54ngJrVJdY8C5qfqFHN4yGZWkTlr8qW3-bvw36d2H9-W4K7cCw5ZPPMLW5pls4z5mfrw2N1nHCG3GfBQ6W76tDJQ3Fk-L_MjJL7LzFytnW4rtlq27XxRwDW3MLSlF1-80rcW7PSP8F3G00jYW74DvCW5HLM9m34qX1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW293q8_QV1-WJV7CgQN_N2zVR5z8ngk6N53Dmg4DjygLW6jjQYt8pvWlYW53N6qv4t4pfXW58bChP10mW5BW26YFCD3pgdYfW54VQkn3rhL0pVS8hzP6QpNQKW1HXJsf1s_D3DW19Fpzk2lK5DTW7VRQZV48T6S0N7-4V__hBXglVdWL4L84_kHMW9hXyH74Yxd0YMDJJ-DZPyRmW6Rs_Qy76n4_PW8l3DXc6kzs6HW4gVZ7T61MgtbW3fmRrQ60hm4zW930-6p4hrLCPW2x-hYx33869RW3FVSNP35thv53qc71

declines in the last five months. We already know that three of the 10 LEI components were
down in June, i.e., the S&P 500, the M-PMI new orders subindex, and the average of the
CCl and CSI consumer expectations measures (Fig. 9). Also weighing on the LEI during
June was an increase in initial unemployment claims. Odds are that nondefense capital
goods orders excluding aircraft lowered June’s LEI as well.

(3) Recession or not? So real GDP apparently fell two quarters in a row during H1-2022.
The LEI has dropped for three consecutive months through May. The jury is out on whether
this will turn out to be an official recession, especially since the CEI rose to a record high in
May and since it peaked 12 months, on average, after the LE| peaked during the past eight
business cycles, as noted above. For now, we are raising the odds of a recession from 45%
to 55%. In any event, industry analysts are likely to be cutting their earnings estimates
during H2-2022.

Global Food I: The Price of a Burger. The soaring price of food no doubt was a big
conversation topic at last weekend’s Fourth of July barbeques, with a prime example
sizzling on the grill. This year’s cookout was 17% more expensive than last year’s,
according to a new report from the American Farm Bureau Federation. The price of ground
beef rose especially high.

US households are spending $341 more a month to purchase the same goods and services
as last year, according to an analysis by Moody’s Analytics, reporfed CNBC on May 12. And
a lot of that increase is for food. In the US, the Consumer Price Index for food rose 10.1%
yly during May (Fig. 10). The increase is the highest seen since the 1980s. Why?

“[TIhe broader question is ‘What is not contributing to higher food prices?,” Jennifer Hatcher
of The Food Industry Association said at The Heritage Foundation’s June 28 podcast on
inflation across the food supply chain. She attributed rising food prices to energy costs,
transportation costs, supply-chain bottlenecks, the labor shortage, and ingredient shortages.
According to a June 7 article in Vox, Tyson Foods, America’s largest meat producer, would
add two additional items to that list: higher demand for meat and the rise in the price of
grain fed to farm animals.

In our view, the problems cited above are mainly attributable to the pandemic and to
Russia’s war on Ukraine. How long they will be inflating food prices is the question. Melissa
and | think the pandemic’s inflationary impacts could persist for a while. The impacts of the
war on food prices in the US and globally are hard to assess; but the longer the war lasts,
the worse the consequences for food prices. While most Americans won’t experience a
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shortage of bread on our shelves, that’s not the case for many developing countries that
depend on food supply from the Black Sea region.

Before we delve further into the war’s impacts on global food supply, let's explore some of
the key challenges impacting the supply of, as well as rising demand for, food, leading to
higher prices in the US:

(1) Food production & inputs. The US Department of Agriculture (USDA) expects wholesale
prices for meat, dairy, and flour to be up at rates in the double digits this year. During the
pandemic, many food manufacturing plants, meat processing ones in particular, were forced
to close due to Covid outbreaks among workers. To keep those workers safe and prevent
future closures, many manufacturers are investing more in automated technologies and
remote capabilities for workers.

That investment aside, input costs are up overall for manufacturers. In May, the producer’s
price index (PPI) for final demand goods and services rose 10.8% yl/y (Fig. 11). Contributing
to the rising cost of meat is the rising cost of prepared animal feed—up nearly 13% since
last year, according to a Bank of America analysis. Farmers are paying more for agricultural
chemicals, especially for fertilizers and pesticides. Fertilizers and chemicals represent 10%-
20% of US farmers’ total costs, Bank of America said. The energy-intensive nature of
fertilizer production makes it especially costly.

(2) Food demand. Higher meat prices reflect a supply that can barely meet record-setting
demand, which remained high even after the pandemic, said Mark Dopp of the North
American Meat Institute at the Heritage event. Some of the demand is panic buying, he
added. Many consumers continue to buy more than they need, to have supply on hand if
stores run out of certain items as during the pandemic. More folks eat more often at home
than before the pandemic, which can mean eating more frequently.

(3) Energy, transport, and labor. Rising fuel costs and the state of the transportation
industry also are boosting food costs across the supply chain. The transportation of freight
index, which measures the cost of shipping goods in the US, jumped 25.8% y/y during May
(Fig. 12). There’s a problem when it comes to finding capacity necessary to move product,
Tom Madrecki of Consumer Brands Association noted during the Heritage event. Madrecki
cited the truck driver shortage as a major contributor to transportation costs; it’s difficult to
both find and retain drivers.

Global Food II: The Price of War. Outright food shortages are possible in 2023 if Russia
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continues to block Ukraine’s crop exports, the head of the United Nations World Food
Program warned according to an article covering the WSJ Global Food Forum on June 28.
The forum comments suggest—as we did in our April 27 Morning Briefing—that most
people in the developed world will not suffer from a shortage of food, but many will suffer
from the inflated cost of purchasing it, for the reasons discussed above in addition to the
war.

However, developing countries, particularly those most dependent on Ukrainian food
imports, face a potential humanitarian hunger calamity. Reduced food exports from Ukraine,
one of the world’s largest harvesters of wheat and food oils, are hitting their food supplies at
a time when the supplies are already depressed by climate-change challenges. Here’s the
latest on the situation:

(1) Russia blockades. Russia has been accused of weaponizing food prices and capitalizing
on food shortages. Before Russia’s invasion, nearly all of Ukraine’s grain exports transited
through ports on the Black Sea, reported a June 5 WSJ article. But a Russian naval
blockade has stopped traffic at those ports, and key export infrastructure has been targeted
by Russian attacks. Not many good options are available for shipping Ukrainian harvested
grain through the Black Sea.

Russia has been accused of stealing Ukrainian grain and exporting it, but authorities in
Turkey are working with the Ukrainian government to prevent stolen grain from leaving
ports. Russia continues to export its own grain, and the Food and Agriculture Organization
(FAO) expects it to reap a record wheat crop in September. However, Western financial
sanctions on Russia could hinder exports. Fewer shipments than usual are booked to
depart Russian Black Sea ports after July.

(2) Developing dependencies. Before the war, the Ukraine supplied one-third of global
wheat exports; that has been halved, according to USDA, as the June 28 WSJ article
reported. Four countries imported over 50% of their wheat supplies from the Ukraine,
including Lebanon, Pakistan, Djibouti, and Somalia, according to the FAO, observed the
June 5 WSJ.

Most other countries that depend on Ukraine for 10%—50% of their imports are developing
ones in Africa, the Middle East, and Southeast Asia. Turkey, Egypt, and Somalia also
depend heavily on wheat exports from Russia, typically the world’s largest wheat exporter.
But the two countries produce just 7.0% of the world’s wheat, observed the WSJ, so the
impact of lower grain exports from Ukraine and Russia shouldn’t be exaggerated.
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On a hopeful note, in a recent small but significant victory for Ukraine, Russian soldiers
withdrew last Thursday from Snake Island, an outpost in the Black Sea. The retreat could
weaken the Kremlin’s Black Sea blockade.

Calendars

US: Wed: ISM NM-PMI 54.5; Job Openings 11.05m; Motor Vehicle Sales; MBA Mortgage
Applications; Weekly Crude Oil Inventories; FOMC Meeting Minutes; Williams. Thurs: ADP
Employment 200k; Initial & Continuous Jobless Claims 230k/1.327m; Trade Balance -
$84.9b; Natural Gas Storage; Crude Oil Inventories; Bullard; Waller. (Bloomberg estimates)

Global: Wed: Eurozone Retail Sales 0.4%m/m/1.4%yly; Germany Factory Orders -0.6%;
Spain Industrial Production 3.4%; UK Construction PMI 55.0; Australia Trade Balance
$10.6b; Pill; Cunliffe. Thurs: Germany Industrial Production 0.4%; UK Halifax Home Price
Index; Canada Trade Balance $2.4b; Japan Household Spending 0.8%m/m/2.1%yly; Japan
Current Account; Japan Leading & Coincident Indicators; ECB Publishes Account of
Monetary Policy Meeting; Enria; Nagel; McCaul; Jochnick; Lane; Mann. (Bloomberg
estimates)

Strategy Indicators

S&P 500/400/600 Forward Earnings (/ink): None of these three indexes has had forward
earnings at a record high in 18 months. SmallCap was the only one to have forward
earnings rise last week. LargeCap’s dropped for the first time in five weeks to 0.1% below
its week-earlier record high and has fallen in three of the past nine weeks. MidCap’s
dropped for a third straight week to 1.1% below its record high in early June. MidCap’s
three-week decline is its first since May 2020. SmallCap’s rose 0.1% w/w, but is down 1.0%
from its record high in mid-June. In what was an extraordinary V-shaped recovery,
LargeCap’s forward earnings has risen during 103 of the past 110 weeks, with the other
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 108 weeks, and
SmallCap’s posted 99 gains in the past 109 weeks. SmallCap had been steadily making
new highs each week until mid-December, but then dropped by as much as 1.4% below its
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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 70.1% from its lowest
level since August 2017; MidCap’s is now up 138.7% from its lowest level since May 2015;
and SmallCap’s has soared 201.5% from its lowest point since August 2013. In the latest
week, the rate of change in LargeCap’s forward earnings fell to a 15-month low of 18.4% y/y
from 18.9%; 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 15-month low of 30.3% y/y from 31.9% 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 31.5% y/y from
31.8%. It's down from a record high of 124.2% in June 2021 and up from a record low of -
41.5% in June 2020. Companies have been beating consensus estimates quite handily
since the Q2-2020 earnings season, causing analysts’ consensus earnings forecasts for
2021 to 2023 to improve instead of decline as is typical, but their forecasts are likely to head
lower now. Here are the latest consensus earnings growth rates for 2022 and 2023:
LargeCap (10.0%, 9.5%), MidCap (13.6, 6.4), and SmallCap (12.5, 12.2).

S&P 500/400/600 Valuation (/ink): Valuations fell for these three indexes last week.
LargeCap’s forward P/E dropped 0.3pts to 16.0 from 16.3 a week earlier, but is up from a
26-month low of 15.3 the week before that. It'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 0.2pts to 11.6 from 11.8, but is up from a 27-month low of 11.1 in mid-June. 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 lost 0.2pts to 11.2 from 11.4 a
week earlier. It's 10.7 reading the week before that was 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 98th week. That’s the longest stretch at
a discount since 1999-2002; SmallCap’s current 30% reading is near its biggest discount
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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 55th straight
week; the current 3% discount is up from a 9% discount in December but remains near its
lows during 2000-01.

S&P 500 Sectors Quarterly Earnings Outlook (/ink): 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 fell 10 cents w/w to $55.35, and is
now down 1.0% from its $55.92 forecast at the start of the quarter. Analysts expect S&P
500 earnings growth to weaken substantially to 4.9% y/y on a frozen actual basis and 5.6%
on a pro forma basis. That's down from Q1-2022’s 11.6% y/y on a frozen actual basis and
an 11.4% yly gain on a pro forma basis. Double-digit growth is expected for just three
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 (222.6% in Q2-2022 versus 269.5% in Q1-
2022), Industrials (30.6, 40.5), Materials (18.8, 46.3), S&P 500 (5.6, 11.4), Real Estate (4.3,
25.5), Health Care (2.5, 18.3), Information Technology (2.5, 14.6), Consumer Staples (-1.7,
7.9), Consumer Discretionary (-4.4, -27.9), Utilities (-12.1, 24.6), Communication Services (-
14.2, -2.8), and Financials (-19.6, -17.1).

US Economic Indicators

Manufacturing Orders & Shipments (/ink): Factory orders were better than expected in
May, and shipments were also strong—the latter climbing to a new record high. Meanwhile,
both core capital goods orders and shipments reached new record highs again in May, as
companies have been attempting to boost productivity to compete with high inflation and a
tight labor market. Nondefense capital goods shipments excluding aircraft (used in
calculating GDP) has climbed every month but one since its April 2020 bottom, rising 0.8%
in May and 32.3% over the period. Meanwhile, core capital goods orders (a proxy for future
business investment) has advanced during all but four months since April 2020, up 0.6%
and 32.4% over the comparable periods. Total factory orders climbed for the eighth
successive month in May, up 1.6% m/m and 10.5% over the period to its highest level since
July 2014 and heading toward a new record high. Machinery billings hit at an all-time high,


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW2t3q905V1-WJV7CgR9CW1wwcZW4R75QYW7qMBrF924DZgW8PxP0m2YqqT4W8X1-Sf1QZs9fW7Gff4n1D1v7jW4mdX-w1dr48PN1HzRYdlC1McW6FKTCM7DP2SKW7L0t2F7PpCZQW7CbpTX9d6cG4W414d8m2C-WmFW4hYRXX7Y4yBHN6Tf9Hq91P1GW63fq5r8xbs-0W2MSMRL5yVk7RW8x-4cK7dwzfhW5vck7c7-WypjN18b6RZ-4HYzW3yzdlZ5lQZ7wMY8rDSdQxyvW2NxNST856mwvW4734C04mJbK1W2dX1FH638DJJW79FJYq878_cl3kJT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX5SSv5nS_1dW23z4GH4yqSZYV5XFwB4M77vWN7TcW293q8_QV1-WJV7CgSrYW1MHYS84PrMdDW1YDx_J9ddwN-W8XJQht8GrlFgVzlVmj2K84n6W5cJWjG11lbSDW1fCWgD8ppHdRW24TQph2K-C4MW3KXLqT6D-br0W1ncMgg1BXkJ6W44tVTC1YtyvsN6hvd5X8TzdYW2DGBcx4KJPH3W430_dD4lWHGYW7Rsqsx8FFvdnW59xvSr703DsGW8j9hch90Sh7QW7BWCb41_VZXVW84T3pd2nlNhMN53-KCrNz3YjW1DP5NQ4PdV9gW3cgSS87HfRZfW5vdhN_6SncbV3dYS1

with the industrial equipment component near record highs and construction orders on an
upswing. Orders also remained on uptrends for the following industries: electrical
equipment, appliances & components, computers & electronic products, and motor vehicles
& parts. Overall factory shipments continued to reach new record highs in March, jumping
1.8% m/m and 15.1% vyly.
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