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Executive Summary: Industry analysts are starting to lower their earnings estimates for some of the
companies they follow. They aren’t doing so because they suddenly see an imminent recession but
rather profit margins getting squeezed. ...We don’t expect this morning’s June CPI release to show a
peaking of inflation just yet. July’s CPI should do so. We see inflation moderating during the second
half of this year and further in 2023. ... Also: A peek into the world of Europe’s credit markets. These
markets have been buffeted lately, first by the ECB’s hawkishness, then by its reassurances of help
for the most indebted of the Eurozone’s nations.

Earnings I: Recession or Margin Squeeze? Joe and | tend to be optimists. Nevertheless,
we marvel at the remarkable optimism of industry analysts about company prospects
despite the mounting recession concerns that have fed the valuation-led bear market in
stocks so far this year. Indeed, the S&P 500’s forward earnings has been making new highs
almost every week this year (through the June 30 week), though the ascent has started to
look a bit toppy over the past three weeks (Fig. 7). All but two S&P 500 sectors
(Communication Services and Consumer Discretionary) have forward earnings at or near
recent record highs.

But on closer inspection, it seems that a few analysts now might have gotten the recession
memo from the companies they follow:

(1) Consensus earnings estimates for 2022 & 2023. Here are the ytd percent changes in
analysts’ consensus estimates for the 2022 and 2023 earnings of the S&P 500 and its 11
sectors through the June 30 week: Energy (79.4%, 65.2%), Real Estate (15.1, 5.2),
Materials (14.4, 10.3), S&P 500 (2.9, 1.9), Information Technology (2.7, 2.0), Health Care
(0.6, -1.7),Utilities (-0.4, 0.5), Financials (-1.3, 0.3), Industrials (-1.4, 0.8), Consumer Staples
(-1.6, -2.2), Communication Services (-7.5, -6.8), and Consumer Discretionary (-15.7, -7.9).
(See Tables 7E and 8E in our Performance Derby: S&P 500 Sectors & Industries Forward
Earnings & Revenues.) Six of the sector estimates for this year and four of them for next
year show downward revisions (ytd).

(2) Forward revenues boosted by inflation. Remarkably, the forward revenues of the 11
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sectors all have been rising since the start of this year, with all but three of them at record
highs (Fig. 2). Obviously, any hint of a possible recession in forward revenues has been
more than offset by the positive impact of rapidly rising price inflation on revenues.

(3) Profit margins. We have to conclude from the available data that the analysts who have
been cutting their earnings outlook aren’t doing so because they’ve received recession
memos from the companies they follow but rather memos on profit margin squeezes being
experienced (Fig. 3).

Here is are the ytd percentage changes in the forward profit margins of the S&P 500 and its
11 sectors through the June 30 week and the latest readings of those margins: Energy (up
27.7%, 11.7%), Real Estate (11.0, 18.1), Information Technology (0.9, 25.2), Materials (0.2,
13.3), Financials (-0.3, 18.7), S&P 500 (-0.4, 13.3), Industrials (-0.6, 10.3), Consumer
Staples (-3.0, 7.4), Health Care (-3.9, 10.9), Communication Services (-4.5, 16.0), Utilities (-
5.9, 13.8), and Consumer Discretionary (-7.9, 7.5). (See Table 3 and Table 1 in
Performance Derby: S&P 500 Sectors & Industries Forward Profit Margins.) Forward profit
margins have been revised down for six of the 11 sectors of the S&P 500.

US Inflation: Persisting for Now. June’s CPI report is coming out this morning. Bloomberg
is showing consensus estimates of up 1.1% (8.8% y/y) for the headline and 0.6% (5.8% yl/y)
for the core inflation rates. There’s no peak represented by these numbers given that the
headline and core CPI inflation rates on a y/y basis were 8.6% and 6.0% in May. The same
can be said of other recently released measures of inflation, though a few do support our
view that inflation should moderate during H2-2022.

We are forecasting that the headline PCED measure of inflation, which ranged between 6%
and 7% yly during H1-2022, will ease to 4%-5% during H2-2022 and to 3%-4% during 2023
(Fig. 4). We don’t expect that getting there will require a hard landing for the economy.
Rather, our base-case economic outlook (with a 55% subjective probability) is a short and
shallow recession (Fig. 5). Let’s review the latest inflation readings:

(1) Inflationary expectations. The New York Federal Reserve Bank has been conducting a
monthly survey of consumers’ inflationary expectations since mid-2013 (Fig. 6). June’s one-
year-ahead expectations rose to a record 6.8%, while three-year ahead expectations edged
down to 3.6%. Fed officials are likely to conclude that they must proceed with their
tightening of monetary policy since longer-term inflationary expectations are being held
down by expectations that the Fed will do just that until actual inflation subsides.
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(2) Wage inflation. A recent survey from Insight Global found that 78% of US workers would
be worried about job security if the US enters another recession. The staffing company
surveyed over 1,000 workers in mostly white-collar professions. The survey found that 54%
of workers said they would take a pay cut if it meant not getting laid off. All the talk about a
possible recession may be starting to moderate wage inflation. June’s average hourly
earnings (AHE) measure of inflation was up 5.1% yly, but the three-month annualized rate
was 4.2% (Fig. 7).

Here are the major industries where the AHE year-over-year rates are above their
annualized three-month percent changes (suggesting that inflationary pressures are
easing): education & health services (6.1%, 5.8%), utilities (6.1, 4.6), professional &
business services (5.8, 3.2), transportation & warehousing (5.3, 0.7), wholesale trade (4.5,
4.1), retail trade (4.4, 1.1), durable goods manufacturing (4.3, 3.1), nondurable goods
manufacturing (3.8, 3.4), and financial activities (2.4, 0.7).

Here are the major industries where the year-over-year rates are below their three-month
annualized rates (suggesting that inflationary pressures are persisting): leisure & hospitality
(9.1%, 10.2%), construction (5.6, 6.3), information services (4.4, 8.8), and other services
(2.9, 3.6), with the natural resources’ (3.7, 3.8) rates virtually even.

(3) Small business owners survey. The National Federation of Independent Business
conducts a monthly survey of small business owners. They are a very unhappy lot indeed.
On balance, a net -61% of them expect that the economic outlook over the next six months
is better rather than worse than now (Fig. 8). This measure has been falling to record lows
since March. That’'s mostly because 34% of them said that inflation is their number-one

problem (Fig. 9).

They are also complaining about a shortage of workers, as 50% of them have job openings
and 60% reported that there are few or no qualified applicants for their open positions (Fig.
10). As a result, 28% of small business owners are planning to raise worker compensation
in the next three months (Fig. 711). Meanwhile, a whopping 69% are raising their average
selling prices, while 44% are planning to do so (Fig. 12).

(4) Freight rates. About a year ago, the cost to ship containers from China to the US had
jumped from $2,000 pre-pandemic to $20,000. According to one report, Flexport, a tech-
enabled freight forwarder, has seen rates drop from highs of around $20,000 per container
to $10,000.


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgSjJW193XbB4QfYM7W29GTKn7tRxbSW17mTQ77zNs0lW2mCvmW5cFJ58MnYwg8Q0WtJW3BCxYT9ctxdmW3y_1Ct2qZSk0V4dWKH67CYgNW5_fslL88MCt_W1H_CnK2fkpBlW8zMfsl46jbTkW1DrlGS6wYqGHW2mSsqT3Xts45W7mJR-g3TVFxVW1nW6z85HMFc0W1nS7Kt4Zxh4nW6BNCh87hw57GW5vRXlf8wQ3m_W4mtG-F5VtxFCW3bh1n38vBys7W2fm0T52QnTN3W5v8zTS44gwCN3pd-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgLTHVs-pWv8rKVR8W1lvW0430RvnVW8mv0X64NKgRyW6L9g3r2Xh4qpW4Jh2dF3JS_GHN6Q1JMrYKBTXN1Jd0Db_DyDLW2xRmJw2xbwqMN2SRC9Q82-hQW5x0Y-f24k99RW2kG8Bx9gVfkwW5NXzdG9lrfh_W1N43n81g_MqyW60m7cd8h9hdBW1bySmk8grrpFW3CPSzX5gjH4rW9kdbCw1c9y9QW7KNXR87nv0X9W4rqYNy8X6jQdW2DQW3F59dLxsW6ZsrkJ2tXwdcW3CDhQC8dZWXD32ZG1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgH0gN2vfK-Qw5X_xW4PWJrH1cwZNPN89GqrrZnTlgW6v0BQc7f_fp2V9gY1654N_s8W1TvKn86n3Bt-W3Rj0-61lF3nJN4T_GhFTYlY4VC3wB65vm5XGN4TjyfwFv45ZW2z5kKS4wq1f4N85fBbFnRnr4W6pZfbn3ynRsLW1Jr0dL1wxb0RVfDrSs6rGJfsW5tqCNc6PnY00W80gRNh3QcRrGW6hzL-c6gQ4B_N5KhrWgtSjvRW25cdD13LwqdLW5ncxlQ2G1k46Vxm7sJ5BjHgd3mPf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgCszW5SnCcB3-JyZQW9hMCR86cP5QYW7tHMnj3Dn7ZcW2Y1wWr7JpmtvW81k2kD98GPQ_N6W0Z2Lw44DXW8nLsmY5fq9qcW6JxjGQ15hLmTW6g9NN_5hLmm6W4VM3MF4x7ddmW7ZYBsq4HN0YqW67MFXD5stnBxW1XWNLd3x8cj6N5n0DSkBtD1gW67Z5-J7-Tw-rN1g666h-9FRDMgQRQj-1p9DW648CTJ5TBZVVW4sw7lc5fT0cWW4yr2kp4bBm7mW7qvVyg29k590W4DjD956Xnsqd33d11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgCszW5SnCcB3-JyZQW9hMCR86cP5QYW7tHMnj3Dn7ZcW2Y1wWr7JpmtvW81k2kD98GPQ_N6W0Z2Lw44DXW8nLsmY5fq9qcW6JxjGQ15hLmTW6g9NN_5hLmm6W4VM3MF4x7ddmW7ZYBsq4HN0YqW67MFXD5stnBxW1XWNLd3x8cj6N5n0DSkBtD1gW67Z5-J7-Tw-rN1g666h-9FRDMgQRQj-1p9DW648CTJ5TBZVVW4sw7lc5fT0cWW4yr2kp4bBm7mW7qvVyg29k590W4DjD956Xnsqd33d11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgWWWW6_6Q6w53T6bZW4cHRFB3PNdcPW218QqK3s095PW5pTybw1nsW1mW5YxWw57K502TN7T2KVMGVFbNV_fK1f2YgTRRMgmFzMtNxTmW3WmPXs2stQN7W2PFM_k4KnJ9KW98sczY3RHWdxW3zlKBq33qZQtW7TfRkX4h8Wn_W7YhwQ87STfyqW1YvTg710hWD0W2XFB1T8333ZcVQG2bw1nYhgmW7g1WnZ52CZk9W24ZcZK8DxyRLW22LYV-2WXhvLN29PCk09Tt8JW1XGDBD6mTbrk3gzm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgYSFW3Brxvz7WkWGMN8XzHcNG4tpBVVk8Wt5B_93-N75bZL5vSvcjVWF8DC6yB_wQW1LcT1P5CY2vNVSnSGC65mFYRW3KLTDZ7Kj1tDW5P3l0M7jR-CWW795mS_1B0MngW4T7F717cD4PtW8tDGzk1KDZcNW7MDH4q2pvGsHW3xPDWz6ptzlRW35l4s32KVvyCW40p2JB7R8Dh2W5PmCby1GYd5nW6qmlZb4zDsf_W8Szzfj1cXlqHW8j_9N83p0hCDW5dlHRf25MZBKW6bXH5q4kldZ037mK1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7Mb93q90pV1-WJV7CgNhkW2bfCMZ2GngQRW3Ny1xW75ZB9nW8H_sLr5BsjyRW57Cp2k9l_LhpW3g3LXs35phT5W2NdMWB17KzhPW4GzxbD7T-dyrW48X7Tv1wWTmQW4slrVS212MGVW8W8-X18Nj7P9W2JRLtj6t86yYW325jRC3yZ7SSW4NnH5z6TMVXpW6KxGRX55PhlCW8Rm3qR4CV4-JW2RtqR91jVF5sW2TQQK78ZC6GXN20FMbh3XGGmVz0hMb86g9hrW39MlYr5x2v9hW6Sk_QX6bC_JZN187ttPjls4BW2vPJq43PTG_tW1LvL5k6x6MQ8W4NQ00p1Tk045W7dcDK-68MLXY3lCf1

(5) Used car prices. The Manheim index of wholesale used car prices fell to 9.7% y/y during
June. That’s down from a recent high of 46.6% during December and the lowest since mid-
2020 (Fig. 13). The used-car component of the CPI has been a major contributor to
measures of consumer price inflation over the past year.

(6) Food and energy commodity prices. Finally, the S&P GSCI energy and agricultural
commodity price indexes are down 15.4% and 23.0% from their most recent peaks on June
9 and May 17 through July 11 (Eig. 74). This augurs well for a moderation of the energy and
food inflation components of July’s CPI. The overall S&P GSCI index is down 15.3% from
its recent peak on March 8 through July 11 (Fig. 15). These developments suggest that
inflation may be peaking and help to explain why the S&P 500 bottomed on June 16.

Europe Credit I: Positives for Highly Indebted Sovereigns. After the European Central
Bank’s (ECB) June 9 policy meeting, a huge sell-off in the European high-yield bond and
other credit markets occurred as investors reacted negatively to the ECB’s super-hawkish
tone.

The 10-year German bund yield hit a recent high of 1.76% following the release of the
ECB’s June 9 Monetary Policy Statement (Fig. 16). “Given the dramatic bund move, the all-
in cost for borrowers is not just wider spreads, but much higher base rates,” said a high-
yield fund manager quoted in an S&P Global article.

To address the sudden rise in high-yield bonds and spreads, the ECB announced on June
15 that it would accelerate the completion of a new anti-fragmentation instrument to direct
funds toward heavily indebted European countries, even as it tightens monetary policy
overall to combat inflation. Bond market reactions suggest cautious optimism that the new
policy tool will help to stave off a recurrent European debt crisis.

The next day, Christian Lindner, Germany’s finance minister, also attempted to quell market
jitters when he fold CNBC: “Yes, of course we are witnessing some rising spreads amongst
the member states, but there is no need for any concern.” And on June 27, Germany’s
financial stability committee said that the effects of Russia’s war on Ukraine are
manageable.

So far, the European Commission (EC) has said nothing officially about a possible
Eurozone recession. But speaking to CNBC, EU Economics Commissioner Paolo Gentiloni
admitted that “We are navigating troubled waters” but said a recession isn’t inevitable. He
added that the situation “means that we will have to concentrate our fiscal policies, in
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reforms, in investments, in a prudent policy, especially for countries with a high level of
debt.”

Europe’s financial situation indeed is fragmented by country. Greece and Italy had the two
highest debt-to-GDP ratios at year-end 2021—of 193% and 151%, respectively, versus
69% for the more austere Germany and 96% for the Eurozone overall. But Melissa and |
found a surprising number of positives in the recent credit profiles of Europe’s two most
heavily indebted countries:

(1) Fitch’s positive outlook on Greece. On July 8, Fitch affirmed Greece’s sovereign debt
rating of “BB” with a “Positive Outlook.” Fitch’s ratings release noted: “The Positive Outlook
reflects a sustained expected decline in public sector indebtedness, in the context of still low
average borrowing costs, despite the sharp rise in government bond yields this year. Greek
banks have made substantial progress on asset quality improvement, sharply reducing the
level of [non-performing loans] in the banking sector.”

The government’s debt-to-GDP ratio is projected to fall further to about 172% by 2024 from
about 193%, “driven by improving primary balances and favorable growth-interest costs
dynamics.” While the debt ratio in 2024 is still forecast to be among the highest of Fitch-
rated sovereigns, mitigating factors support debt sustainability: substantial liquidity, low
debt-servicing costs, and manageable amortization schedules.

The 10-year government bond yield for Greece rose sharply from 1.3% at the end of 2021
to average around 4.0% in June 2022 (Fig. 17). However, at around 20 years, the average
maturity of Greek debt is among the longest of any sovereign, and the debt is mostly fixed
rate, limiting the impact of market interest-rate rises.

Despite the improving credit outlook, however, Greece’s macroeconomic outlook has
worsened because of the war. That’s especially because Greece is vulnerable to further
energy price shocks, as it relies on Russia for around 40% of overall gas imports.

(2) Italian déja vu with differences. “Whatever it takes [to rescue the euro],” was former ECB
President Mario Draghi’s famous pledge at the height of the 2012 sovereign debt crisis.
That reassurance and his follow-up actions—"mop[ping] up a fifth of Italian bonds,” in
Reuters’ words—calmed investor fears, causing Italy’s 10-year bond yield to drop.

The ECB’s June 15 reassurances about a new tool to help troubled states worked like
Draghi’s magic words: On June 14, Italy's 10-year government bond spiked above 4.0%,
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the highest since 2013, on renewed concerns about Italy’s ability to sustain its debt under
macroeconomic pressure (Fig. 18). The ECB’s announcement the next day brought Italian
benchmark yields back toward 3.0%.

We think the rise above the 4.0% threshold was concerning; but notably, back in 2011
Italian 10-year yields rose above 7.0%. Italian banks remain heavily exposed to domestic
sovereign debt but not as much so as in the past. For Italy’s top five banks, the ratio of
domestic bond holdings to core capital is 148%, according to JPMorgan’s data cited by
Reuters, but that’s a lot less than the 261% hit in 2017.

Italy’s bank restructuring that began during the 2012 sovereign debt crisis has progressed
but remains incomplete. The top two lenders are sound, noted former ECB executive
Ignazio Angeloni at a conference in June, but the mid-sized banks are not yet fully
stabilized. Problem loans “could rise again as businesses face higher lending costs, record
prices for energy and raw materials as well as disrupted supply chains and the phasing out
of COVID support measures,” the Reuters article noted.

Europe Credit ll: High Stakes, Low Defaults in High-Yield. In the aftermath of the recent
bond scare, investors have been shying away from higher-yielding European debt assets in
general. “European high-yield bond issuance is set for the lowest first-half total since the
global financial crisis, as volatile interest rates and fears over rising inflation forced investors
to assess the impact of a global recession on the asset class,” wrote S&P Global in a June
22 article. Here’s more:

(1) Investors orderly fleeing high yields. The selling of riskier bonds isn’t frantic but orderly.
Starting in February, a 10-week closure of the primary market was triggered by the Ukraine
war, which escalated fears over inflation and rising interest rates. As a result, the European
high-yield asset class faced outflows of 15.6% of assets under management through June
20, according to Spread Research data cited in the S&P Global piece. European high-yield
issuance of €15.3 billion in H1-2022 was the lowest since H1-2009, when markets were
reacting to the Global Financial Crisis, according to Leveraged Commentary & Data noted
S&P Global’s article.

(2) High-yields ascend to double digits. Meanwhile, yields in Europe’s secondary credit
markets rose, according to July 20 data from Spread Research. At the lowest end of the
ratings spectrum, the CCC yield was quoted at 11.7%. “The current generous pricing in
some deals currently in the high yield market is fine if we assume the default rate will
remain below the historical average of 4% over the next two years,” Sergio Grasso, director
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at iason, wrote in a June 28 report. However, “if the current and future restrictive monetary
policies will tilt the economies into recession,” then even the current risk on pricing is still
“not enough.”

(3) Defaults expected to remain low. The good news is that while European high-yield bond
and leveraged loan default rates will increase in 2023 (to 2.5% from 1.5% and to 3.0% from
2.5%, respectively), they’re still expected to remain below 4.0% and below long-term
historical levels, according to a June 15 Fitch Ratings report. Fitch does not expect a
“severe near-term recession that would lead to wholesale downgrades of credits, unlike the
pandemic impact.”

(4) Pain beyond high yield. Even so, the anticipation of higher interest rates ahead is
causing pain in not only the high-yield market but also the investment-grade debt market.
An index of investment-grade European debt has suffered a record 12.9% loss over the
past 12 months, observed Bloomberg on June 24. According to the Bloomberg index, the
average yield on euro corporate bonds has risen 2.9 percentage points this year to 3.4%.
That compares to a rise of 1.62 points in 2008, the next highest. “We could see earnings
impacted because of this rather unexpected rise in the cost of debt,” said ING credit
strategist Timothy Rahill.

Calendars

US: Wed: Headline & Core CPI 1.1%m/m/8.8%yly & 0.6%m/m/5.7%yly; Federal Budget;
MBA Mortgage Applications; Crude Oil Inventories & Import; Gasoline Production; Beige
Book; IEA Monthly Report. Thurs: Headline & Core PPI 0.8%m/m/10.7%yly &
0.5%m/m/8.1%yly; Jobless & Continuous Claims 235k/1.383m; Natural Gas Storage;
Waller. (Bloomberg estimates)

Global: Wed: Eurozone Industrial Production 0.3%m/m/0.3%yYy/y; Germany CPI
0.1%m/m/7.6%yly; France CPI 6.5% yly; Spain CPI 10.2% yly; UK GDP
0.0%3m/3m/2.7%yly; UK Industrial & Manufacturing Production 0.2%m/m/-0.5%y/y &
0.1%m/m/0.3%y/y; UK NIESR Tracker; UK Trade Balance -22.5b; Australia Employment
Change 25k; Australia Unemployment & Participation Rates BOC Interest Rate Decision
2.25%; BOC Monetary Policy Report. Thurs: Japan Industrial Production & Capacity
Utilization; China GDP 0.6%4q/q//4.4%yly; China Industrial Production 4.0% y;y; China Retail
Sales -0.3% yly; China NBS Press Conference; Mauderer. (Bloomberg estimates)


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M8J5nKv5V3Zsc37CgDbxW14-GFh3z9Z94W5tYpfy721yHXW1SmTwF578_hVW98sFf65LvFb8W4WB3P734DrVHW7Yph5_74h-RdW53dzQD2HlMHlW23NBxC2YmKX8W86lHrp1dk-mVN3x_7R_6CH1jW4VJrB77BmdwWN2rWcYNbzpmhW4QhHCC5V-fdZW2Sl8S08P9th-N34nDLxXGcZyW6H7JyK70HS9KW4Bznr-6SQtKKW2GQ97Z4YHtNRW4mvPmH38gwjkW2XRp-76_-ZbBVvkw1j4FhqXfW3pcBy11lxNZqV_dQsd75MtCJW2SgQPq14lwwcN6q0YPm3qJw5N39r-NxCsZDnW6h45qq3WxY3VW5RjVrn4cwlX8W2gQ4-C4LSnGmW3lych13J6Nl3W43f3T757mGQxN7JmHZt94B9w3q1F1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M8J5nKv5V3Zsc37CgXgmW7p4QB592VWCHVXgnj68k47TZW2Br3pC57fWnMN3tVmJ8qtY7dW7KjV143tYPK_W7L9BDw6ZLg12VtmT8r8ZpDG0W1Mb01d9kRz0bW86Dznm3TPjkwW69j5SJ6L0f34W3xBsc82WvBVkW3bkLfm3RmYC9W556qct2_kfZFW1BpNr78lQCLSW2BBqW03Rf4rYW67z_k370Gb1HW86z0P_3MGkNLW6jzQ_G7gdNDYW123k5P8dZsh7N6mKC1JLPR0kW3my3jG71_djkW7xjsN36MJclpW1W6_448RGYhYW7lt7fY5sGSPLW6DV4hB1FhtDjW3wvC-W1qckhWW64B98S3WF9qQW2gzkgc6x-3r_W93fTcp7574vSW1hDfMT3WT-CWW1JNT5d1FBvLmW8Zj1LC9566g63hB_1

Strategy Indicators

S&P 500 Q2 Earnings Season Monitor (/ink): With just 4% of S&P 500 companies finished
reporting revenues and earnings for Q2-2021, revenues are beating the consensus forecast
by 1.4%, but earnings have exceeded estimates by only a well-below-trend 3.9%. At the
same point during the Q1 season, revenues were 1.1% above forecast and earnings beat
by 1.5%. For the 19 companies that have reported Q2 earnings through mid-day Tuesday,
the aggregate y/y revenue and earnings growth rates have slowed from their readings from
Q2-2021 to Q1-2022. The small sample of 19 reporters so far collectively has a y/y revenue
gain of 10.9% and an earnings gain of 16.5%. While just 84% of the Q1 reporters so far has
reported a positive revenue surprise, 90% has beaten earnings forecasts. Fewer companies
have reported positive y/y earnings growth in Q1 (74%) than positive y/y revenue growth
(84%). These figures will change markedly as more Q2-2022 results are reported in the
coming weeks. While we expect y/y growth rates to remain positive in Q2, we think revenue
and earnings surprises will moderate q/q due to the slowing economy, missed deliveries,
and higher costs.

US Economic Indicators

NFIB Small Business Optimism Index (/ink): “As inflation continues to dominate business
decisions, small business owners’ expectations for better business conditions have reached
a new low,” notes NFIB Chief Economist Bill Dunkelberg. “On top of the immediate
challenges facing small business owners including inflation and worker shortages, the
outlook for economic policy is not encouraging either as policy talks have shifted to tax
increases and more regulations.” June’s Small Business Optimism Index (SBOI) sank 3.6
points m/m and 9.4 points ytd to 89.5—the sixth successive month below the 48-year
average of 98.0 and the lowest since January 2013. In June, all 10 components were in the
red, led by steep declines in sales expectations (-13ppts to -28%), expect the economy to
improve (-7 to -61—a record low), and plans to increase employment (-7 to 19), followed by
now is a good time to expand (-3 to 3), current inventory (-3 to 5), plans to increase
inventories (-3 to -2), current job openings (-1 to 50), earnings trend (-1 to -25), and
expected credit conditions (-1 to -5). In June, 34% of owners still reported inflation as their
single most important problem, up from 28% in May and the highest since 1980—and not
far from its record high of 41% during Q4-1974. Labor shortages remain a problem—with


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9hmby0_VkNgLm7CgNKKW5Mh6Qr7X7zxBW7PnBRx2CdcLTW41hf5k1p3pn0W1vfws617sdGgN4pJsdRgbDfhVptQ-Q7wwqvnW8cmLsd4BCYp4W7T-8hP8hZV-ZW6XBqq02P-dp5N4WZb2LTNtZQVd0J463tctfjW76NZz-5s29cDW1MNBhM4V14F-W1lbl6G7xqzpyW77CmNG4LbRW5W8Rm7zV78KjG6W7NpCL66F_hXnN48dkdSn_xRrW1-p64z4xFmWJW76HtSb68KG6GW8Px7g76fGmM5W71VmtD1641DKW5Xf__j7hGF60VQ7rcV3713-kW7PXvyr5xL5BMW15SgJL5smw8BW8Mdm0K3cf-L9V3nlRl62rbZjW54DWHp4116LRW2Tyx-T1TsDJjW75_52082J43ZW8NTcvF1WcsTdVnq43_7tYRCKW7NXQDl3rwHBCN6xwrqGCky70W8KJnr04XSVTMW1xbXG-6tNwPXW6mZY9q8GTgp1W7L-H088b1BLQW3bf-9L28CnYcW1XM8tS3TKb5CW6ct2Gv7s7LFrV7nPR312M_NcW3y2xnP9m4jlCW7YN-C_2_rbVVN3mCc58mdrHjW1dL89R5nsCjLW3KdF9-2fmxZ5N4w-c23TrLwbW95mLw51Y_5MYW5xWXqb4wBxH6W3C9qRK2hRZY5W4ZdjLC2J46X2W3B8Dv16B0mP_W2b3flP8VB3M0N4KrnRqj-P0sN2rXzZVTZW7_W3JmVdP90NQxdW4jS16D7MkQlvW7vfMWc4ryZfjW8p_1FL4Vl4VJW8KKxtq5tBYwhV6mgwm3ZQdbRW4vfChP4_xzk6W92c2Qb8zn8CMW43yxFK2mv-06W3Rcjgf3-qpd6VrXp072S6ZncW3ml6qQ8DQPQ_W6JyGGX1HwrlGN2fxB3v43DMmW51PQfk8RFp9fW73yZKL6Mw3g8W5RFy4k7SBP6hW27KPtC5JjBvwW3N9rcx2l1K9-W6DbLn18PSGmmW6W2lHn4mMnKgW4l76fH5Z1yKtW2RLg0D6XLPtrW8vcqWj2LrSyTW56PXGF7PyfvcW3H_HfS496jnvN3q0BCgRpFLkW4myMZM2KqX1VW4PvWlM34TwhYN49zbpSMS5hwW1hsWQ62Tq2ltW3l_9dm3dS7ZKW3WW7G94lR1pRVLfWsN28vDm7N2s0Q33qG19fW8ztZTM1mz2hrW2TTbPz1dCBCnW31dYNz42ZpwZW1-_7Qt8Sd17CW3DZJfJ8gGG5fW4Tdx5W372gWJW43fq8_5JK6GTW1GPdvv5YNhT3W8yJW2N3vWrZ8W6fTRD52JJGHkW6r_x6t3-V1_XW4Nf-XT3xPtHzW3vDYNM90tzVVW9d4SMJ5sJ-4qW5W5J5s1dp8YjW3xT8Qw1rgF1qW3KbxD05T4HJNW1C4Xgl6j2tXVW75nfCC72wc7wW6xJ0tn5sLBgcW41sd4819zDXjV1fgGt4Y-p26VpGCPZ1xsSJyN2ZBNpSgD9XHN5D04GNcKcydW4swTNm6qhNM6N1XYz-MGkYHcW3QR24s1ZZVtVW93zpsp7YPzpRW9kXHwM4x3mksW5xxY9y7sd-6xW7mhl334sg08DW8YFSty2mt9Y7W1B-DWL1cYtg1W6T3Kyb17GwvXW54FdHC8CPqzVW8H0yGH7ZZjSlW5RhdTF8F4YZQW27sTj46XGfV1W1rr_xT64dm_WW3Yjsn61W503zW2H8jpf44nXbTW49sTsS8YJJ-cW3smBMD6VF-RlW4s-5L467MMlWW1dQBzS19vrGcW5vf1bS5BybP4W4hJ-Md2Vbb1-W8N87Cr24dTMWN7rxcCpTt3ygW81yjY_9gxYGLVDkz153wW9PyW3GlbqR1gGkVkW2fH0Bn222g9VW6Zdkxl1qTWXgN5fD2ws1CyS33lqb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW8bLc3PXYj7W5RYnV08FJLWBW5r_q0D4MqcKBN9k7M9B3q8_QV1-WJV7CgGS4W1n2wlh1dkcjFW7rc9hT3ZVk2dW1cYM5N67d5XbN4VX6rmxXP-cW6h6YRG6Pr3CnW8M4vGP2PbSczW7NngYQ3Wzs9SW3Ph7Tl2nMd4zW2WcQNm2cHD0MW7nkFhB1Q6-SMW94TXCN75dqyNW5tcDxj4hQq9vW8-tmYM7wmHSsW4bNt973zGQH0W6xSSP_6S4PB1W52Wptz6QvsKWVHjj9H5bTsD6W3V04CW14YSdZVjGBQb5-cHNHN731XrLj6Z8fW1Dyslk6cyj4QW2mcTSZ646SQc3q4r1

the report noting that, of the small businesses trying to hire new workers, a whopping 94%
reported that few or no qualified workers applied for the position they were trying to fill. In
June, 48% of owners said they increased pay—near its record high of 50% at the start of
this year—while 28% noted they plan to increase compensation in the next three months,
holding near its record high of 32% during the final three months of last year.
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