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Bear Market Rally Or A New Bull Market?

Check out the accompanying chart collection.

Executive Summary: What's ahead for the stock market? That depends on the significance of the
S&P 500’s June 16 low-to-date in the current bear market, of 3666. If that turns out to be the bear’s
bottom—uwhich sure would be freaky since the last one of those was at S&P 500 666—then either a
bull market or a sideways-drifting one is just ahead. Alternatively, deeper lows may be in store if the
gain since June 16 was just a short-covering rally within a bear market (as the reversal in sector
leadership suggests). ... Today, we examine both the bull and bear scenarios, laying out the cases for
each.

YRI Monday Webcast. Join Dr. Ed’s live Q&A webinar on Mondays at 11 a.m. EST. You
will receive an email with the link to the webinar one hour before showtime. Replays of the
Monday webinars are available here.

Strategy I: Calling Bottoms. Early in my career, when | was at Prudential-Bache
Securities, | worked as the firm’s chief economist alongside its chief investment strategist,
Greg Smith. On Monday, August 16, 1982, we called the bottom in the stock market, which
actually had bottomed four days earlier on Thursday, August 12, it was later determined. On
August 17, Solomon Brothers’ renowned chief economist, Henry Kaufman, also turned
bullish. My weekly commentary that week was titled “Fed-Led Recovery Now Seems
Likely.” (Greg was a great professional mentor and personal friend. Sadly, he passed away
earlier this year.)

Five years later, the stock market crash on Black Monday, October 19, 1987 stress-tested
the conviction of bulls like Greg and myself. Nevertheless, we spent much of that day
reassuring our sales force that this was unlikely to be the beginning of a long-lasting bear
market. The bear market ended on December 4 of that year. Fed Chair Alan Greenspan
came to the rescue with what came to be known as the “Fed Put.”

In the late 1990s, | was bearish on technology stocks because they seemed overvalued. |
was particularly concerned when Greenspan, in his January 28, 1999 congressional
testimony, compared investing in tech stocks to playing the lottery. In addition, | expected a
recession triggered by the Y2K problem. There was a tech-led bear market from March 24,
2000 to October 9, 2002. There was also a recession at the time that resulted from too
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much Y2K-related spending on technology; the spending fixed the Y2K problem but also
triggered a downturn when tech spending suddenly dropped off at the start of the new
millennium.

| didn’t call the stock market bottom that occurred in late 2002, but | did turn increasingly
bullish on commodities and on China. | didn’t anticipate the magnitude of the Great
Financial Crisis because | didn’t expect that the US government would let Lehman fail.
However, | did cut my rating on the S&P 500 Financials from overweight to underweight on
June 25, 2007. Lehman was allowed to fail on September 15, 2008, and the Financials led
the bear market lower through early March 2009.

On March 16, 2009, | wrote that the devilish intraday low of 666 on the S&P 500 on March 6
might have marked the end of the bear market, which did end on March 9. As a symbolist, |
relied on the Da Vinci Code for that insight. As a fundamentalist, | observed that on March
16, the Fed’s first round of quantitative easing was expanded to $1.25 trillion in mortgage-
related securities and $300 billion in Treasury bonds. The Fed Put was back, bigger than
ever.

At the end of 2019, | anticipated a 10%-20% stock market correction in early 2020. | didn’t
expect a pandemic and the resulting lockdowns. But when these events rapidly unfolded in
February and March, | argued that it was too late to panic. | expected that the Fed would
come to the rescue by slashing interest rates and suggested that the Fed might even
purchase corporate bonds. When the Fed announced QE4Ever on March 23, | declared
that this gigantic Fed Put made the bottom.

It's time once again to look for a bottom in the latest bear market. Until recently, | was in the
correction camp. My June 14 QuickTakes was titled “It's Officially a Bear Market.” |
conceded the obvious, i.e., that the S&P 500 had entered bear market territory when it was
down 21.8% on Monday, June 11 from its record high on January 3.

So where are we now? The bear market low so far was made on June 16, down 23.6%
from the January 3 peak. That low was 3666. Is that a freaky Da Vinci Code coincidence or
what? The answer will be “yes, it is” if 3666 turns out to be the bear market low. The S&P
500 is up 5.4% since June 16 (Fig. 1 and Fig. 2). That gain could certainly reflect just a
short-covering rally in a bear market rather than the beginning of a new bull market. The
following two sections examine the alternative scenarios promoted first by the bulls
(including us), then by the bears.
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Strategy Il: It’s A New Bull Market. The central assumption of the bulls is that while the
bear market did an excellent job of anticipating the bad news that unfolded during the first
half of this year, the stock market now will focus on the likely economic outlook for the
remainder of this year—which still may be challenging but no more so than that of the first
half of this year, while the outlook for 2023 is likely to be brighter.

So there shouldn’t be much more downside in the S&P 500’s forward P/E, which bottomed
at 15.3 on June 16, and was back up to 16.1 on Friday (Fig. 3). The S&P 400 and S&P 600
are especially undervalued relative to the S&P 500 with forward P/Es of 11.6 and 11.4 on
Friday. Of course, the bulls also assume that any recession will be a mild one, so there
shouldn’t be a lot of downside in the stock market stemming from downward earnings
revisions. Consider the following:

(1) Inflation is peaking. The bullish case makes sense only if inflation moderates
significantly during H2-2022 as the economy slows modestly—i.e., not enough to fall into a
severe recession that forces analysts to slash their earnings estimates. June’s CPI and PPI
provided only a few glimmers of hope for inflation optimists like ourselves. The CPI durable
goods inflation rate peaked at 18.7% y/y during February, falling to 8.4% during June (Fig.
4).

While the headline PPI for finished goods soared to 18.6% y/y during June, its core rate
(excluding food and energy) was unchanged at 8.8%. More encouraging are the sharp
declines from January through June in the core rates of the PPI for intermediate goods
(from 23.3% to 13.5%) and the PPI for crude goods (from 23.1% to 7.1%) (Eig. 5). Another
encouraging sign on the inflation front is that the S&P GSCI Commodity Price Index has
dropped 20% since it peaked on June 8 through Friday of last week (Fig. 6).

So far, we have one of the five business surveys conducted by the Federal Reserve’s
district banks for July. The New York delivery index has dropped sharply since the start of
this year (from 23.1 to 8.7), suggesting that supply-chain disruptions are abating quickly
(Fig. 7). Over the same period, the prices received index fell (from 44.6 to 31.3), and so did
the prices paid index (from 80.2 to 64.3).

(2) Fed tightening will be over soon. The FOMC is on course to raise the federal funds rate
by 75bps at the July 26-27 meeting of the committee and is likely to do so again at the
September 20-21 meeting. That would bring the federal funds rate range up to 3.00%-
3.25%, a level that probably has been discounted by the financial markets. That should be
enough to weaken demand (which is already slowing), contributing to the moderation in
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inflation expected by equity bulls.

Previously, in our June 28 Morning Briefing, Melissa and | argued that the Fed’s quantitative
tightening (QT) may be equivalent to at least a 50bps-100bps increase in the federal funds
rate. We concluded, “In other words, while QT has been widely feared by investors as
additional monetary tightening, it might very well lower the peak federal funds rate during
the current monetary tightening cycle!” We also observed, “The S&P 500 was quite volatile
during the previous QT period, which included a taper tantrum during the last three months
of 2018. But it managed to rise 18.3% nonetheless over the QT period” (Fig. 8 and Fig. 9).

(3) Mid-cycle slowdown underway. In our July 5 Morning Briefing, Debbie and | raised our
odds of a mild recession from 45% to 55% with real GDP already down about 1.5% (saar)
during H1-2022 and another 2.0% decline likely during H2-2022, followed by a solid
recovery in 2023. Last week, we distributed the remaining odds with 35% to a growth
recession (i.e., no growth in real GDP), 10% to a boom, and 10% to a bust. So our
economic outlook with an 80% subjective probability is comparable to the mid-cycle
slowdowns that occurred in the mid-1980s, the mid-1990s, and the mid-2010s, when the yly
growth rate in S&P 500 forward earnings fell to zero for a short spell without a recession,
but also without a bear market (Fig. 10 and Fig. 11).

This scenario for the economy was supported on Friday with the release of June’s retail
sales and industrial production reports. As we noted in the July 15 QuickTakes, inflation-
adjusted retail sales fell 0.3% m/m during June following a 1.1% decline in May (Fig. 12).
Manufacturing output fell 0.5% m/m during May and again in June (Fig. 13). Both series are
reflected in the Index of Coincident Economic Indicators.

The S&P 500, which is one of the 10 components of the Index of Leading Economic
Indicators, rallied 1.9% on Friday’s news. It was down just 0.9% last week despite higher-
than-expected CPI and PPI reports for June on Wednesday and Thursday. In our opinion, if
the mid-cycle slowdown (i.e., either a growth recession or a mild downturn) scenario gains
credibility, that would increase the odds that the bear market bottom occurred on June 16.
Confirming this outlook are the recent peaks in commodity prices (May 4) and the bond
yield (June 14).

(4) TINAC. The geopolitical mess around the world continues to favor the US dollar,
suggesting increasing net capital inflows from overseas into the US financial markets. That
helps to explain the recent peaking of the bond yield, which should provide some support to
the valuation multiples of stocks.
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There is no end in sight for the Ukraine war. Europeans are preparing for a possible
permanent shutoff of Russian gas. China continues to struggle with Covid and a bursting
housing bubble. Emerging markets are facing soaring prices for energy and food and
shortages of both, which are triggering political instability. So lots of global investors may be
concluding that they must overweight the US in their portfolios since there is no alternative
country (TINAC).

(5) Too many bears. Last week’s muted response to the latest unpleasant surprises in
June’s CPI and PPI inflation rates suggests that lots of investors already bailed out of the
stock market during the first half of the year. Sentiment remains very bearish, which is
bullish from a contrarian perspective. The Investors Intelligence Bull/Bear Ratio was 0.89
during the July 12 week, the 11th consecutive weekly reading below 1.00. During past bear
markets, such readings persisted as stock prices continued to fall, but such negative
sentiment set the stage for sharp rebounds during the ensuing bull markets (Fig. 14).

Strategy lll: It’s A Bear Market Rally. The stock market'’s rally since June 16 has been led
by the sectors that were the biggest losers during the bear market so far from January 3
through June 16. Here is the performance derby of the 11 sectors of the S&P 500 from
January 3 through June 16 and since then through Friday’s close: Health Care (-14.4%,
8.9%), Consumer Discretionary (-36.4%, 8.0), Information Technology (-30.2, 7.6), Utilities
(-8.3, 7.3), Real Estate (-24.9, 6.3), Consumer Staples (-11.2, 6.1), S&P 500 (-23.6, 5.4),
Communication Services (-32.7, 5.0), Financials (-22.4, 3.5), Industrials (-18.6, 1.6),
Materials (-16.5, -3.4), and Energy (35.0, -10.9). (See Table 1 and Table 2.)

So it's possible that the rebound is a short-covering rally that won'’t last much longer. In
addition, stocks are certainly cheaper than they were at the start of the year, thus attracting
value buyers. However, stock owners might still regret their purchases no matter when they
were made if the following occur:

(1) Protracted inflation. Inflation was widely deemed to be transitory last year. But by the
end of 2021, everyone agreed that it had turned into a more persistent problem. Now the
fear is that it might be even more protracted than expected. Some question whether the
Fed’s tightening will have much impact on inflation for a couple of reasons. One is that the
inflation problem seems to have a significant supply-side component that tightening doesn’t
address. Specifically, the Ukraine war continues to put upward pressure on energy and food
prices, and some pandemic-related supply-chain problems remain challenging. Another
reason is that price increases continue to spiral into wages and rents, a spiral that’s difficult
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to halt.

(2) Fed’s ‘Volcker Moment 2.0.” Previously, I've noted lots of similarities between now and
the Great Inflation of the 1970s. However, I've also noted that watching recent
developments has been like watching That '70s Show on fast-forward. If the analogy proves
valid, then the surge in inflation over the past year might soon convince Fed Chair Jerome
Powell that inflation is becoming a more pernicious and protracted problem. He might have
no choice but to find his inner Paul Volcker, raising interest rates much faster and much
higher to break the back of inflation as his predecessor of the 1970s did. That would also
cause a severe recession, sending the S&P 500 below the June 16 bottom, with possible
support at 3386, which was the record high on February 19, just before the pandemic
started.

(3) A severe European recession ahead. Jackie, Melissa, and | have become increasingly
concerned about the vulnerability of European nations should Russia shut off natural gas to
the region in retaliation for their support of Ukraine. That would trigger a brutal recession
and winter in Europe with consequences that could depress the US economy significantly.
We aren’t alone with this concern. The euro has dropped 11% since Russia invaded
Ukraine on February 24 of this year. For more on this, see the July 14 Morning Briefing
titled “Europe Sans Gaz (ESG).”

(4) Earnings shoes starting to drop. The bears, particularly those who see a deep and long
recession ahead, contend that there is still much more downside ahead for stocks since
industry analysts are only now starting to cut their earnings estimates for this year and next
year. That means that there is also more downside for the stock market’s valuation multiple.

Industry analysts might have just started to shave their S&P 500 earnings estimates for
2022 and 2023 during the July 7 week (Fig. 15). They are likely to continue to do so over
the remainder of this year. During the July 7 week, they projected S&P 500 earnings per
share of $229 this year and $250 next year. We are forecasting $215 this year, which would
be unchanged from last year and consistent with a growth recession outlook. We are
predicting $235 for next year, a 9.0% y/y gain. In a deep and long recession, earnings
would likely fall below $200 both this year and next year.

Strategy IV: It’s Neither Of The Above. Whether 3666 or some other lower number turns
out to be the low, that number won’t necessarily mark the beginning of a bull market. After
all, the stock market can drift sideways for a while. That’s what it did during the Great
Inflation of the 1970s.
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Now fast-forwarding past this scenario, we see a possibility that a new bull market may be
underway in a few months, with the S&P 500 first meandering in a trading range north of
3666 over the next few months and then rising again, making it to new record highs by late
2023.

Calendars

US: Mon: NAHB Housing Market Index 66. Tues: Housing Starts & Building Permits
1.585mu/1.650mu; APl Weekly Crude Oil Inventories. (Bloomberg estimates)

Global: Mon: Italy Trade Balance; Canada Housing Starts 266.6k; China FDI; RBA Meeting
Minutes; Saunders; Bullock. Tues: Eurozone Headline & Core CPI 0.8%m/m/8.6%y/y &
0.2%m/m/3.7%yly; UK Average Earnings Including & Excluding Bonus 6.9%/4.3%; UK
Employment Change & Unemployment Rate 3m/3m 170k/3.8%; Bailey; Lowe. (Bloomberg
estimates)

Strategy Indicators

Global Stock Markets Performance (/ink): The US MSCI index fell 1.0% last week as the
index moved back into bear market territory again to end the week at 20.1% below its
record high on December 27. The US MSCI ranked 11th of the 48 global stock markets we
follow in a week when five countries rose in US dollar terms. The AC World ex-US index
dropped 2.5% for the week and fell deeper into a bear market at 25.0% below its June 15,
2021 record high. On Thursday, that index had been at a two-year low at 25.9% below its
record high. EMEA was the best-performing region last week, albeit with a decline of 1.7%,
followed by EAFE (-1.8%), EM Asia (-3.8), and EM Latin America (-4.5). Sri Lanka was the
best-performing country last week with a gain of 4.1%, followed by the Czech Republic
(2.3), Taiwan (1.0), Denmark (0.8), and Pakistan (0.5). Among the 22 countries that
underperformed the AC World ex-US MSCI last week, Poland’s 7.9% decline was the worst,
followed by China (-7.5), South Africa (-6.7), Colombia (-6.6), and Peru (-6.4). The US
MSCTI’s ytd ranking improved two spots w/w to 25/49; its 20.1% ytd decline compared
favorably with the AC World ex-US’s larger drop of 21.7% ytd. EM Latin America is down
8.4% ytd; it and the EM Asia (-21.2) are the only regions outperforming the AC World ex-
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US. The laggards: EM Eastern Europe (-84.9), EMEA (-37.6), EMU (-28.7), BIC (-22.5), and
EAFE (-22.2). The best country performers so far in 2022: Jordan (27.2), Chile (5.8),
Indonesia (-6.2), the Czech Republic (-6.4), and Brazil (-7.1). Apart from Russia, in which
investors have lost 100.0% of their investment this year, here are the worst-performing
countries ytd: Sri Lanka (-67.4), Hungary (-44.5), Egypt (-42.9), Poland (-40.6), Ireland (-
38.8), and Austria (-37.4).

S&P 1500/500/400/600 Performance (/ink): All three of these indexes fell last week.
LargeCap was back in a bear market from Tuesday to Thursday, but ended the week in a
correction. In the last 15 weeks, LargeCap has posted only three gains while MidCap and
SmallCap have risen four times. LargeCap’s latest decline of 0.9% resulted in the index
finishing the week at 19.5% below its record high on January 3. MidCap fell 0.7% to end the
week 20.9% below its record high on November 16, while SmallCap dropped 0.6% to finish
at 22.4% below its November 8 record high. Just seven of the 33 sectors moved higher for
the week, down from 13 sectors rising a week earlier. SmallCap Utilities was the best
performer with a gain of 1.4%, followed by MidCap Utilities (1.2%), MidCap Consumer
Staples (0.9), MidCap Communication Services (0.6), and SmallCap Tech (0.6). SmallCap
Energy (-4.5) was the biggest underperformer last week, followed by LargeCap
Communication Services (-3.3), LargeCap Energy (-3.1), MidCap Health Care (-2.2), and
MidCap Financials (-1.5). In terms of 2022’s ytd performance, all three indexes are down a
similar 18.9%. Just three of the 33 sectors are positive so far in 2022, unchanged from a
week earlier. Energy continues to dominate the top performers: LargeCap Energy (24.0),
SmallCap Energy (16.3), MidCap Energy (13.7), MidCap Utilities (-2.2), and LargeCap
Utilities (-2.5). The biggest ytd laggards: LargeCap Consumer Discretionary (-29.4),
SmallCap Consumer Discretionary (-29.4), LargeCap Communication Services (-28.9),
MidCap Consumer Discretionary (-25.9), SmallCap Real Estate (-25.8), and SmallCap
Communication Services (-25.8).

S&P 500 Sectors and Industries Performance (/ink): Just one of the 11 S&P 500 sectors
rose last week, but six outperformed the composite index’s 0.9% decline. That compares to
a 1.9% gain for the S&P 500 a week earlier, when five sectors rose and only three
outperformed the index. Consumer Staples was the top performer with a gain of 0.1%,
followed by Utilities (-0.1%), Tech (-0.3), Real Estate (-0.4), Health Care (-0.5), and
Financials (-0.9). The worst performers: Communication Services (-3.3), Energy (-3.1),
Materials (-1.3), Industrials (-1.2), and Consumer Discretionary (-1.0). The S&P 500 is down
18.9% so far in 2022 with six sectors ahead of the index, but just one in positive territory.
The best performers in 2022 to date: Energy (24.0), Utilities (-2.5), Consumer Staples (-5.8),
Health Care (-7.7), Industrials (-17.9), and Financials (-18.6). The ytd laggards: Consumer


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgFTqW5WgRRs8xpN1_W758N-P1mGN-PV69Wjl6r0xVNW8M2-tm198cSPW8LwL9x1HnQ4fW2Mlw7K8KpBMdV1F-6N88tQBkW263Mqh6jgCb3W7C3lgf2t-0dDVCcWT73YjbcWW4Bvz-g2RW_ZsW35nYq62RwZLbW94DvJD5rXh7jW7mtz6j805tJjW4Hr-Rw22P7VzW4ngf0c2456DXN3bvz7HHbYmHN1CXgVbNQnz0W3h-sS68JXMp0Vpc6cq1VLGk3W6bbzVc13kCcYW7N7CW17GY4-334hN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgTbCW2KBG4w113tkYVvb15F545qBGW7Lp2Vz4SsqVMW13-Smm56CNXPW5s6wN38JZvMqW6s1r-s9356kKVX7sZs3D4RMyV2MDQc75xyjwW4p23vr6ftXSYN7sNHjRpsbf1W4DCc748GkG3SW7Dl1XL70G2dGW6cnxLp3x3T-CW8Fcqhk91pRxsW6JxDCf6GKjHDW2-Ph_z8SG3ffVBpNBr3nmnL-W5ljkKl6nVNdJW9jzw9y1svK6GW2wLT613KfsSLW1r-s016N26j3W3Y4RY96Vrnzc3cPg1

Discretionary (-29.4), Communication Services (-28.9), Tech (-24.2), Real Estate (-20.9),
and Materials (-20.4).

S&P 500 Technical Indicators (/ink): The S&P 500 fell 0.9% last week and weakened
relative to its 50-day moving average (50-dma) and its 200-day moving average (200-dma).
The index closed below its 50-dma for a 14th week after four weeks above and closed
below its 200-dma for the 21st time in 23 weeks. It had been above its 200-dma for 81
straight weeks through early February. The S&P 500’s 50-dma moved lower for a 14th
week as the index ticked down to 1.4% below its falling 50-dma from 1.3% below a week
earlier, but is up from a 27-month low of 11.1% below its falling 50-dma in mid-June. That
compares to a 27-week high of 4.9% above its rising 50-dma in early November. The index
had been mostly trading above its 50-dma since late April 2020; in June 2020, it was 11.7%
above, which was the highest since its record high of 14.0% in May 2009. That compares to
27.7% below on March 23, 2020—its lowest reading since it was 29.7% below on Black
Monday, October 19, 1987. The price index closed Friday at 11.5% below its falling 200-
dma, down from 10.9% below a week earlier and up from a 26-month low of 17.1% below
its falling 200-dma in mid-June. The latest reading is down sharply from 10.8% above its
rising 200-dma in early November. That compares to 17.0% above in December 2020,
which was the highest since November 2009 and up from the 26.6% below registered
during the Great Virus Crisis on March 23, 2020—the lowest reading since March 2009. At
its worst levels of the Great Financial Crisis, the S&P 500 index was 25.5% below its 50-
dma on October 10, 2008 and 39.6% below its 200-dma on November 11, 2008.

S&P 500 Sectors Technical Indicators (/ink): Four of 11 S&P 500 sectors traded above
their 50-dmas last week, up from two from a week earlier and an improvement from the two
weeks before the end of June when all 11 sectors were below. Health Care was above for a
third week as Consumer Discretionary, Consumer Staples, and Tech moved back above
and Communication Services moved back below for the 14th time in 15 weeks. Ten of the
11 sectors had a declining 50-dma, unchanged from a week earlier as Health Care’s rose
for a second week. Looking at the more stable longer-term 200-dmas, two sectors were
above for a third straight week. Utilities was above for a third week and Energy for a fifth,
but barely so. For perspective, at the depths of the Great Virus Crisis in April 2020, Health
Care was the only sector trading above its 200-dma. Four sectors have a rising 200-dma,
unchanged from a week earlier. Consumer Staples, Energy, Health Care and Utilities are
the only members of the rising 200-dma club.



https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgK0QW49k_478swsscW6w3KKm59_FwCN6LqmD-QlpVbMPlQsxbdVrnN6YNCf3C6ZtRW4XvQBg4Vg9G-W72n4mZ36HRLPN4YX6ZxW9HlKW7BgJmv7XfpyvW5g8mJ-18yWwrW1-Mxdw91kdqbVD2WdN3fbXZmW4QrxJs2XwQTQVcNxgX1srv_SW29lN4t1KLn_YW1wkPYq5K2fpgW18S4G53vsM2mW8W8Kg76QZrqhW34JmnV3l3wKdW5-gjfQ7L_pGkW8kc-1W5ssBGTW1j1VKZ50tT3W3fgP1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgGTjW60nwK437s181W5_dBjb70gc4wW3xXsz43Rv_RwN9ky7YpXrYMNW3YtTfg75QmgwW34jwPm2_BhpWW1Jhfg_9c48zhW8F029j94vWm7W7bmKGT12FGfDW7QlNDQ1Xd2RfW5sGqvG4Xf1CSW4W5C0j7XpskCW7bpKR-7_ZWPrW5XdkKG4-RgKTW2cQ06_71THmzW6cfCF32ZXn7HW2FdQ0Q8fYkNHW5cFQRF2FgG4WVt_hZ14WHzBDW2-kRw58-GnNyW834GYS5X2bLJW2lX5hL8RTn_P3mfl1

US Economic Indicators

Producer Price Index (l/ink): The final demand PPI accelerated for the second month, from
0.4% in April to 1.1% in June; it averaged monthly gains of 1.3% the first three months of
this year. The yearly rate picked up to 11.3% last month after easing slightly from a record-
high 11.6% in March to 10.9% in June. Meanwhile, core prices—which excludes food,
energy, and trade services—increased only 0.3% in June, the lowest monthly gain since
last September; this measure has been slowing since March’s 1.0% jump. The yearly rate
slowed for the third month since reaching a record-high 7.1% in March, easing to 6.4% in
June. The yearly rate for final demand goods continued to accelerate, reaching 17.9% yly in
June, yet another record high—with nearly 90% of June’s rise traced to energy. In the
meantime, the yearly rate for final demand services continued to slow from March’s record-
high 9.2%, easing to 7.7% in June. The PPI for personal consumption accelerated for the
second month, from zero in April to 1.3% in June—virtually matching the average monthly
gains of 1.2% the first three months of the year. The yearly rate was back in double digits,
accelerating for the second month to 10.3% after easing from a record-high 10.4% in March
to 9.5% in April. Looking at pipeline prices, pressures remain elevated, though have eased
from recent highs. The yearly rate for intermediate goods prices ticked up to 22.1% yly in
June after slowing during four of the prior five months from 26.5% in November (highest
rate since the mid-1970s) to a 13-month low 21.4% in June. Meanwhile, the yearly rate for
crude goods prices picked up to 58.6% y/y—the highest since April 2021’s 59.0%—which
was just a tick below its 59.1% record high in during summer 1973.

Import Prices (link): Import prices rose a smaller-than-expected 0.2% in June—the
smallest gain this year—after averaging monthly gains of 2.2% the first three months of the
year. The yearly rate eased for the third month to 10.7% y/y after accelerating to 13.0% in
March—which was the fastest pace since July 2011. Imported fuel prices rose 5.7% last
month, following gains of 7.0% and 0.8% the prior two months. Import prices excluding fuel
(core import prices) fell 0.5% in June and 0.8% the past two months, with the yearly rate
slowing for the third month from a record-high 7.7% in March to 4.6% by June;
nonpetroleum import prices slowed from 8.1% in March (the highest since 1988) to 5.4%
last month—the smallest yearly rate in nine months. Yearly rates are slowing for the
following import prices from their recent respective peak rates: industrial supplies—which
includes fuels & lubricants—(to 30.0% from 55.2%), food (8.7 from 15.7), and consumer
goods ex autos (2.0 from 3.2). Meanwhile, capital goods (4.0% y/y) and auto (3.0) import
prices both were little changed in June from their recent peaks of 4.2% and 3.2%,
respectively.
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgPz2W7ZytcB1TkFlrW3vgqRr8DSfKlW5hGVyw2sY8VHW7vzmJk393xKzW7qP5fX2KTRDbW3vcr6T3Jlhc8W8JF9GP7tWLmNMsWCNYR-14CW2qLJ0L5BpwQZW6GM4wh1SkgmLN7VvmDbHGHRjN8GCksmSD-lqVTPpYJ4DfBvVW352C3x7HK9dhW7Tqg-h7Qw5VNW5CHQ0y557C1PVxwnQR5jYBpkW8rYk-Z213bdgW4_Jm7565XMWbW6vMWp96s3tfvW2Ssq368H4Zq9W1K7WV33Nc1b532qn1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgY0gN17L69jSxcNhW8_nT4_8F5Rh_W8krplg3cqm_TW63v7FJ74H_p3W8n8mxY99KZQ6N8X4tGPDVdS6W6c8PNB8X-nK7W14_2JQ28VLtzW5xwCTy4g7-wSW3m_ZkG4rSTHyVcYGxW1nNpp4VBjSy05FMTLDW7q16Sh7Y9GYpW7lY2Dx2W-Y-jN84nNkCpfKrMW6m-f9Z4yDbYbW6_RvbR1bq9wFN6bDQJ3bhYSjN1mTDc-SdmByW9hJBNw32xfR7W27dd4g4tv4dVW5C95fp2BXn--3mRV1

Retail Sales (/ink): June retail sales rebounded 1.0% after posting the first negative reading
this year in May (-0.1%), climbing 7.3% ytd to a new record high. Real retail sales slipped
0.3% in June following a 1.1% drop in May, contracting for the third time this year, though
the ytd measure was up 1.8%—boosted by the 2.9% jump the first two months of the year.
Compared to a year ago, nominal sales were up 8.4%, while real sales (-0.5%) were down
fractionally. Auto sales rose 0.9% in June, following a 3.4% loss and a 1.7% gain the prior
two months. Excluding autos, sales were up for sixth consecutive month, by a total of
7.0%—to a new record high. The control group—which excludes autos, gasoline, building
material, and food—rose for the fifth time this year, by 0.8% in June and 4.8% ytd, to a new
record high. Of the 13 nominal retail sales categories, nine rose during June, while four fell.
Here’s a snapshot of the sales performances of the 13 categories during May as well as the
performances versus a year ago and relative to their pre-Covid levels: gasoline stations
(3.6%, 49.1%, 66.3), nonstore retailers (2.2, 9.6, 57.2), furniture & home furnishings (1.4,
4.6, 20.7), miscellaneous store retailers (1.4, 15,1,38.8), food services & drinking places
(1.0, 13.4, 26.1), motor vehicles (0.8, 0.0, 23.6), sporting goods & hobby stores (0.8, 2.7,
38.3), food & beverage stores (0.4, 7.1, 20.8), electronics & appliance stores (0.4, -9.1, 4.1),
health & personal care stores (-0.1, -0.6, 11.5), general merchandise stores (-0.2, 1.5,
12.3), clothing & accessories stores (-0.4, -0.2, 13.3), building materials & garden
equipment & supplies (-0.9, 6.4, 29.0).

Consumer Sentiment Index (/ink): Consumer sentiment in mid-July barely budged from
June’s record low, as consumers’ assessments of their personal finances continued to
deteriorate, recording the weakest reading since 2011, and buying conditions were 26%
below a year ago. The Consumer Sentiment Index (CSl) rose for only the second time this
year, ticking up to 51.1 in July after sliding five of the prior six months—from 70.6 in
December to a new record low of 50.0 in June. The consumer expectations component fell
for the sixth time this year, dropping 21.0 points ytd—from 68.3 to 47.3—the lowest level
since spring 1980. Meanwhile, there were signs of life in the present situation component,
which moved up to 57.1 this month after plunging 20.4 points the first half of the year from
74.2 in December to a record low of 53.8 in June. The report notes, “The share of
consumers blaming inflation for eroding their living standards continued to rise to 49%,
matching the all-time high reached during the Great Recession. These negative views
endured in the face of the recent moderation in gas prices at the pump.” That being said,
there was a slight easing in the expected inflation rates this month: The one-year rate ticked
down to 5.2% from 5.3% in June and the recent high of 5.4% in March and April, and the
five-year rate fell from its recent high of 3.1% in June to 2.8%.

Business Sales & Inventories (/ink): Business Sales & Inventories (link): Nominal

11


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7Cg-nFW8M6fTb3BmZtCN5K67JmrmCWnW5q4ZFJ4p2VMWW2CJznk7ktxJ4W6bTwgr68PzQZN2CF_ns79vMbW6mwWR37pKRQ4N4LnG6C6Qgs6W5vsH0T4_rFQ1W1n6fNm487DMkVXPWVv2nYGmGVDrxy864Jfz1W46C6Nh7QBlZzW24VlRQ8qg2XjW6W9vzq82z5NFN1nmWM0FxYvwW59kgpp5h1_ZFN5TdHqMT4gXdW8hGRMD2r4RlbW6JYBzl1JkZS0W6cFpCr7TW0ZSDdl1BgQh8T35Yn1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7Cg-6PVyVSpf5GjlR4VGwHSq4Bg0dCW57j0gS1b8KyMW3d8Dhm8Nkg9WW5m4vX06phDPGW676tsR3PgdvtW7xHFNt3DcypcW78qRYN1wGVyrW2X7D3-1bHg24W1Xhp_v4MrjRmN9fDTP07zl10VGp_Zx8SmQS5W1X075Y1qWY6vW2HX_hx8tx3lwW1Yj9Jl35dYV6W3JrQtq4JvHJKW3Gcv0F8Nm3m7W2LKrb93JHY98W419Fsh6Gj3_fW8RwVHG8x50qTW1YCjNV3dVbQzW2GhcTn8gBrYS3jw21
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlVm3q905V1-WJV7CgBRJW6M-J9k2MZrDSW4gGDTH4StkjLW6FcWsT27_FxTW726WVz2bTFFcV6gs5L6nhH4BM_87Ps6qnbqW8nk4NH83vd3vW7pnjXX5l4dnwW8rLykC3xrPlQW8S8K1c3D-rYLW4xNSCr7VVgx9W6rgNwm4g9q_tN2PjWsH8tgz_W8GfYgD97jwD4W8ykj-26lsDChMNyrP9ZmG5VW5T6N5l8qkyJyW8qp5lN5TbNwhW3kHY436Z6Tt7W2VWHlm87ZQJ4W1KjsTL6GMcGNW34gzCT3QZ_2MN2zRjq6grKgSW6KjWGq2drqqy3mJx1

business sales in May climbed to another new record high, while April real business sales
(reported with a lag) remains in a volatile flat trend below March 2021’s record high.
Nominal business sales expanded for the eighth time in nine months, climbing 0.7% in May
and 11.8% over the period; it's up 60.0% since its pandemic-related bottom. Meanwhile,
real business sales fell for the third successive month, by a total of 2.1%, after rebounding
1.2% at the start of the year. These sales are 2.7% below the record high posted last
March. Real sales for wholesalers were flat in April after falling the prior two months from
January’s record high, contracting 3.4% ytd, while real sales for retailers continue to bounce
between positive and negative, with April sales 6.5% below last March’s record high.
Meanwhile, real manufacturing sales have dropped the first four months of this year, sinking
1.3% in April and 3.2% over the period. In the meantime, the real inventories-to-sales ratio
moved up to 1.46 in April from its recent low of 1.38; it was at 1.45 last February. The
nominal ratio edged up for the third month, to 1.30 in May, after slipping from 1.29 in
December to 1.27 the first two months of this year. It was at a near-record low of 1.26 in
November.

Industrial Production (/ink): Industrial output fell for the first time this year after reaching
new record highs in both April and May. Headline production dipped 0.2% in June after
climbing 2.8% the first five months of the year, while manufacturing output contracted 0.5%
in both May and June—falling three months and rising three months the first half of this
year—for a 1.3% ytd gain. By market group, consumer goods production is looking toppy
after rising the first four months of this year, with consumer durable and nondurable goods
production contracting 3.6% and 0.8%, respectively, during the two months through June
after climbing 6.0% and 2.8% during the four months through April—durable goods
production to a new record high. Within consumer durable goods, production of home
electronics continued to set new record highs, while auto production contracted 2.8% during
the two months through June but remained in record territory. Meanwhile, production of
appliances & furniture has tumbled 13.5% over the past two months. Business equipment
production remains on an uptrend, climbing 3.3% ytd and 7.9% y/y, though has shown little
growth the past two months. Industrial equipment output climbed for the seventh time in
eight months, by 0.6% m/m and 6.8% over the period, to its highest level since the start of
2015. Meanwhile, production of information & processing related equipment remained
stalled around record highs in June—within 1.7% of last August’s record high—uwhile transit
equipment output has fluctuated in a flat trend over the past 18 months, climbing back to the
top of that range the past few months.

Capacity Utilization (/ink): The headline capacity utilization rate in June slipped for the
second month to 80.0% after climbing to 80.4% in April, which was the highest since March
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgJstW90mmDq6F5WCNW27fQD73BTxtQW3H4Gfn1MhF51W87J46w8KYqbCW6YJfDM8wQyVqW753kZm7HnBHxW9k_qbj8Q86X0W7zTQQG3Rj5dTW3DLxK5113xG7N8tyskr644YGW66j1nr34x1STW5qrgWy5Yry8FW9lWbtW7xrdk_W6jBMG946HhMXW3GTDB77pdjmfW5KLQlv2b98SHW3lwP6F71yMkGVJKQSs6Mv3P_W5bV19l2CwjmNW8yzHkX8CNLD4W4pVVKL5f4kByN74-BGqY5cbX33Sy1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXh5jx8rzPdpW6PbtmF73F-sXVmLt1V4MCB-vMLtlV33q8_QV1-WJV7CgNVXW3Lzq5c369xCtW3vkqPJ11_1n1W1nZYbW9hlM9PN6wrcBrBpnsnV10Y1y64dSkQW25dkBw2jvBwGW5DDKkB73FgxYW2zPqmb5zL6d2W6NLlQ43JRymhW6Y1cCr1_9N8kW67fhX85vcVqTW3dxScL3y6vXCN3KGQ2gCJzHkW2t4y76840kLHW88HZb94CvFKzV6wrJ65LMNq5W8RFKVc181GDTW7wM6SK7Ftf6PW7zjXh34xSj9ZW92myfY587tShW8_s5rR97Kx08VLkDwx3G1Z_C3gWH1

2008—with June’s rate 0.4ppt above its long-run (1972-2021) average. The manufacturing
utilization rate fell from 80.3% in April (highest since summer 2000) to 79.3% in June—
1.1ppts above its long-run average. Meanwhile, the capacity utilization rate for mining rose
from 86.1% in April to 88.0% in June—the highest since mid-2019, while the utilities rate fell
from 77.0% to 75.8% in June. The capacity utilization rate from mining was 1.7ppts above
its long-term average, while the utilities rate was 8.9ppts below its average.

Regional M-PMI (link): The New York Fed has provided the first glimpse of manufacturing
activity for July and showed another sharp move up—returning to expansionary territory—
while price pressures eased. Meanwhile, the six-month outlook is gloomy. July’s composite
index jumped 22.7 points the past two months—to 11.1—after plunging from 24.6 in April to
-11.6 in May. Shipments expanded significantly over the two-month period by 40.7 points
(to 25.3 from -15.4 in May), while the rebound in orders (6.2 from -8.8) was less than half
that. Untilled orders (-5.2 from -4.3 in June) moved further into negative territory this month,
after turning negative for the first time in 17 months in June. Inventories (14.8 from 17.8)
continued to expand at a healthy pace. Meanwhile, the delivery times index fell from 32.7 in
March to 8.7 this month, suggesting that delivery times lengthened. Price pressures eased
this month. The prices-paid index slowed to a 17-month low of 64.3 this month, down from
April’s 86.4 record high, while the prices-received index eased to a 16-month low of 31.3
from its record high of 56.1 in March. Looking ahead, firms expect activity to decline over
the next six months, with sentiment plunging to -6.2 from 14.0 in June and 35.0 at the start
of the year—only the fourth negative reading in the history of the series. Orders (0.0 from
13.5) are expected to be flat, while shipments (7.2 from 19.4) are expected to expand at the
slowest pace since February 2009. Meanwhile, delivery times (-9.6 from -13.7) and unfilled
orders (-22.6 from -14.5) are expected to continue to decline over the next six months. The
six-month inflation measures showed both the prices-paid (to 43.5 from 76.7 in January)
and prices-received (28.7 from 62.1) gauges have eased noticeably from their record highs
at the start of this year.
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