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YRI Webcast. Replays of Dr. Ed’s Monday webcasts are available here. 
  
The Fed I: Waiting For An Answer From Talking Fed Heads. Melissa and I have been 
wondering how much federal funds rate hiking does the current round of quantitative 
tightening (QT2) equal? Last week, in the July 20 Morning Briefing, we asked a similar 
question about the 10% increase in the US dollar index (DXY) since the start of this year. 
  
Let’s just say that each equates to a 50bps rate hike, so collectively they exert the 
equivalent of 100bps of rate hiking, at least. Now let’s say that absent these two non-rate-
related tightening sources, the Fed’s current monetary tightening cycle would take the 
federal funds rate to a peak of 4.00% from 1.50% currently. Then with these two sources in 
place, the peak would be only 3.00%. 
  
Fed officials have been remarkably silent on this question. They were much more talkative 
and informative about similar developments in the past when they were justifying their ultra-
easy monetary policies: 
  
(1) William Dudley on QE2. In my 2020 book Fed Watching For Fun & Profit, I wrote: 
“William Dudley, the president of the Federal Reserve Bank of New York, gave a speech on 
October 1, 2010 favoring another round of QE with specific numbers: ‘[S]ome simple 
calculations based on recent experience suggest that $500 billion of purchases would 
provide about as much stimulus as a reduction in the federal funds rate of between half a 
point and three quarters of a point.’” His basic argument was that despite the downside of 
additional QE, it was the only tool the Fed had left to meet its congressional mandate to 

 
Check out the accompanying chart collection. 
  
Executive Summary: The Fed may have 100bps less of rate hiking to do thanks to the tightening 
effects of the strong dollar and QT2, the Fed’s balance-sheet-reduction plan. That means the Fed may 
be done raising the federal funds rate in September after just two more 75bps increases to 3.00%. … 
Indeed, the Treasury market appears to be discounting a 3.00% peak, sooner rather than later. … The 
mortgage market in particular must be discounting QT2, as the Fed’s rate hiking alone can’t account 
for how high mortgage rates have soared, depressing housing and weakening the economy. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgQY1W6mCxF58-g0YyW6Zzr8Q80fZCMW5zTyWS47FRFwW6yQHww4L6ZhwW5Bf4Cz2DsF3KW3k23ZK6Jv18qW2z1vyv3CkszPN5Lvt852JPrGW8wbf6S1YXhMyW2WGJcj1K0mRxN5WyFxwgFyhqW3pPC1Q33scJFW8yTyTZ44l3RRW6Q_xxF7b4jckW5mKZ9B3m2qrtW5kYgXq2917gwW4r4bVW5JwlH8N8xrv8ps-7x7W3hzS4q4l6MhJW8b7Xwq8NHPb_W5ZrYTG3GWymbW32Ys433WfM_M3dsW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGB3q905V1-WJV7CgRLHW14V3J88jxyc9W8qz_Pn1phnDjW59VN-W1JBq_LW1DjrDF2lKYWvW2LHmsZ55dHBpW4JRhLH2CD8PlW8qqfzk7HYR4ZW4DrnPb55LW7sMLNHTKL_LJLW4xTCHY5PBszSW4SGJr482G9NSW5Dl8sQ8vfW2_VY143m1ymYH_W2fcH4Y56GlTxW99r5_C28Zs7LW6XDKdZ2cqWDwW5YjQSD7bW4LGW5TNLK225yLH2W3F7rP97ZR57-W2RX0DM2YCKv_W7Y3CtP41qzwBW8PM-JC2Ls_Q2N37XvK3Lp134W3XmNLs5nyZhw3jMB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXFJ5nKvpV3Zsc37CgXF8N5n5xlmxTK2MW1bjSQT7L69r-W3ZRxMg6wbhGwW1HktMj8_zncsW2r4YX58NNS9TW8CmRll76vb7QW84qT1g6hjKr0W7qkVrW8klK7dW7JqmmR2Wz0tlW7DkYVv1Hw33TW2ZtLvM7rFgk0W8PX7qD7n0WCJW16qGDl18DkJ9W8Zcc-S55tBMqW6ZQRxy5XXtjPW7bTnjM6P88wKW7-12hD8w9R49W3K6TrP5syp97N3X0mTCqpwfHW3byQk59kqbYCW24Zmtf8nmX3yW5tCbZl5FZXsjVlcCpf5VlcYnW6qhrJq4CMnckW1ZGK0h5fqgLsW8Pbht45mwKZXMy7_C7cd_w_VmYv8787KlqVN3F2xYJjx0whW6dpGRh683-vHN9l58wqxpXcKW4HMNms7LH_d_W1ZnRBb4xtCLJVP8ZyC4kvSyQ3hNq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgSS1W3Y3pm_5JWGTpV9cKCG4RhlBxW4-stwg6Lm-LsW1KLX8l2CP0jWW3p1SP336n_fpN1zzX3-FSdkXW1zF_NG7jSZf9W8Yd-Rd3prgJbVjFrYX2gz_mYVZ6SGb7LTV9wW3ghmgF8Zwp7fW8sZ9zF2CcWl2W8MGF7J3dczmcW5BZwFp3lVM_QVlR8K735_T49W4xgCCk3fZGfqW370cCC75C5M4W8Z69G98yNDN4W1f76r26kKVqmW7YvzSc6czRBJW86yRvs6bZ4w2W8xHVyy1ZThRW3d7V1
https://www.yardeni.com/pub/cc_20220726.pdf
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reduce the unemployment rate since the federal funds rate was at the “lower bound.” (Back 
then in 2010, I argued that if the Fed’s econometric model was calling for a negative official 
policy rate, then either there was something wrong with the model or the Fed was trying to 
fix economic problems that could not be fixed with monetary policy.) 
  
(2) Lael Brainard on the strong dollar. As we noted in the July 20 Morning Briefing linked 
above, on September 12, 2016, Fed Governor Lael Brainard presented a speech titled “The 
‘New Normal’ and What It Means for Monetary Policy,” calling for “prudence in the removal 
of policy accommodation.” She listed several reasons for this, including a very specific 
estimate of the impact of the strong dollar on the economy. She said, “In particular, 
estimates from the FRB/US model suggest that the nearly 20 percent appreciation of the 
dollar from June 2014 to January of this year could be having an effect on US economic 
activity roughly equivalent to a 200-basis-point increase in the federal funds rate.” 
  
In a December 1, 2015 speech titled “Normalizing Monetary Policy When the Neutral 
Interest Rate Is Low,” Brainard stated, “According to the Board’s FRB/US model, it would 
require lowering the path of the federal funds rate by roughly 1 percentage point over the 
medium term to insulate domestic employment from the 15 percent stronger exchange rate 
in inflation adjusted terms” that had occurred since June 2014. Again, she called for 
prudence in normalizing monetary policy: “In effect, this spillover from abroad implies some 
limitations on the extent to which U.S. monetary conditions can diverge from global 
conditions.” 
  
(3) Bottom line. We conclude that the peak in the federal funds rate during the current 
monetary tightening cycle will be lower than otherwise because the combination of QT2 and 
the strong dollar are equivalent to at least a 100bps increase in the federal funds rate. In 
addition, the extraordinary jump in both short-term and long-term interest rates in the fixed-
income markets has already accomplished much of the tightening for the Fed. The markets 
have already discounted a peak federal funds rate of 3.00%-3.25%, which is where it will be 
assuming that the Fed hikes the rate by 75bps on Wednesday and 75bps again at the end 
of September, as widely expected. 
  
The Fed II: The Markets Have An Answer. The financial markets are currently signaling 
that the peak in the federal funds rate is likely to be 3.00%, according to the 2-year US 
Treasury yield, which tends to lead the federal funds rate by about six to 12 months (Fig. 1 
and Fig. 2). The 2-year yield peaked at 3.45% on June 14. It was down to 3.04% yesterday. 
In addition, the yield-curve spread between the 10-year and 2-year Treasury notes turned 
negative last week, falling to -20bps on Friday (Fig. 3). That signals that bond investors 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGV3q90pV1-WJV7CgQxRVSN18F91SQ2-W6_-xTb6g60skW1tqXZB4Rj2VkN5MLyGhqMGkLW8nXb4G4Bm3v6W83BkVW2knf6zW5MVxjT99TGSHW1NZMXD13zvq_W6S7tFg5JXXn-W713NVC1nkH9lN48sg81Cl6TkW8wYtBg47L7b1W3Y33y07qPQtKW7HxH8C6K6K8QW1WQ8ml3DnnRXW59_Tr88zk-NyW7FK2Jm1bzhZ4W6YjDGn1DMsgzW3wlP-18Bp1z7W6TkKm84_VjWrW1d-2P481kSjHN69nzQH8TFr9W7hsV0R7FSFWtW7sfTjy8YJlGkN2LbzfJllHXjW1q8qf741K9gn3kdz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGV3q90pV1-WJV7CgL3FW4rX89z1GsyhMW69SHYS366Ym7W94Z28T7WTKKyVVLXdH7fMm3rW5qWCdK2D52YQW6fhlK66fwrNVW33VJzk84W-bCW5KTK173Tv5q4Mc797TnhKcZN757MD22HYRyN3wvrXGSRHQYW5JMw3B7cJl7FW6lr07B4S9qChW81Jtw987Y-SGW86vVLK9dTvDXW2C4QVc7R1Nv7V-4TJp20JslTW112bT-8_dPtXW7XcksV1lw0yCN6bFLsCgdSlWW8bw_XG4bvYw-W1PxKx74vZqKgW4Q0mVF8M_pmKW5J-KBL54G1X3W2-2fDJ1df32qW9l8lwD5LTvVm39y51
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7Cg-61W8dWtNy2wx641W4hY6jH1R13YjW2m_dxX643hqkW5H00hG1FhZ6vW2pcMMB8B2f5gW4J0k9b9lgkx7W2TzpPy4VNgRkW8fzTTQ1Wy44QVLWkGb26xKHdV3pZql9j-YgBW1stjTj4njD-KVBMp4H3KB0LmW47k48Q10ntdLW728Fgs4bc1YvW2wSrdg1QmMXmW8wq0qr6cxgnSW6V4Lwg19ntGLW79D-nC6mbkBdW7yNzw-2cQmSxW43HCs98B2kxNW9fwvW_3D0gycVdrSl74PqHnx3dNf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7Cg-3QW7vZ6259jQ8xcW2B2CM_7LWNMcW5Y_PVZ4HQG7BW1sW99Y8lBbCgW4xtDmQ6XtB-PW2PmsB85VxClCW2bhlBm1LdqVpW5j3Tfl1fW60BW3hnw9B1LwgWXW1Ms5Lm90XJPkW3lMzRM50_2kMW5WW6J380Pdx7Vn56hX2YF5ztW3x1sWV1w9yT_N7lhy5FtDVHcW1d_Nb-2RLPJFW5DG6Wy4KNkpmW8RZ88V15tWWcN6TDD4N6Dv_vW3dJrJY4L32yRW8lTp_243g-cWW92Rj0M1Yrq0335FW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgJ-RW1mlHJV7GZxVpW3JwCWc7WNN1YW785RTY1HZBD9W3XPctN5qmdP2W65K1mw45PkxgW4hFtB97rLll3W8gm6jl1khkYlW91bkCz4WHwDHN3Zw2vwKj27NW57YGPk2qhWlmN6t7sJLclW-LW84p80q4R3zcpW4lc0ZD56N7NxW2nxZ0k685tTHW7XQSSf5ps0WBW5QtmX67z3FR5N4RT_5ZXXy5zW5GxJTC896zdwW9cfrrz4ZZQYbW8Mbjx06Jd0Y4W3bQ66t1Y-cRSW3plQS34gGCMj392l1
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believe that the Fed’s monetary tightening cycle will end sooner rather than later, as the 
economy slows. 
  
While the Fed has raised the federal funds rate by only 150bps so far during the current 
monetary policy tightening cycle, the credit markets seem to have discounted the full 
tightening cycle. In other words, if the Fed proceeds with a 75bps rate hike right after 
Wednesday’s meeting of the FOMC and follows up with another 75bps at the September 
meeting of the FOMC, yields might not follow suit since they’ve already anticipated these 
moves, as noted in the previous section. 
  
In addition, the credit markets seem to have discounted QT2, especially the mortgage 
market. Consider the following: 
  
(1) Mortgage rates go vertical. Mortgage rates have soared much faster and much higher 
than can be explained by the actual and expected hikes in the federal funds rate since the 
start of this year, in our opinion. Soaring mortgage rates combined with record-high home 
prices have depressed housing, accounting for much of the recent weakness of the 
economy. 
  
The 30-year fixed-rate mortgage yield jumped from 3.29% at the start of this year to 5.73% 
on Friday (Fig. 4). Its spread with the 10-year Treasury yield soared from 177bps at the start 
of the year to 296bps on Friday (Fig. 5). This spread tends to hover between 150bps and 
200bps during normal times. 
  
(2) Feddie shutting down mortgage business. The jump in the mortgage yield spread is 
reminiscent of similar ascents in this yield during the Great Financial Crisis (GFC) and the 
Great Virus Crisis (GVC). The obvious explanation for this year’s extravaganza is that the 
December 2021 minutes of the FOMC, released on January 5 of this year, indicated that the 
Fed was getting closer to ending QE4 and starting QT2. In addition, the minutes signaled 
that “Feddie” (the distant cousin of Fannie Mae and Freddie Mac since the GFC through the 
GVC) was getting out of the mortgage financing business: 
  
“Consistent with the previous normalization principles, some participants expressed a 
preference for the Federal Reserve’s asset holdings to consist primarily of Treasury 
securities in the longer run. To achieve such a composition, some participants favored 
reinvesting principal from agency MBS into Treasury securities relatively soon or letting 
agency MBS run off the balance sheet faster than Treasury securities.” 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgV-tVrytPf6v8CvYW6g8zpv4KLyMNW5j-szh2br75HW8X1TXD5n8NC6W5NryvL2fnn45W6z02PM6dtQ_9VCkXfW15j4XbW5W8gMj5swmmNW7sd4636gWFzpW8H9q9W7QDL7yW7h6Yz71qX49jW71Y2c-4spcyPW5Nnqmt4P5zR2W2xqf-d15nd9_W77lVQc5DgnGgW142X7z3DcrsjN1LRh-1DsNY6V8Lhzm2VwsZXW6Fcxmh8wjtTbW4990G-2ChDZ5N8m6pjcvhSjJVnZC_D9f63dh3msm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgKnMW20gwbK50pR9MW8VjBNB62DyCnW5kkyVN4bGM-yW3Nk2Kr8l_X92W1Dgn8N5_JHWRN4zNMVLQw4L8W6-5n_d3CM-X9W6K-Dff3WggXqW5pr27C4Q40XwW7f4t-D3_WlK3W643yH53YhD-9N6bS7TQc27nqW8rsKQl3fVr8BW1RCYNR34Ltx9W2x2Xg72dWdn8N43lzSY94fGRW8nQxZ25xg8B7W7qwmvz7MCBQ4W4cVM8G32DKKmN4mz2JdMRTv3W5QMc4q75RptrW2cHGx_7fv3fd3mQw1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGV3q90pV1-WJV7CgHvvW3B_GqF1xdCPXW1Bpndd3NXwMGW3RYxt44dRx9VW4jG7C630MqJ0W5ggrrq5ljkrZW73Zqmf5QH5FfW8VD_fz19Jk5lW7lxSW215Xh4ZW6Ckg4L1RfM47W8n7XDK8bDdcXN2CgqHFXPKWBW6hsZgk7xMNf9W8z5fkk6cHDxpN7c6Mm_txWDJVCqcGJ23YMyPW8_Vtt43-9jvNW7kJpvq4GqgB6W6hmZ6T1NQbnYW6b9HWL6VtbpfW43kk7S42p_cNW2WyC6N5kdzBRW2FcMYm44vw2fW255cJL274Qg-W8X0Yjm4jWlGKW8yyjzV7MsQvrW3HXszx1JC2nf3mzJ1
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(3) QT2 unveiled. Following the May 3-4 meeting of the FOMC, the Fed issued a press 
release titled “Plans for Reducing the Size of the Federal Reserve’s Balance Sheet.” During 
June through August, the Fed will reduce its balance sheet by running off maturing 
securities, which will drop its holdings of Treasury securities by $30.0 billion per month and 
its holdings of agency debt and mortgage-backed securities (MBS) by $17.5 billion per 
month. So that’s a decline of $142.5 billion over those first three months of QT2. 
  
Starting in September, the runoff will be set at $60 billion for Treasury holdings and $35 
billion for agency debt and MBS. That’s $95 billion per month. There’s no amount set or 
termination date specified for QT2. The press release simply states that “the Committee 
intends to slow and then stop the decline in the size of the balance sheet when reserve 
balances are somewhat above the level it judges to be consistent with ample reserves.” 
  
Assuming that QT2 is terminated at the end of 2024, the Fed’s holdings of securities would 
decline by $2.7 trillion, to $5.8 trillion from $8.5 trillion in May. Its holdings of Treasuries and 
MBS would decline by $1.7 trillion and 1.0 trillion, respectively, by the end of 2024 (Fig. 6, 
Fig. 7, and Fig. 8). 
  
In our opinion, the extraordinary jump in mortgage rates and in the mortgage yield spread 
since the start of this year can be largely explained by the market’s anticipation of QT2 in 
addition to the Fed’s rate hiking (Fig. 9 and Fig. 10). 
  
(4) Demand destruction in the housing market. The Fed’s goal is to slow demand relative to 
supply to bring down inflation. It is doing so in the housing market and in the market for 
housing-related goods and services. The mortgage index for purchasing homes dropped 
22.4% since the start of the year through the July 15 week (Fig. 11). The sum of new plus 
existing single-family home sales dropped 16.5% during the past four months through May. 
Housing-related retail sales have weakened in recent months, especially on an inflation-
adjusted basis (Fig. 12). 
  
The Fed III: A Fed Study Has An Answer. Last but not least, we found a recent study 
titled “How Many Rate Hikes Does Quantitative Tightening Equal?” It is by Bin Wei, a 
research economist and adviser in the Research Department at the Federal Reserve Bank 
of Atlanta. He summarized his findings as follows: “In this article, I examine the question of 
how to quantify the equivalence between interest rate hikes and quantitative tightening 
(QT). Using a simple ‘preferred habit’ model I estimate that a $2.2 trillion passive roll-off of 
nominal Treasury securities from the Federal Reserve’s balance sheet over three years is 
equivalent to an increase of 29 basis points in the current federal funds rate at normal 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGV3q90pV1-WJV7CgLkTVYYCL_6B8N-7W5RSTB_4VXZk7W4Fqk4j1Jtv4rW37HXJH1BKQplW4jHjf523b9KbW48kRBl1x-qd2N3fFTMmBL2RJVZL7DC2WL814W6YChH99fNXGpW4wJVB83XT_8WN8XBt_BGRS0WVl2y5p7Q6cZPV4vXdh499fVfW2wdhZz5JhbbTN8h736yvPSY9N5_XtxyHrWjTW2Vlv4p6b0nzHW80xyhB1zlZ_tW53SR276tfDXdW1_HlTf3KKS4CW7Xbr8B6Rf47FW4MWDTh6NRwLHW6VLfMp3xKf-WW7d8Pzk2cdYTDW8W5TPz8DW_JYW3dTbx438y8R131Jt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGV3q90pV1-WJV7CgLkTVYYCL_6B8N-7W5RSTB_4VXZk7W4Fqk4j1Jtv4rW37HXJH1BKQplW4jHjf523b9KbW48kRBl1x-qd2N3fFTMmBL2RJVZL7DC2WL814W6YChH99fNXGpW4wJVB83XT_8WN8XBt_BGRS0WVl2y5p7Q6cZPV4vXdh499fVfW2wdhZz5JhbbTN8h736yvPSY9N5_XtxyHrWjTW2Vlv4p6b0nzHW80xyhB1zlZ_tW53SR276tfDXdW1_HlTf3KKS4CW7Xbr8B6Rf47FW4MWDTh6NRwLHW6VLfMp3xKf-WW7d8Pzk2cdYTDW8W5TPz8DW_JYW3dTbx438y8R131Jt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgT4_W5LW_XQ8JhQ_QW29Ty9C1g8PR8W4mg9Sr6scjFRW7hwmYk3700cxW19JN001vFH6MW7FFQ1N3Sc0-QVwgmSs7X7TpgW2zhbtz7dRqmKN2n1K59qKTTfW4-2GBQ5XLSFRW2Shx3y3hqx7LW4sz5802ZV9MdW5WC5d_4VGtrFW6NFtmC5zjKljW7pwXFk2V9WfgW6S1_KZ1VjY-GW8CCXHK68dg5QW6ynRXx7Wyg6yW50hbhL5lMR2WVJy0Sn1ylRP2N7PJXsSL-9NqV18Ptl2YsyyF39Qw1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgPh-W8CvMtj1n5jZ4W595WX09kT8KfW24cMqt2VYp_TW3T-37G7GD83KW3Bpyrl54gTJ1W6vGsm26xNqZsVB70b_68pCH7W3HHNN62d2cF9W7fHVDg52zCbLW643-dW7CB7WKVccFcD22QKjkW1lsg564zzBWVW22Wc_b1bbBw9W5MRbqj2TnvJQW7Rv9PW3HttSYW2Pm-DJ73pc2CW7WD21r3-KHCjW2CnT-T8rfNnsW8LwZXb5RRDXwW2Ndg0m7-VQwnW7yfXhZ40DVVYW3MhHpJ34Q3QG3bXT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgTq2W5ddwv27Zz6XCN24cDRxhrTvHW62HcZc4TlK9BW90WfrH1B7ykDW3b8McG7BskhxW3RXPXl2rfKwpW1vmJqc3xpyj7Vs9rmN74qR69W8jqzsx68StXrW77J-Ml13NKpGW4hqGS82D7l6BW8wXFJS8hdtt1W1ppZts1wCqqvW6-8YmB6vlw59VkbRdZ6cHvbzW7bkSvk3GbbPVMHV_6Z7x5gbW5q4cll3JLrQCW7CmtXz8rJfXgW337Hg84bZ1xBW5grvRN2-QqXKW66thGC1t1jQg361-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgZlKW4Jq5b_1fpLTQW4FxzgS1hwSG1VkVLqs5n75MgW65TNPb2pjHSsW4jss-z64t0bnW4GvKW_8yzRw9W7Rnj-k74jkzmW7fF17k42jsMzW86-9bR3kSn-BW1VHgQx1-Sw1KN2ydDP2JR65TW5lQBBD1scc7BW7sjZsN3HBtWBW583ylg5X3v8mN4tGPJSMqk1XW1CcGTQ8T84rFN1_mbb1l_7_LW7_tFY225vXZ9W64V4525PNy8KW8JtsVP2fKwQbW5y986f1rvgCjN2k2Vjwlg6rd36jf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgYw9W4_qswG4K2V1DW2DqVHs4Dz-LjW391pw36Smw2rN61G9Tv4cV5jMbqs9zSx1xnN2fYpx6Y-vPxN8TbWkyvrr3jVNC__03wlm8RVsKFSJ43xkBsW47rvnN3vm7b8VLZm5l2tg8TNW36PbZY5190bwW6nBqns97bhQTVZ4Dt47MPcrXW4K-zqm6rPKLKW7knKnn4PXKlmW3L1Tch3SNFRHW28q7dt8PHPRDW1gPf938q02MCVVY6dF5xm7zMW4qMJxG77T25nVj62s67YkH1023X1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgXS_W47SbZz5lvZqKW79qRWm6pMLx8LFZDZxrrSBW4nntfD59G9D9Vgz3lC30LmJPW5DMVLr49x6WCW2fHjGh2C19-DW12yJqk4lHyCDW4NPMrl45g3Z7W4CzDj85PKHwfW433mJz8QPdsmW7ws4YJ7Q0KjdW7LRlYj39WjBQW2YtPqm6Dq841V5nVB51JqSW_W12wy-y33rYfPW6FS77Y3pF8hPW3BQV5t6gJgs0W5yLc8G1J-qk8W1fV4w668gfY-W1Gg9KW5mG1swW5v9ls-5BfQXB3gG51
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgLxpW8Kb2rq3fq7ZfW1GHM8G3_xhwrW3x8kQy67-slKW2Cf1Bv2hfNlkW8wMt6n5fwbFcW83mg993mMXd_W96H_gX6-n8KzW2rRwch6k4_qkW72ZMCQ2dsGSzW4ScP3p4kXqHjVKyZWR7z3QH4W6XmvBm4jNsMZMDKsKBVsMNDW5FLjV02q5bDRW1sQ86v6MxPGwW96sb_k8B6RynW1W6M4P99Bkv-W6s7fHr62m-F0W2ghRHN3wqV-5Vk7VYN2m2R2kW2jvj3n9cLHzvN5rPQV-hYmH-3j8X1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgF6RVJn0jb35xkFSW4gt48F268B6rN70wfLmxMdpJW95bKj65MFKJpW8xlxJy6P4mhtW3BchQ944FZrpVYJQw58PLYYhW4s9F5C2cVkqFW2X6gr28JW9j7N3XBxpdvs4VTW8bf45m5n-7SLW4fPJcM6hwL2lW6G-Nvl7YZt2hW7rJ23R6Z_R-cW5rZtQR6bJDVyW5kN8nm79LKYqW88qMVk74dM9TW2s9b9f36fsKNW6X7k4L62sLnfW6RF9NC1m223bW3qfPGm8dgdLBW44XpNV3RdfMx39lK1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXF_5nKvJV3Zsc37CgDdCN2K9WkmnNWg-W5pR8vv3YlJgqVg5hmM5XPzT7W4fNMpP2tsrV-W9f772D7NwWMpW7VTGzP1k_gfDTHY0185H5WxW157ws94PYZ1TN8J15ZzCRPpjW7bkgKn60T5pNW44QXLS53CtS2W94t6PZ6LJVpbN7tR8q6_MnD4W4VBY147MCbH1W2FNCJT3nXGmBN6ksDqthmdC6W2xQK2g73kpDSW7TBwTp80XzfHW5bF_tr3VLbkXW5bJR513h5S0PW525-bj7jFRPVVHGGll5WxH92N7nX_sdSSbnNW7X6YR12Ddt6VW3QDvYh8N45ywW3wShf11jJ6C-W2zY2hf6Hyr_XW3-C_cy2n1dpFW5ffLrT7DSG2sW7Wr-0d318dCWW6XPKY46sLd-xW43_nxT2M9V4wW3j9B6X1GJYPTW1-n5BV17ZThbN1-7yRgTpSWcN1LP3lhsmmzt38nd1
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times, but 74 basis points during turbulent periods.” (Hat tip to Doug Vogt for sharing that 
study.) 
  

 

Calendars 
  
US: Tues: Consumer Confidence 97.3; Richmond Fed Manufacturing Index -17; New 
Home Sales 664k; S&P/CS HPI Composite 1.5%m/m/20.8%y/y; API Weekly Crude Oil 
Inventories. Wed: Durable Goods Orders Total, Core, Ex Defense, and Nondefense Capital 
Goods Ex Autos -0.3%/0.3%/-0.5%/0.2%;  Wholesale & Retail Inventories; Goods Trade 
Balance; Pending Home Sales -1.5%; MBA Mortgage Applications; Crude Oil Inventories; 
Gasoline Production; Fed Interest Rate Decision 2.50%; FOMC Statement. (Bloomberg 
estimates) 
  
Global: Tues: Spain CPI; Japan CPI; Australia CPI 1.9%q/q/6.3%y/y; China Industrial 
Profits. Wed: Germany Gfk Consumer Climate -29; France Consumer Confidence 80; Italy 
Consumer & Business Confidence 96/108; Japan Leading & Coincident Indicators. 
(Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings dropped for a second 
straight week for LargeCap and MidCap, but SmallCap’s rose for the first time in three 
weeks. However, none of these three indexes had forward earnings at a record high for a 
fourth straight week. LargeCap’s has fallen in five of the past 12 weeks and is now 0.2% 
below its record high at the end of June. MidCap’s has dropped in five of the past six weeks 
and is 0.9% below its record high in early June. SmallCap’s rose 0.2% w/w to 2.5% below 
its record high in mid-June. In what was an extraordinary V-shaped recovery, LargeCap’s 
forward earnings has risen during 104 of the past 113 weeks, with the other down weeks 
due to Tesla’s addition to the index in December 2020, Amazon’s earnings misses for Q1-
2022 and Q2-2021, Walmart’s Q1-2022 miss, and index changes last September and 
December. MidCap’s forward earnings is up in 103 of the past 111 weeks, and SmallCap’s 
posted 100 gains in the past 112 weeks. SmallCap had been steadily making new highs 
each week until mid-December. Forward earnings for these indexes had been on an 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgRVCW8CQ2GK7r3zvnMhgCNbK-gXtW6JlL6845MJ97W8GTkkC1DChKrW7zcQ0L4S0ymzW2mt9z96DLGRMW2V4B2317-SZdW6_9Zdw5qCxqMW2tWwz268Z5j0W7Kh0Sk84JHJxMtYcHRQtHrfN4yD_4cjVjDcW5SBqt33hcMZJVF1FsH1zbcNwW46fBXn5hW4DwW6N12qJ7b92YhN78sxdTctp88W702g_b4q8hTsW1mkh8Y66LXtJVQHzc94cYC39W6mYcDS2YjfHNW5YSQj5561l0x334j1
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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 
69.9% from its lowest level since August 2017; MidCap’s is now up 139.5% from its lowest 
level since May 2015; and SmallCap’s has soared 196.4% from its lowest point since 
August 2013. In the latest week, the rate of change in LargeCap’s forward earnings fell to a 
16-month low of 16.4% y/y from 17.3%; 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 w/w to a 16-month low of 
27.9% y/y from 29.1%. 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 16-month low of 
27.3% y/y from 27.5%. 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 (9.7%, 8.8%), MidCap (13.8, 6.0), and SmallCap (11.1, 10.4). 

S&P 500/400/600 Valuation (link): Valuations rose last week for all three of these indexes 
to their highest levels since early June. LargeCap’s forward P/E rose 0.4pts to 16.5 from 
16.1 a week earlier, which compares to a 26-month low of 15.3 in mid-June and a six-month 
high of 21.5 in early November. LargeCap’s forward P/E also compares to an 11-year low of 
11.1 during March 2020. MidCap’s rose 0.4pt to 12.0 from 11.6, and 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 gained 0.5pts, to 11.9 from 11.4 a week earlier. Its mid-June reading of 10.7 
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 101st straight 
week. That’s the longest stretch at a discount since 1999-2002; SmallCap’s current 28% 
reading is near its biggest discount since February 2001. SmallCap’s P/E had been mostly 
above LargeCap’s since 2003. Looking at SmallCap’s P/E relative to MidCap’s, it was at a 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgNR6W2nzmfW1fG0pBW8Mlm302ZXhM6W19Bjv756DbdMW6f1QY4534HC3W2xZxXg5wlFbHW5hL0663d-hcvW1YCpFT4fW3N7W54vl651TfGSLN2z5WXV6qwpMW1GyXSM3HJL_pVQkxbC8Bg-g9W77wHv43lRvK4W1jw9Gg6x57k3VCBcWj84w6kjMZR-dxPKGbmW4kjKmk3jnDcTW86QNKX2x5lPhW8LXjnS58RmyDW8N2ZBR4d7-ZBMFGd12sxRxVW5VKmRR41lSgKW3HcgqD4gnjJl31rY1
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discount for a 58th straight week; the current 2% discount is up from a 9% discount in 
December but remains near its lows during 2000-01. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q3-2020 earnings season, 
analysts as a whole have been raising their consensus forecasts for future quarters instead 
of lowering them as is the norm through the earnings warnings seasons. That six-quarter 
streak of positive revisions throughout the quarter officially ended with Q1-2022. In the 
latest week, the Q2-2022 earnings-per-share forecast rose 64 cents w/w to $55.75, and is 
now down 0.3% from its $55.92 forecast at the start of the quarter. Analysts expect S&P 
500 earnings growth to weaken substantially to 5.7% y/y on a frozen actual basis and 6.2% 
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% y/y 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 (259.6% in Q2-2022 versus 269.5% in Q1-
2022), Industrials (26.0, 40.5), Materials (16.9, 46.3), S&P 500 (6.2, 11.4), Real Estate (3.9, 
25.5), Health Care (3.4, 18.3), Information Technology (2.4, 14.6), Consumer Staples (0.2, 
7.9), Consumer Discretionary (-5.8, -27.9), Utilities (-11.4, 24.6), Communication Services (-
14.8, -2.8), and Financials (-22.1, -17.1). 

 

US Economic Indicators 
  
Regional M-PMIs (link): Three Fed districts (New York, Philadelphia, and Dallas) have 
reported on manufacturing activity for July and show the manufacturing sector fell deeper 
into contractionary territory. The composite index contracted for the third month, from 14.4 
in April to -7.9 this month, the lowest since May 2020 at the height of the pandemic. Activity 
in the New York (to 11.1 from -1.2) region swung from negative to positive this month, while 
activity in both the Philadelphia (-12.3 from -3.3) and Dallas (-22.6 from -17.7) factories 
dropped further into contractionary territory. Orders (-9.3 from -4.8) in July fell at a sharper 
rate, as billings in the Philadelphia (to -24.8 from -12.4) region contracted at double June’s 
rate, while Dallas’ (-9.2 from -7.3) was slightly more negative; New York (6.2 from 5.3) 
activity held at a steady pace. Employment (18.4 from 20.8) slowed a bit but continued its 
strong readings, with a solid pace of hirings by factories in the Philadelphia (19.4 from 28.1), 
New York (18.0 from 19.0), and Dallas (17.9 from 15.2) regions. Turning to prices, the 
prices-paid measure in the New York region slowed to 64.3, the lowest since last February, 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGB3q905V1-WJV7CgMCtW8qZx5J1NKGf7W4yLv-l7nqx8bN1ZPpc_99VDgW19vqHQ6GlvjXMJYCkCdwXzJW5BLKTM5rhQP4W40CyMf8BwmfbW2LGn4H3NSWnDW4t6fwM5Bs7f_W4hKkn21ytrjsW8G1hK48v_M83W7yJJlq8x_8fLV23JWj48bWVFW3HWJch5S13PJVw-V9n5nlLJXW4sD6K2511PwgW8bLvNc8Sz7wdW1v4V_j3PbxzPW110ZrT7cfW--VGdJkw3LS23GW93j1822nRHwhW6g5l2w6stn32W37gkst930g4gW1z8VQS2D_k9D37L71
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGB3q905V1-WJV7CgF31W3yFbL_8Bpr6PW8xBbyv303YxJV8xyDr87WM9xW4MTb1M8rMHKFW8srjqz1YF-0BW8QYHZW1w3ydBW7KDCT28clhZqW6twMV031w-7GW1Btq4L57wJHwW44ldb032MMxJW3fYljg5SkRQwW5kWN8n2XP_gvN2dZsWJ2FGsGW48nWZ770dl0YV4bRFf2ZdMnVW6B57vD5hz5hgM3hBMJ8Cg_NW7mp2Bt1x3n_WW5Rd8X35VT8qbVLkDLm7CxdrbN2HV4BKM_4gTVf90147-MGkBW2r-6g_2JVyvBW2wSMxf8nSCJL34fD1
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down from April’s record-high 86.4, while Philadelphia’s gauge eased for the third month to 
an 18-month low of 52.2 from April’s cyclical high of 84.6—which wasn’t far from its record 
high of 91.1 in the mid-1970s. Dallas saw its prices-paid measure sink to a 20-month low of 
38.4 this month, slowing sharply from November’s record-high 83.3. Meanwhile, prices-
received in the New York area eased for the fourth month, from a record-high 56.1 in March 
to a 16-month low of 31.3, while Philadelphia’s is at 30.3, down from October’s cyclical high 
of 62.9. Dallas’ eased to a 17-month low of 29.3 from its record-high 50.9 in October.  

 

Global Economic Indicators 
  
Germany Ifo Business Climate Index (link): “Recession is knocking on the door. That can 
no longer be ruled out,” said Ifo surveys head Klaus Wohlrabe. High energy prices and 
looming gas shortages are the reason Germany is in this predicament. The business 
climate index sank to 88.6, the lowest since mid-2020; it was as high as 101.3 in June 2021. 
Current conditions remain in close proximity to recent highs, dipping from 99.4 to 97.7 this 
month, not far from last August’s 101.9—which was the highest level since May 2019. 
Meanwhile, expectations continue to plummet, dropping 5.2 points this month and 22.5 
points since its recent peak of 102.8 in June 2021 to a 27-month low of 80.3. The 
manufacturing sector, which accounts for roughly a fifth of Germany’s economy, saw its 
business climate index (-7.0) drop back into contractionary territory after a brief moment 
above. Current conditions continued to drift lower, though remained at a relatively high level 
of 20.2, while the expectations component held deep in negative territory, deteriorating to -
31.0 this month. Meanwhile, the service sector saw its business climate measure 
deteriorate to 0.9 after improving the prior four months from 1.0 in March to 10.9 in June, as 
expectations continued to collapse. Expectations plunged 14.5 points this month to -24.3 
and 47.5 points from its June 2021 peak of 23.2, while current conditions dipped 4.1 points 
this month to 29.7 from last month’s recent peak of 33.8. Trade continued to deteriorate, 
sinking to a 26-month low of -21.6 this month and dropping sharply from its June 2021 peak 
of 17.8—as the expectations measure plummeted 53.4 points over the 13-month period to -
48.0. The business climate index in the construction sector remains entrenched in negative 
territory at -17.0, with expectations at -41.4. Current conditions have been in a freefall the 
past five months, sinking from 33.7 in February to 11.1 this month.  

____________________________________________________________________________ 
  
 Contact us by email or call 480-664-1333. 
  
Ed Yardeni, President & Chief Investment Strategist, 516-972-7683  
Debbie Johnson, Chief Economist, 480-664-1333  

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWMp8x4Tqbf-N5fDg04xLSKWVJvnzy4MXYWJN93kXGh3q8_QV1-WJV7CgPNzW6DW18f8JGY51VzndvR30MP6yW10Dz6v3fCnvkN129F_vQdmWqW3HBtJk2K1340W9bl_Sd2KyQL-Vt5V_181gJSGW5NDvJk53fg4cW7YTr802cBQsSVwcpGK90H6Y0W5BLBX47nyvwVMDDn7x2pxssW5nl3VG3YXNKQW5f5bP07lGHzJW5VcXxl5zQSnqVD4kwm2R7TG4W83sKdV972rnkW742tc55rL5R8W4J8hdM5rNxnmW5q9S4c8--zd6W301NDt7gdpcXW2F06Vx9cS5D43cpH1
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