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Waiting For Godot

Check out the accompanying chart collection.

Executive Summary: Today, we sift through the recent economic data and recent Fed head chatter
for clues to the critical question: Now that recession fears have abated for 2022, what are the odds of
one in 20237 ... We give 60% odds to a slow-growth scenario, with GDP growing 1.5% in H2-2022
and 2.5% in 2023; 35% odds to a recession next year precipitated by the Fed’s inflation battle; and 5%
odds to a boom scenario. ... Critical to the recession question is whether inflation is peaking. We think
so but need to see more evidence to be sure. ... And: Dr. Ed reviews “Elvis” (+ + +).

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.

US Economy I: Is The Recession (Risk) Over Yet? The S&P 500 fell 23.6% from its
record high on January 3 through June 16. It did so on fears that the Fed’s increasing
hawkishness, sparked when inflation turned out to be persistent rather than transitory,
would end in a recession. The S&P 500 is now up 16.7% since June 16 through Friday’s
close. Does that mean that investors no longer fear a recession? Apparently so, but Debbie
and | think that fears of a recession might make a comeback later this year or early next
year. After all, this is the most widely anticipated recession ever, which is why it might be
like waiting for Godot!

Consider the following:

(1) A “technical” recession? Everyone not working in the Biden administration seems to
agree that the US experienced a “technical”’ recession during the first half of this year simply
because real GDP dropped for two consecutive quarters during Q1 (-1.6%) and Q2 (-0.9%).
In last Monday’s Morning Briefing, we explained that there is a good chance that one or
both of these quarters will be revised up because the spread between Gross Domestic
Income and Gross Domestic Product has been widening significantly in recent quarters,
with the former growing faster than the latter (Fig. 7 and Fig. 2).

(2) Coincident indicators. We also explained last Monday that there is no recession evident
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in the Index of Coincident Economic Indicators (CEl), which rose to a record high in June
and probably continued to do so in July (Fig. 3). That’s because payroll employment is one
of the four components of the CEI, and it rose every single month during the first seven
months of this year by a cumulative 3.3 million to a record 152.5 million during July (Fig. 4).

(By the way, over this same period, the household measure of employment rose by 2.3
million. The household measure counts the number of people with one or more jobs
including the self-employed, while the payroll measure counts the number of jobs excluding
the self-employed.)

Another component of the CEl is real personal income excluding government transfer
payments. From July’s employment report, we know that our Earned Income Proxy (EIP) for
private wages and salaries in personal income rose 0.8% m/m and 9.6% y/y during July to a
new record high (Fig. 5). However, on an inflation-adjusted basis, it was up just 2.9% yly
through June.

Nevertheless, July’s CPI, which was unchanged during the month, suggests that both our
EIP and real private wages and salaries in personal income rose solidly last month. Indeed,
a separate Labor Department report last Wednesday showed real average weekly earnings
rose 0.5% in July, the first monthly increase since last September and the largest gain since
January 2021. This suggests that July’s real retail sales, which will be released on
Wednesday, should show a solid gain and boost the real manufacturing and trade
component of the CEI.

The fourth component of the CEl is industrial production. From July’s employment report,
we know that aggregate weekly hours edged up 0.4% during July, suggesting that industrial
production was a positive contributor to the CEl last month (Fig. 6). We will find out on
Tuesday what it actually did.

(3) Leading indicators. The bad news is that the Index of Leading Economic Indicators (LEI)
peaked at a record high during February and is down 1.9% through June, with four
consecutive monthly declines through June. Such weakness in the LEI has been a fairly
reliable early warning signal of a recession, with an average lead time of 14 months prior to
the past seven business cycle peaks, excluding the peak just before the lockdown
recession of 2020. The lead time from the LEI's peaks and the peaks of subsequent
economic activity has been nine to 22 months. This suggests that the next recession might
start next spring but could begin as early as the end of this year.
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Then again, we might learn that July’s LEI was up but not enough to match February’s
peak. After all, the S&P 500 is one of the 10 components of the LEI, and its monthly
average of daily data rose 0.3% m/m during July after falling 3.5% in June (Fig. 7). On
average, it has peaked five months before the previous 11 business cycle peaks excluding
the 2020 pandemic cycle. This time, it peaked on January 3, arguably anticipating the
technical recession of H1-2022. If so, then the rally since June 16 may be signaling better
times ahead for the economy, unless it turns out to be a bear-market rally.

What else do we know so far about the components of July’s LEI? Initial unemployment
claims will likely be a negative contributor. It recently bottomed at 166,000 during the March
19 week and rose to 262,000 during the August 6 week (Fig. 8). We know that the
expectations component of the Consumer Sentiment Index, which is included in the LEI,
jumped from 47.3 during July—which was the lowest reading since spring 1980—to 54.9 in
early August (Fig. 9).

The yield-curve spread between the 10-year US Treasury bond yield and the federal funds
rate should be a big negative LEI contributor in either July or August because it narrowed
dramatically when the Fed raised the federal funds rate by 75bps on July 27 (Fig. 10).

By the way, a useful leading indicator for this spread is the one between the 10-year and 2-
year yields, which turned negative in early July, signaling that a recession is still possible in
coming months. Melissa and | believe that the 2-year yield mirrors the market’s prediction
for the federal funds rate over the next 12 months. It currently shows a peak rate around
3.25%.

(4) Hawkish Fed heads. Ever since Fed Chair Jerome Powell’s July 27 press conference,
Fed officials have been scrambling to clarify his comment that the federal funds rate range
of 2.25%-2.50% is “right in the range of what we think is neutral.” He added, “now that we're
at neutral, as the process goes on, at some point, it will be appropriate to slow down” the
pace of rate hikes. The financial markets optimistically interpreted that to mean that the Fed
may even cut interest rates next year. The other Fed officials have been walking back
Powell’s suggestion that the Fed is nearly done tightening and trying to stick a pin in the
market’s notion that the Fed may be cutting interest rates next year.

Following last Wednesday’s news of a drop in the CPI inflation rate, Minneapolis Federal
Reserve Bank President Neel Kashkari said that despite the “welcome” news in the CPI
report, the Fed is “far, far away from declaring victory” on inflation. Kashkari, who has
always been among the most dovish Fed officials, said he hasn’t “seen anything that
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changes” the need to raise the Fed’s policy rate to 3.90% by year-end and to 4.40% by the
end of 2023. That probably makes him the most hawkish member of the FOMC.

Kashkari did acknowledge that raising rates so quickly could push the economy into
recession, and that a recession could even occur in the “near future.” But most of Kashkari’s
18 colleagues think a little less policy tightening may be enough to bring prices under better
control without causing a recession.

Among them is Chicago Fed President Charles Evans. While calling inflation “unacceptably
high,” he set his target rate hikes at 3.25%-3.50% this year and 3.75%-4.00% by the end of
next year, still somewhat higher than Powell signaled after the Fed’s latest meeting in July.

(5) The Chair’s guidance. Powell did offer a bit of guidance during his July 27 presser. He
said, “And | think you can still think of the destination as broadly in line with the June SEP.
Because it’s only six weeks old.”

“SEP” stands for the “Summary of Economic Projections,” which shows the consensus
forecasts of the FOMC participants for the federal funds rate, the unemployment rate, real
GDP, headline PCED inflation, and core PCED inflation. Back in June, they expected the
federal funds rate would be raised to 3.40% by the end of this year and 3.80% by the end of
next year. (See our FOMC Economic Projections.)

According to the SEP, that’s restrictive enough to bring inflation down but without causing a
recession. More specifically, real GDP is expected to grow 1.7% this year and next year,
with the unemployment rate rising to only 3.9% next year. The PCED inflation rate is
expected to fall from 5.2% this year to 2.6% in 2023 and 2.2% in 2024.

(6) Dr. Copper. The CRB all commodities and raw industrials spot price indexes peaked at
record highs on May 4 and April 4, respectively, and are down 8.3% and 11.3% through
Friday (Fig. 11). For now, we think that’s a better omen of lower inflation than an imminent
recession.

The price of copper is widely watched as an indicator of economic activity. So its plunge
during the first half of the year seemed to confirm recession fears (Fig. 12). However, it is a
better measure of economic activity in China than in the US. China’s economy was
depressed during the first half of this year by renewed pandemic lockdowns and the
popping of its property bubble. The price of copper has rallied in recent days.
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(7) Money supply and QT. What about M27? It has declined for two of the past three months
by a total of $72.4 billion, while the total deposits of all commercial banks has decreased by
$146 billion from its record high during the April 13 week through the August 3 week (Fig.
13).

That doesn’t worry us, for now. M2 remains about $2 trillion above its pre-pandemic trend.
We might get more concerned if it were to fall too rapidly toward that trend or below it. It is
falling because the Fed pivoted from QE to QT (quantitative easing to quantitative
tightening) starting in June. Meanwhile, commercial bank loans have been rising in record-
high territory recently, with new loans funded by the banks’ sale of securities such as
Treasury bonds (Fig. 14).

(8) Recession odds. So what are the recession odds now? They’ve been reduced, in our
opinion, by the easing of financial conditions in the capital markets. The labor market
remains strong. Consumers still have about $2 trillion in excess savings, and their real
wages may be starting to get a lift from lower price inflation. Capital spending is slowing but
not falling. Residential investment is in a recession, led by the single-family housing market,
while the multi-family sector remains solid. Europe faces an energy crisis this winter but is
still growing currently.

So Debbie and | are more sanguine about the economic outlook now than we have been in
recent months. We think that economic growth will be weak during H2-2022 but positive
around 1.5% (saar). Next year should be a year of recovery (not recession) from this year’s
mid-cycle slowdown. Real GDP next year should be up 2.5%.

So here are our new subjective probabilities: We place 60% odds on this slow-go scenario
and 35% odds on a recession, more likely next year than this year. We give 5% to a boom
scenario. In the recession scenario, inflation remains persistently high, forcing the Fed to
raise rates to levels that cause a recession.

US Economy lI: Has Inflation Peaked? Of course, notwithstanding the favorable response
last week to the apparent peaking in the CPI and PPI inflation rates, the jury is still out on
whether they’ve actually peaked. We've been predicting that inflation would moderate
during H2-2022. So far so good, but we need to see more evidence to know definitively
that’s the case.

Movie. “Elvis” (+ + +) (link) is a long movie about the all-too-short life of Elvis Presley and
his convoluted relationship with his manager, Colonel Tom Parker. Austin Butler plays Elvis


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgCNzW8x6SCt7XRqZMW3s34R24kxDHtW4V3GLN49vDCjW4Fm_mv6F47-JW6fG6h626Q0cBW17NR2H2VYYsMW778L4F5brdB5VDlHbY8wJh7VW2R01Z21ltW2vVsb-Gc3fHFWWW1mZdQw7FHn_6W6_D-qw5qTzmRW3rx8ZP153tFmW7rN3m31xmL9-W5fCgTJ8W8kN1W5d4gm43qBnXqN2zSDD8Rs_3JW86vkn36BymlsW7HQXQq48228kV2nw0d2mc0-qW2CRl0V8dG0ytW3NLG8_7Ns5wn36_g1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgCNzW8x6SCt7XRqZMW3s34R24kxDHtW4V3GLN49vDCjW4Fm_mv6F47-JW6fG6h626Q0cBW17NR2H2VYYsMW778L4F5brdB5VDlHbY8wJh7VW2R01Z21ltW2vVsb-Gc3fHFWWW1mZdQw7FHn_6W6_D-qw5qTzmRW3rx8ZP153tFmW7rN3m31xmL9-W5fCgTJ8W8kN1W5d4gm43qBnXqN2zSDD8Rs_3JW86vkn36BymlsW7HQXQq48228kV2nw0d2mc0-qW2CRl0V8dG0ytW3NLG8_7Ns5wn36_g1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgL1QW5FpDDP2QPxj5W1212JL3yRCfxW1v7zsb1ZDZq9W4Vxh2B3k1w72W2b1FW21wq5RkW7Rwjjt5X9N7KW45D5vw5qvV8HW3Js87p5GJ92_W1LC-G042VtC2W4yCrH38m61wMVhMSg62rg5qbW5FK-PL60Cs9hW1zfLny1VpBY6N7HmrH1kX3LgW4DYrvV4sRMGTW1RxxHy6kDVNQW79hr2C7Klp7fW2fLcT31Lfv4XW3cjZv67PZl4PW5GQsw26JyH59W7v0M1b98CWlgW8dV-T33rSGXw3mdF1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgQY3VhghMx2hyPF4W1Nf8jm798HcPN94lB7hj323HW6P9dp54tLZ3LW6lPG7g6TrWLLVgyDkr65r3TDW8HTyYf8b_kztN4qFFqZQKgxGW6B8JYw62-1NBW4-JFng4pBJHyW1yr9ry5NcRSHW8N3vcT4Vl6RTW6Pd4zq69RXyGW5tgn_m2f2ZNWW2zDfqt97tH7zW3ln39t8nW-scV9jTw655N6MwW2NMpdw1z761HVr-1gr8CWNhVW31Vpst7GnDJCW2_9Lwf7rf_n_W7ggVw43fs4bW3fj81

brilliantly. Tom Hanks’ performance as the Colonel is a bit annoying, but that’s the way the
Colonel was apparently. During the 1950s, Elvis started a musical revolution by popularizing
traditional genres such as blues, country, and bluegrass. His vocal energy and then-
scandalous hip swings and body contortions drove his concert audiences into a frenzy. He
was without a doubt “The King of Rock & Roll.”

Calendars

US: Mon: Empire State Manufacturing Index 5.50; NAHB Housing Market Index 55. Tues:
Headline & Manufacturing Industrial Production 0.3%/-0.1%; Capacity Utilization Rate
80.1%; Housing Starts & Building Permits 1.54mu/1.64mu; API Crude Oil Inventories.
(Bloomberg estimates)

Global: Mon: Japan Industrial Production & Capacity Utilization; China FDI; RBA Meeting.
Tues: ZEW Eurozone Economic Sentiment; Germany ZEW Economic Sentiment & Current
Conditions -52.7/-48.0; UK Average Earnings Including & Excluding Bonus 4.5%/4.5%; UK
Employment Change & Unemployment Rate 253k 3m/3m/3.8%; Canada CPI
0.1%m/m/76%yly; Canada Housing Starts 265k; Japan Core Machinery Orders
1.3%m/m/7.5%yly; Japan Trade Balance -¥1.405b; Australia Wage Price Index
0.8%0q/9/2.7%yly. (Bloomberg estimates)

Strategy Indicators

Global Stock Markets Performance (/ink): The US MSCI index rose 3.3% last week in its
fourth straight weekly gain as the index moved further away from bear market territory again
to end the week at 11.6% below its record high on December 27. The US MSCI ranked 19th
of the 48 global stock markets that we follow in a week when an astounding 47 countries
rose in US dollar terms—all but China. The AC World ex-US index rose 2.0% and left the
bear market to end the week at 19.3% below its June 15, 2021 record high. All regions rose
last week, but EM Eastern Europe was the best-performer with a gain of 5.6%, followed by
EM Latin America (5.3%), EMEA (2.8), EMU (2.2), and EAFE (2.1). EM Asia and BIC were
the worst performing regions last week, albeit with gains of 0.6%. Sri Lanka was the best-
performing country last week with a gain of 10.8%, followed by Chile (8.8), Colombia (8.2),
Mexico (7.4), and Ireland (6.9). Among the 14 countries that underperformed the AC World


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgYz4W91dz5j9dFZJBW7_2jJh9bWvg5W4_Mv1s6B2JKGW7M4Nhv76Ts3-W1XJxZv7TDdSfVNfVQn7NH4-kW74zQ4b1XLsT5W4GvNnS96lTC1W6bL21-6ZkdxLW8k3Vsx3phZLCW5hKgy_110g6vN31wSh56t0bRMtgmLNVhhJjN3mnNlsdK3THW3JwnQS512Y-gW8v8PQ87XYdZgW9g8Vtb88mm7sW4WTc4c7BYHL6W2VxW-974H6D-W2TzJW_7T031qN2_VtqnhxYjGW1X5zyr1pJ8VV3jxb1

ex-US MSCI last week, China’s 0.1% decline was the worst, followed by small gains for
Korea (0.2), Hong Kong (0.4), Malaysia (0.4), and Singapore (0.6). The US MSCI’s ytd
ranking dropped one place w/w to 23/49. After lagging for much of year, the US MSCI’s ytd
decline of 11.1% is now less than the AC World ex-US’s 15.7% drop. EM Latin America is
up 6.1% ytd and is the only region outperforming the AC World ex-US. The laggards: EM
Eastern Europe (-83.4), EMEA (-30.3), EMU (-21.6), BIC (-20.3), EM Asia (-18.3), and
EAFE (-15.9). The best country performers so far in 2022: Chile (27.5), Jordan (20.6), Brazil
(10.6), Turkey (8.0), and Indonesia (6.1). Apart from Russia, in which investors have lost
100.0% of their investment this year, here are the worst-performing countries ytd: Sri Lanka
(-61.3), Egypt (-38.5), Hungary (-36.5), Austria (-34.8), and Poland (-34.3).

S&P 1500/500/400/600 Performance (link): LargeCap rose 3.3% w/w for its fourth straight
rise, but was outpaced by the gains for MidCap (4.4%) and SmallCap (3.9). All three of
these indexes are out of a bear market, but remain in a correction. LargeCap finished the
week at 10.8% below its record high on January 3. MidCap is 10.2% below its record high
on November 16, while SmallCap is 12.2% below its November 8 record high. All 33 sectors
moved higher for the week, up from 16 sectors rising a week earlier. MidCap Energy was
the best performer with a gain of 9.7%, followed by SmallCap Energy (9.4%), SmallCap
Materials (7.6), LargeCap Energy (7.1), and SmallCap Consumer Discretionary (6.1).
SmallCap Tech and SmallCap Health Care were the biggest underperformers last week,
albeit with gains of 0.2%, followed by LargeCap Consumer Staples (1.2), and MidCap
Consumer Staples (1.3). In terms of 2022’s ytd performance, LargeCap’s 10.2% decline
continues to trail MidCap (-8.0) and SmallCap (-8.1). Just five of the 33 sectors are positive
so far in 2022, unchanged from a week earlier. Energy continues to dominate the top
performers: SmallCap Energy (42.5), LargeCap Energy (41.5), MidCap Energy (39.4),
LargeCap Utilities (6.8), and MidCap Utilities (3.8). The biggest ytd laggards: LargeCap
Communication Services (-23.9), SmallCap Consumer Discretionary (-18.8), SmallCap Real
Estate (-18.2), LargeCap Consumer Discretionary (-16.9), and MidCap Consumer
Discretionary (-15.5).

S&P 500 Sectors and Industries Performance (/ink): All 11 S&P 500 sectors rose last
week, and six outperformed the composite index’s 3.3% gain. That compares to a 0.4%
gain for the S&P 500 a week earlier, when six sectors rose and five outperformed the index.
Energy was the top performer with a gain of 7.1%, followed by Financials (5.5%), Materials
(5.1), Communication Services (4.5), Real Estate (4.1), and Industrials (3.7). The worst
performers, albeit with gains: Consumer Staples (-1.2), Health Care (1.6), Tech (2.4),
Utilities (3.1), and Consumer Discretionary (3.2). The S&P 500 is down 10.2% so far in
2022 with six sectors ahead of the index, and just two in positive territory. The best


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgTdjVfpzMv27GK5dW3HDtl41nKKyFW6VD9W44j-Tq4W2SPcyq88ZW9fW1dPxSz3s-n_gV4STzr8Q3Hf6VYWP1q2Rj5vjW30HLRk4D4t_tW16fm3F5_Tb43W4spXxl4k5nThW4722dx8jfSlKW3TyfVt2ZWvYSW77wm7Z8q1lBkN2ZcCYxpq4sGW73Vw_b64dWfQW2GgTS366_gM7W2vPJ1K1m831LW1gLnQF7S3DYYW543L2q8cKDP2VBp0hL1L_D3xW7cfccV3Xj1fMW7Qhhjm3ws3cv35tL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgQ79W2dkDJ161G_L1W3F8jp84kvq6JW5gYz4M1N6hMHW1wPd0j8W-yvnVdNZrj1PrCBwW7nkqTs5jd9F5N78JSjdgp8wLW8g_xmN7LnGmMVJ7Nf_6jK1ZFW4JH0K62RTLs1N8wsDF56Hgq0W83x68X7jMM49W62ZJmn3Xl09zW166NvY27sjX6N3z54mY6zYnPW8CR8pG5KpPPVW7BCVv02zsHhHW5z73zs6yVzFHW11TWF41PN7JfW5ZSkjX7x74CnW3thJpR5NYV4JN52-gd8Rq1-W39B11

performers in 2022 to date: Energy (41.4), Ultilities (6.8), Consumer Staples (-2.6), Health
Care (-5.3), Industrials (-5.8), and Financials (-9.2). The ytd laggards: Communication
Services (-23.9), Consumer Discretionary (-16.9), Tech (-13.8), Real Estate (-12.2), and
Materials (-10.5).

S&P 500 Technical Indicators (/ink): The S&P 500 rose 3.3% last week and improved
relative to its 50-day moving average (50-dma) and its 200-day moving average (200-dma).
The index closed above its 50-dma for a fourth straight week after 14 weeks below, but
closed below its 200-dma for the 25th time in 27 weeks. It had been above its 200-dma for
81 straight weeks through early February. The S&P 500’s 50-dma moved higher for just the
second time in 17 weeks as the index improved to a 23-month high of 8.7% above its rising
50-dma from 5.3% above its falling 50-dma a week earlier. That’s up from a 27-month low
of 11.1% below its falling 50-dma in mid-June. The index had been mostly trading above its
50-dma from late April 2020 to early April 2022; 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 an 18-week high of 0.8% below its falling 200-
dma, up from 4.2% below a week earlier and 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. The 200-dma declined for a
16th straight week.

S&P 500 Sectors Technical Indicators (/ink): The S&P 500 rose 3.3% last week and
improved relative to its 50-day moving average (50-dma) and its 200-day moving average
(200-dma). The index closed above its 50-dma for a fourth straight week after 14 weeks
below, but closed below its 200-dma for the 25th time in 27 weeks. It had been above its
200-dma for 81 straight weeks through early February. The S&P 500’s 50-dma moved
higher for just the second time in 17 weeks as the index improved to a 23-month high of
8.7% above its rising 50-dma from 5.3% above its falling 50-dma a week earlier. That’s up
from a 27-month low of 11.1% below its falling 50-dma in mid-June. The index had been
mostly trading above its 50-dma from late April 2020 to early April 2022; 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 an 18-week high of


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgQW5W521PhD21S9dtW8DBmXn8r29_tW2N4DFW7lpY3-W3mHbvZ3NtQx2VkBxxf50lR4CVFDDmS9kbMgjN8PjCKhvDCgQN7kwPj_8wRJhN77fbXyMM5N0W1B9nxL6fm183VCZxN13-bFLFVLgNfy1wQT-cVzGtgJ834-7HW6cw91h4q1tSGW3J1ZbY61JCFNW7tVxNd7ndRYqW6W7j_t90QS9FW6lVfvN1D78BtW1Q-T8m4GbbCcW6mg3x_70s671VX-Srp70FBwTW56W3rh4_5GmS3d8c1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgJZSVHlFdn2Q3ctGW6Yx3GG47-KvLW1NGfnd14f-67W44Scn61mz23tW8Bnbv368WNGSW3TnR7g5JL8L2W4VNF9s5X4Qc8W6HLTym7wqGv2W8g5Ntk25Gb4JVrVQC31nlFwRW3NCTQK1Wgz4XVZSgCr1FVTPwVJZVKP3LLk93W8PnhjP47-3ddW6br_MF3BsQSJW2bhPPK4hQ-mCW1HlT5l4nVD3zN4Zgk262c9H-W932pWQ6QL6wnW1wl2fC6Lg7zfW3_6jTJ3FY8BPVTHV2N22CZm439Mh1

0.8% below its falling 200-dma, up from 4.2% below a week earlier and 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. The 200-dma declined for a 16th straight week.

US Economic Indicators

Producer Price Index (link): The final demand PPI in July fell for the first time since April
2020, dropping 0.5% after averaging monthly gains of 1.1% the first half of this year. The
yearly rate was in single digits for the first time in eight months, easing to 9.8%, down from
March’s record high of 11.7%. Meanwhile, core prices—which excludes food, energy, and
trade services—edged up only 0.2%, with the yearly rate slowing from a record-high 7.1% in
March to a 13-month low of 5.8%. Final demand goods dropped 1.8% in July, the biggest
decline since April 2020—with 80% of the decline attributable of a 16.7% plunge in gasoline
prices. The yearly rate for final demand goods dropped 3ppts to 14.8% from June’s record
high of 17.8%. In the meantime, prices for final demand services ticked up 0.1%, slowing
from 0.3% and 0.5% the prior two months, with the yearly rate easing for the fourth month
since reaching a record-high 9.4% in March—slowing to a nine-month low of 6.9% in July.
The PPI for personal consumption sank 0.7%, with the yearly rate slowing to 8.7% from
March’s record-high 10.4%. Looking at pipeline prices, pressures remain elevated, though
have eased from recent highs. The yearly rate for intermediate goods prices eased to a 16-
month low of 17.3% from a cyclical high of 26.5% in November, while the crude goods rate
eased to 27.6% from last April’'s near record high of 59.0%.

Import Prices (link): Import prices fell in July for the first time this year as petroleum prices
plunged. Import prices sank 1.4% last month, the first decline since December’s 0.4%
downtick and the largest decline since April 2020’s 2.6% fall. Import prices’ yearly rate
eased to 8.8% from a recent high of 13.0% in March, as the yearly rate in fuel prices slowed
to 56.1% y/y—at the bottom of its recent volatile flat trend; it peaked at 130.1% last April.
Nonpetroleum import prices declined for the third successive month, by 0.7% in July and
1.3% over the period, with the yearly rate falling to a 16-month low of 4.6% from a cyclical
high of 8.1% in March. Yearly rates are slowing for the following import prices from their


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgVytVCGdlZ91R6YPW71XMWt8fW3LDW7r5j1w1Zrg-FW4ZHqt45Q7P2nW8wWLW44-tg0CN1t7D-xMP_4yW4Znjmd3_yl12W2K9QBl7GndZCW9hGQXc2zQp2YN1DXzdRTgTpQMgBXntbX-pPW7H_l4t4ptQvvN2t7Ls_Vl24TW2pM0375N5-fqW7kbyPt39GTQNVb5JLQ34FBGQW23wsRc8BypwxW13gGLG8DbhTWW5lGGFJ3l1GXzW2WKWgC6LG4xwW7YCLGP3q5h4pW8rbgph7rpGd4368h1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgMDvW6rWY7G31fF1bW95BwlH75Fn9CN6VLcq57NyglW5_lL4T3csgJrW5nsCxp331TB5W27S79W1jggq8W7mp4Gx135rjNW99XvvH7VsyKrW4-hgVb6NlHlQW4958Z15CVsJ9W8ky0_230S_m6W1VXFsz2rbgPmN4sw3xfg00KFW26PM5N6np0D-W7WQM_18nswFCVxzxR27Ydw2RW8r02tj75Pw0bW1nTSdm6W3nw5M6Y2569HMqxV4SmLV4n0RtxVDhZ2s3vkhqZW90jnPD3sX58g3c_k1

recent respective peak rates: industrial supplies—which includes fuels & lubricants—(to
23.7% from 55.2%), foods, feeds & beverages (7.0 from 15.7), and consumer goods ex
autos (1.8 from 3.2). Meanwhile, the capital goods rate edged down for the second month to
3.7% yly from a recent peak of 4.2% in May, while the rate for auto imports accelerated
3.7%—its highest rate since summer 2011.

Consumer Sentiment Index (/ink): Consumer sentiment in early August increased as all
components of the expectations measure improved, most notably among low- and middle-
income consumers, as gasoline prices fell. The recent move down in energy prices pushed
the median one-year expected rate down to a six-month low of 5.0% in early August—
though it was still above last August’s 4.6%. The five-year rate ticked up to 3.0% this month,
remaining within its narrow range of 2.9% to 3.1% the past 13 months. Joanne Hse, the
survey’s director, noted “the share of consumers blaming inflation for eroding their living
standards remained near 48%.” The consumer sentiment index climbed for the second
month this month to 55.1 after sliding five of the first six months of this year from 70.6 in
December to a record-low 50.0 in June. Expectations climbed 7.6 points in early August to
54.9 after plummeting six of the prior seven months by 21.0 points to 47.3—which was the
lowest reading since spring 1980. The present situation component slipped to 55.5 this
month after climbing 4.3 points in July to 58.1; it had dropped 20.4 points the first half of the
year to a record-low 53.8.

Global Economic Indicators

Eurozone Industrial Production (/ink): Headline production, which excludes construction,
climbed in June to its highest level since the end of 2017. It advanced for the third month,
by 0.7% m/m and 3.3% over the period. The advance was led by a rebound in capital goods
production, which shot up 2.6% in June and 6.2% during the two months through June,
more than reversing the 4.4% drop the first four months of the year. Energy output was also
in the plus column in June, though by only 0.6% after May’s 3.4% plunge. Meanwhile,
consumer nondurable goods consumption contracted 3.2% in June after rising four of the
first five months of the year by 6.4%, while consumer durable goods production was little
changed from May’s level—which was the highest since fall 2008. Intermediate goods
production remains in a volatile flat trend. Compared to a year ago, headline production was
up 2.4%, led by gains in capital (7.6% y/y) and consumer durable (4.0) goods output, which
were partially offset by declines in consumer nondurable (-1.1) and intermediate (-0.5)
goods production; energy output was flat. Production data are available for the top four
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgGC2W8--9tZ19Y20XW6tqJVt5xGkDqW56yq-M4qB-MSVJccgK1F8rcDW6tv8j77WTZ5jW745XhY7RykS4W9hWt_28nTL_sW1bmLF771_vcXVpN4lB3DVq-QW8Hj4Pl6-jQr3W5lYq0M7nKf__W6xNv9c2kFNxxW1hSlK569WnnyW6qzlBc6DhnxlW3Mzv5J4K6M7qW6GZVTh5W0LRrW9g9HSD5-f1LrW8CrLFS5T0vr5W3YG5qQ2mvr_BW4y4FMn8Pw0sJW6RdFK24cbpxQW4hWpYf3ngkGZ3g2P1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW4hyw8CT8lcW48bPjg2RThNCVmLt1V4NKnfGN6J4pYf3q8_QV1-WJV7CgF1MW13TwV35P8CYcW9bXPFc5hmTTLW2cvsNx8f73yKN7JdQyMjwFsQW77j3Bz6HgQxCV3XFrG6J0BLyW415dHf6z43lnW37JWkm87pfzNW3z3rFr4LwRMmW8v4K7f6RLJ9hW8xYmDN661w6fN8vCS91H2PSCVNBm826gmmWgW5Tr4j48DNzrvW42XfsH2Tf2r-W8Y7rSZ32R2kBW4nLvDN82zkYjW6spws_2rTypPW46Cgnv6cQ-TKW32pwMn19GytVW7hCs395xKH38W7xTHvy26r_b624x1

Eurozone economies and show only Italy (-2.1) posted a decline, while France (1.3), Spain
(1.0), and Germany (0.6) were in the plus column. Over the 12 months through June,
production was 7.3% higher in Spain and up 1.7% in France, while output was flat in
Germany and 1.2% lower in Italy.

UK GDP (link): Real GDP contracted 0.6% in June after a 0.4% gain and a 0.2% loss the
prior two months, pushing the quarterly percent change into negative territory for the first
time since Q1-2021. Real GDP contracted 0.3% (saar) during Q2, after expanding 3.1%
during Q1, and was 0.6% above its pre-pandemic level. According to ONS, “Health was the
biggest reason the economy contracted as both the test and trace and vaccine programs
were wound down, while many retailers also had a tough quarter. These were partially
offset by growth in hotels, bars, hairdressers, and outdoor events across the quarter, partly
as a result of people celebrating the Platinum Jubilee.” On the expenditure side, household
spending (-0.6%, saar) and government spending (-11.3) contracted during Q2, while
business investment (2.3) and trade were positive contributors. Looking at the monthly GDP
data, the 0.6% drop in June real GDP was fairly widespread, led by a 0.5% decline in the
services sector—which accounts for roughly 80% of UK output—while construction and
production contracted 1.4% and 0.9%, respectively. The 0.9% decline in industrial
production during June was led by the manufacturing sector, which sank 1.6% after a solid
1.7% gain in May. On a year-over-year basis, headline and manufacturing production were
up 2.4% and 1.3%, respectively. Within manufacturing, intermediate goods output plunged
4.1% from May’s record high, with consumer nondurable goods (-1.2%) production also
subtracting from growth during the month. Meanwhile, capital goods output expanded for
the second month, by 1.1% in June and 3.7% over the period, while consumer durable
goods production advanced 2.5% and 4.5% over the comparable periods. Energy output
increased 1.1% in June after a 0.8% loss and a 1.2% gain the prior two months.
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