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Will Inflation Persist?

Check out the accompanying chart collection.

Executive Summary: If inflation is peaking, definitive proof could make all the difference to the near-
term direction of the stock market. It could also affect how hard the Fed pumps the monetary brakes
and what that does to the economy. Our happy outlook features inflation peaking, tightening ending
sooner rather than later, and the economy slowly growing. ... Recent data releases provide peeks into
upcoming inflation readings—and some signs that it is peaking. ... Biden’s Inflation Reduction Act
seems almost satirically named: The Act is more about climate than inflation, think-tanks say it will
hardly move the inflation needle, and Melissa found several aspects to be downright inflationary.

Inflation: What Could Go Right. It's showtime for inflation. The rally in stock prices since
June 16 was largely attributable to investors’ expectations that inflation might be peaking. If
that’s so, then the Fed’s monetary policy tightening cycle will end sooner rather than later at
a lower terminal federal funds rate than otherwise.

In this relatively upbeat scenario, the economy should continue to grow slowly overall, with
any recession rolling through different sectors at different times, as occurred during the first
half of this year. This scenario might mean that the S&P 500’s latest bear market ended

when its price index bottomed on June 16 at 3666.77 and its forward P/E bottomed at 15.3.

So it is also showtime for our inflation forecast. We've been predicting that the headline
PCED inflation rate would peak during the first half of this year between 6%-7% and fall to
4%-5% during the second half of this year and to 3%-4% next year (Fig. 7). The headline
PCED inflation rate rose to 6.8% during June, the highest since January 1982. The core
PCED inflation rate rose to 5.3% during February this year and fell to 4.8% during June.

We'll all be looking for confirmation that inflation has peaked in the major inflation indicators
that will be released in coming weeks. The next big one will be August’s CPI to be released
on September 13. So far this year, the headline CPI inflation rate rose to 9.1% during June
and fell to 8.5% during July, while the core CPI inflation rate rose to 6.5% during March and
fell to 5.9% during June and July (Fig. 2).

There already are some indicators that can give us a glimpse of what to expect for August’s
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CPI. Let’s have a look at them:

(1) Regional business surveys. Three of the five regional business surveys are now
available through August. They are conducted by the Federal Reserve district banks of New
York, Philadelphia, and Richmond. The average of their prices-paid and prices-received
indexes clearly peaked earlier this year, but they remained above their previous cyclical

peaks (Fig. 3).

The average of the three regional prices-paid indexes suggests that August’s national M-
PMI prices-paid index continued to fall but also remained high (Fig. 4).

(2) Supply chains. The three regional business surveys include indexes for delivery times
and unfilled orders (Fig. 5). The average of these indexes fell from 19.9 in March to -8.9 in
August, suggesting that the supply-chain disruptions are easing either because the chains
have been fixed, demand has fallen, or both (Fig. 6). Whatever the cause, this
development should reduce inflationary pressures. The average of the regional surveys is
highly correlated with the national M-PMI’s supplier deliveries index.

(3) Food and energy commodities. The major contributors to headline CPI inflation have
been food and energy prices, which rose 10.9% y/y and 32.9% y/y through July (Fig. 7).
There are some signs of relief on both fronts. The S&P Goldman Sachs Commaodity Price
Indexes for both agricultural and energy commodities are down 18% and 20% from their
peaks in May and June, respectively, through Monday (Fig. 8). The GSCI Grain Index is
down 26% since it peaked in May (Fig. 9).

The CPI food inflation index for the US is highly correlated with the yearly percent change in
the UN world food index, which has dropped from a recent peak of 39.7% in May 2021 to
13.1% in July (Fig. 10).

On the energy front, the CPI gasoline index is derived from a weekly data series on the
national retail pump price (Fig. 17). Both fell sharply during July. The four-week average of
the pump price continued to decline through the August 22 week.

The bad news on the energy front is that natural gas prices have soared in recent days as
the energy crisis in Europe has worsened.

(4) Durable goods prices. The CPI for durable goods peaked at 18.7% y/y in February; it fell
to 7.9% in July (Fig. 12). Consumers have been pivoting away from buying goods toward
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purchasing services, resulting in unintended inventories for retailers, forcing them to cut
their prices.

The rate of price increases for housing-related durable goods has been moderating also as
a result of the housing recession. And the rate of price inflation for used cars has moderated
in recent months, though remains high for new cars.

(5) Services. In the services sector, even though Americans have been traveling more, the
inflation rates for lodging away from home, airfares, and car & truck rentals have moderated
greatly from much higher inflation rates earlier this year (Fig. 13).

The rent components of the CPI are likely to remain troublesome over the rest of the year.
Both rent of primary residence and owners’ equivalent rent (OER) have seen their three-
month annualized inflation rates exceed the y/y rate since early 2021 (Fig. 14). Both have
large weights in the CPI.

The current weights of the OER and tenant rent components of the headline CPI are 24%
and 7%, respectively, and those of the headline PCED are 11% and 4%. The combined
weights for tenant rent and OER are unrealistically high in the CPI at 31% but about right in
the PCED at 15%.

OER is a bizarre concept reflecting how much homeowners would have to pay themselves
in rent if they were their own landlords. The good news is that median existing home prices,
which tend to lead the OER inflation rate, have been falling (Fig. 15).

US Fiscal Policy I: Inflation Redux Act. President Joe Biden’s Inflation Reduction Act of
2022 (the Act) is better described as the “wannabe Build Back Better (BBB)” act. It won’t
substantially reduce inflation as an August 15 White House briefing claimed. But it may be a
“breakthrough” on climate policy, as the nonprofit Wilderness Society has proclaimed.

The Act is a scaled-back version of part of the climate-focused BBB agenda proposed by
Biden early in his administration—although supporter Democratic Senator Joe Manchin
(WV) might not agree. Manchin staunchly opposed the BBB, finding it to be too spending-
heavy and potentially inflationary, and he recently called the BBB “dead,” apparently to bury
his former reactions and to disassociate the two acts.

To appease Manchin, the Act includes plenty of new “pay-fors” that offset its incremental
spending on climate. However, the “inflation reduction” branding seems more like an
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNy_33q90_V1-WJV7CgMm9W3NsHhS3FZgByW78g-c58zVn6GW80KMp_4j7pypN8DhzLhzDN1sW7_dwMg5rWfGfVpfJXw5k51gzW7CS4tP4nvhMMN3gy83kNJQxdW8KN2MN3Jn9BhW4bRmqx4kmJclVc2WT_6RrVmyW3ZNVSL1pbrChW4v72yx20BSrZVBNf003LVNNbW6170Jv4vQsg-VsfQXV5HRFL2W8x6WqX4XDTbkW9gxn0p5mBmspW1PvkVQ24yf26N4Mz_-gLxvxDW4hgxnd18FxLLW6xCvs_4n6K-KW39GpS12TcRz9W3Ngh2G3_SLg5W5C8Cwj3yrYvYW2yqPdg2hV1JbN4lyjXnvClMYN6Rhj6Mn24ypW92C3N831yvHkW54tZgN3DG_tM3pTx1

attempt to justify special interest funding (backed by elite lobbyists, including Bill Gates),
even though the Act really has little to do with inflation.

Let’s have a quick look at the Act by the numbers from a big-picture perspective, then
outline some of the major provisions and how they could impact inflation:

(1) Big picture: Major components. In a one-pager summarizing the Act’'s major
components, the Senate conveniently did not outline the spending timing. The summary
does show that an incremental $400+ billion would be offset by $700+ billion in additional
revenues from increased taxes and drug price reform. But any offsetting effects won'’t be
seen until well into the 10-year budget window ending in 2031. Not until 2027 does the Act
result in net reductions to the deficit, a Penn Wharton Budget Model (PWBM) analysis
showed. Before that, the Act adds to the deficit, meaning that it could be inflationary over
the near term!

(2) Inflation impact: Statistically zero. Even after the full effects of the Act are seen a decade
from now, PWBM concluded that any impact on inflation is “not statistically different from
zero.”

Similarly, Moody’s expects that the Act “will modestly reduce inflation over the 10-year
budget horizon,” giving the economy a “nudge” in the right direction. By Q4-2031, the CPI
will be just 0.33% lower because of the legislation, Moody’s found.

Also, the Congressional Budget Office (CBO) has estimated that the Act will have a
“negligible effect on inflation” in 2022. In years beyond, inflation could be somewhere
between 0.1ppt lower and 0.1ppt higher than now as a result of the Act, the CBO said.

US Fiscal Policy II: The Act’s Provisions. Let's go over some of the Inflation Reduction
Act of 2022’s major provisions and examine the potential for them actually to raise inflation,
rather than lower it as misleadingly implied by the name of the Act:

(1) Climate and energy provisions (-$385 billion addition to deficit). This provision includes
numerous investments in climate advancements, including tax credits for households to
offset energy costs, investments in clean energy production, and tax credits for reducing
carbon emissions. Putting aside the Act’s climate benefits, are not such measures textbook-
inflationary? Public investments require public workers and resources, and mandating the
reduction of carbon emissions will increase production costs for manufacturers.
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNy-N3q90JV1-WJV7CgPFfW8zKZwn4cvLCjW5PKsqm7WT_0YW1wWpYv56YF4gW1qQSTT7tkYGxW5Nj0MX8n2c6QW5n_HGc2rwbFGVhl2YK36rpVmW5RXgqY209RFvW40pjpn5h2ry9W24hHXp742m7mW7Qhgpx2_3KXyW8_wh206S_0llW4GvPxC1phRzqN6btH7-5-xzxW8ntkqq9cck60W5qfhLf10jk6YV6TyfW3jV4dPVvT43d8dXL_VW4HHl626rVcv4W45Ryzp6hvQNFW61cyG_8rLJswW7N1v7g58CrP4W78m8WD7L5jpyW67wh027R9G77W5vLsjk4yqMyvW6klZ3F5MlpnYW5HbkCV46tFngW7ZQbG188FQQX3dVm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNy-N3q90JV1-WJV7CgzYMW3LC3qP3g6sX9W8pLBFQ7j1fBLW3YckH92SP0c2W5Gxm7-1KCyBnW6-1bfh1Fjq8xW5XQcK_62zcgQW1ML4Td1PfxRnW1ztSsg2SN7VJW2L7L_t4yFQm8VwQ5tZ8FHYGHW4gc-yL3frpSPW95nsCG448594W632Ddk8YJ003W38JR8P7F04t2W3-DvZJ6yyzK3MRzMnmmhCYDW8k0m6G89W07JW34jYQp8gnm3dW7_cpY235-gRyW939cjF3bmR2MW2NS53v1DcN1RW1pQq-25n1gj3W9f1CQb71GD7CW8H215y6Bk9JCW5SjvT82KllRnW7tyksN5tqKtvW3fk_JF29Y1bFW4_lNRg5PcQd63mFg1
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(2) Prescription drug pricing reforms (+$229 billion budget reduction). This provision permits
Medicare to negotiate certain prescription drug prices to lower the price for beneficiaries.
Sure, bringing down healthcare costs is helpful for family budgets. But the money that
people would have spent on drugs will likely be spent elsewhere, so this provision won’t be
broadly disinflationary. It is also worth noting that prescription drugs have low weights in
both the CPIl and PCED, so even big changes in drug prices would impact overall inflation
only marginally.

(3) Minimum tax on corporations’ book income (+$199 billion budget reduction). A new tax
rate of 15% will be applied to corporations with at least $1 billion in income. Individual and
household tax rates will not be directly impacted. This component of the Act obviously “pays
for” the climate provisions along with the drug reform. But affected corporations may well
pass on their increased costs to the consumer by raising prices.

By the way, stock buybacks by corporations also will face a 1% excise tax.

(4) IRS funding (+$146 billion). The Internal Revenue Service will receive funding to
substantially increase its employee base, largely focused on increasing audits to target tax
evaders. Again, this provision directly will raise revenues and reduce the budget deficit,
offsetting the climate investments. But the added costs to businesses (particularly smaller
ones) from increased audits (and possibly higher tax bills) could limit their capacity
expansion plans, constraining supply and thereby worsening inflation.

Other less significant provisions total +$73 billion.

(FYI: We don’t ascribe much merit to the Joint Committee on Taxation’s report indicating
that the Act would increase taxes at nearly every income level given the opinion of several
outside evaluators, including the Tax Policy Center, faulting the analysis for overlooking
important components of the Act.)

Calendars

US: Wed: Durable Goods Orders Total, Core, and Core Nondefense Capital Goods Orders
0.5%/0.2%/0.3%; Pending Home Sales -3.8%; MBA Mortgage Applications. Thurs: GDP -
0.8%; GDP Price Index & Core PCED Prices 8.7%/4.4%; Initial & Continuous
Unemployment Claims 253k/1.442m; Kansas City Manufacturing Index; Natural Gas


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNy-t3q90pV1-WJV7Cg-YTVDgm0f8WTkbTW6ZvpJK55xBMhW44sLdT5pttVmN6DcymFBPPQ1N5n41KBCBZVHW6-njJd1mQyVKW1BVTXK8WZ5TbW9kBZy_4p5tf2W5CKrh64KWcH1W3btJb77wQ-qrW1TqlCq4vqCyWW6wqtVF8MYx4HW8_Xpk37VmTS7W7CpW7m23Fw-1W5bZNg997-mCRVh9D5_8KLJC7N4KBy0htwZC0W4FVL8C6VHNm1W1y1V6-17cF61W6l_Ppr1DHNJKN5lDPj9-cvWjW5V9Scw2p6ytNW5DkL-M71yHpYW77q_mb5yfrxCW6Hp7Nj2d3cc_W6d2G5n8phhPk3jW91

Storage; Jackson Hole Symposium. (Bloomberg estimates)

Global: Wed: Nakamura. Thurs: Germany Ifo Business Climate Index, Current
Assessment, and Business Expectations 86.8/96.0/79.0; Germany GDP 0.0%q/q/1.5%yly;
France Business Survey104; Japan CPI; ECB Publishes Account of Monetary Policy
Meeting. (Bloomberg estimates).

Strategy Indicators

S&P 500 Earnings, Revenues, Valuation & Margins (/ink): The S&P 500’s forward profit
margin dropped 0.1ppt w/w to a 13-month low of 13.0% last week, down from its record
high of 13.4% achieved intermittently from March to June. Since the end of April 2020, it
has exceeded its prior record high of 12.4% in September 2018. It's now up 2.7ppts from
10.3% during April 2020, which was the lowest level since August 2013. Forward revenues
rose 0.1% w/w to a new record high, but forward earnings was down 0.1% to 1.6% below its
record high in mid-June. Both had been steadily making new highs from the beginning of
March 2021 to mid-June; prior to that, they peaked just before Covid-19 in February 2020.
Forward revenues growth remained steady w/w at a 22-month low of 6.1%. That’s down
from a record high of 9.6% growth at the end of May 2021. Still, that’s up from 0.2% forward
revenues growth during April 2020, which was the lowest reading since June 2009. Forward
earnings growth was steady at a 24-month low of 7.5%. That’s down from its 23.9% reading
at the end of April 2021, which was its highest since June 2010 and up substantially from its
record low of -5.6% at the end of April 2020. So far this year, analysts’ revisions to their
forecasts for 2022 revenues have outpaced their revisions for 2022 earnings, so the
imputed 2022 profit margin estimate that we calculate from those forecasts has ticked down
0.4ppt to 12.8%. They expect revenues to rise 12.3% (up 0.3ppt w/w) in 2022 and 3.9% in
2023 (down 0.1ppt w/w) compared to the 16.4% gain reported in 2021. They expect
earnings gains of 9.7% in 2022 (unchanged w/w) and 7.3% in 2023 (unchanged w/w)
compared to an earnings gain of 51.0% in 2021. Analysts expect the profit margin to drop
0.3ppt y/y to 12.7% in 2022 (down 0.1ppt w/w) compared to 13.0% in 2021 and to improve
0.5ppt yly to 13.2% in 2023 (unchanged w/w). The S&P 500’s weekly reading of its forward
P/E rose 0.2pt w/w to a 15-week high of 18.2, up from a 26-month low of 15.8 in late June.
That’s down from an eight-month high of 21.7 at the end of 2021 and compares to 23.1 in
early September 2020, which was the highest level since July 2000 and up from a 77-month
low of 14.0 in March 2020. The S&P 500 weekly price-to-sales ratio rose 0.03pt w/w to a
15-week high of 2.38, up from a 26-month low of 2.10 during June. That compares to a


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNy-93q905V1-WJV7CgSlwW59yhxl7dzBj3W8wfMNt2gMlsKW1pMRLv1pCnpvW7XF1Wv7M0L2gW3zPJz_310dH2VWQPY-4g_pVsW98b94J2j2Jw9W87TX9r6sLPlkW2h0zHM1Dkg5qW4b1cTJ2jtDF_VK40R25xjRXDW1LSsdz3BKYRnVQs0qQ5L7xsSW9fM691244S6gW2dz1DG5GcHFlW5nK3617ySlTlVv9Pv55ptyjwW4CBY5H7PH9dYW3SSqjM3m_8PLW8gBdpv7qL4M8W37tRrq7RMl62W6kffhj89WPMHW2VqcQv4lqTPJW3dwrLy8H5pqz3g3V1

record high of 2.88 at the end of 2021 and a 49-month low of 1.65 in March 2020.

S&P 500 Sectors Earnings, Revenues, Valuation & Margins (/ink): Last week saw
consensus forward revenues and earnings rise for seven of the 11 S&P 500 sectors, but the
forward profit margin fell for three sectors as none moved higher. Most of the sectors are
below recent record highs in their forward revenues, earnings, and profit margins. Energy,
Real Estate, and Utilities are the only sectors with forward earnings at a record high now.
Consumer Staples, Financials, and Health Care are the only sectors with forward revenues
at a record high this week. All sectors now have forward profit margins that are below their
record highs, but those of Energy and Real Estate remain closest to their post-pandemic
highs. Energy still has forward revenues well below a record high, and Utilities’ forward
revenues and margin are lagging too. Only three sectors have posted a higher profit margin
yly so far during 2020: Consumer Staples, Tech, and Utilities; during 2021, all of the sectors
but Utilities posted a y/y improvement. Seven sectors are expected to see margins decline
yly for full-year 2022, followed by four sectors in 2023. Here are 2022’s decliners:
Communication Services, Consumer Discretionary, Consumer Staples, Financials, Health
Care, Information Technology, and Real Estate. Here’s how they rank based on their
current forward profit margin forecasts along with their record highs: Information Technology
(24.6%, down 0.1ppt w/w and from its 25.4% record high in early June), Financials (18.4,
down from its 19.8 record high in August 2021), Real Estate (18.3, up 0.1ppt w/w and down
from its 19.2 record high in 2016), Communication Services (15.3, down from its 17.0 record
high in October), Utilities (13.9, down from its 14.8 record high in April 2021), Materials
(12.9, down from its 13.6 record high in early June), S&P 500 (13.0, down 0.1ppt w/w and
from its record high of 13.4 achieved intermittently from March to June), Health Care (10.6,
down 0.2ppt w/w and from its 11.5 record high in early March), Industrials (10.3, down from
its 10.5 record high in December 2019), Energy (12.2, down 0.1ppt from its 12.3 record high
a week earlier), Consumer Discretionary (7.4, down from its 8.3 record high in 2018), and
Consumer Staples (7.2, down from its 7.7 record high in June 2020).

S&P 500 Sectors Net Earnings Revisions (/ink): The S&P 500’s NERI was negative for a
second month in August as it weakened for the 11th time in 13 months. NERI tumbled to a
25-month low of -9.0% in August from -1.9% in July. It had been negative for 13 straight
months through July 2020 due to the pandemic shutdown. The 23-month positive streak
that ended in June had exceeded the prior 18-month positive streak during the cycle that
ended October 2018, when NERI reached a tax-cut-induced, then-record high of 22.1% in
March 2018. August’s reading compares to a record-high 23.1% in July 2021 and an 11-
year low of -37.4% in May 2020. Just two of the 11 S&P 500 sectors had positive NERI in
August, down from five in July. Seven sectors had NERI readings at post-pandemic two-


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNy-93q905V1-WJV7CgWZLW53kCFS1mDRjGN6FGNNfJJFY_VfJXC41XpHmzW5-ZlyT7cXWQTW3gV4NW45v36JW1Tz9mb9d2g0cW30qbrj62hwbGW59lDf08fzwrtW1ZqMgS7mjN55W8qwKl31T94GcW2HJwMr4jJNhsW1fh0ct845VVqW8Bl6QR4NqDX6Vrbs01706dqTVskpp33Hgw4CW25mCQX6WSs3ZW53h_s-2zzMftW1f5vdL4xQl5_V2-blF7B3dVLW15WJjM1BlHcDVBCRYJ7S7h7lW3m9vNd6hHZlHW2Cp8zW6-tFm8W8FMSXb7pxwjd3ldm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNyZV3q8_QV1-WJV7CgCCwW76X8rw8qNMVyW6985BS8kRQKLW1y3Cfw4mkBTqW7m0vlS56QwyHW6FB5-63wHvxCW3gRYS249MBmvW2HGzyQ8ds2TZW74b18Y8jVmWTW88YBvv96yKzbW3P_Vx01Ndvs2W5pPrgt5m_FXLW7LJ_4l3qjZnlW2lt7rb10YvWhW8Q3g4y2pdsvjW6lXsQW4r3j7GW3SW2pz30Q9M7W4qf5234h8T0gW36vr0C1P7C__VJxmTS45LkrxVDGnhq5pZnbgW835B858zzhk4VlFHXY3HwBd93gpT1

year lows during the month as all 11 had NERI weaken m/m, down from one rising in July.
Among the underperforming sectors, Communication Services was negative for a tenth
month, Consumer Staples for a sixth, and Consumer Discretionary and Health Care for a
fifth month. Here are the August NERIs for the S&P 500 and its sectors compared with their
July readings: Energy (25.8% in August, down from 35.5% in July), Utilities (2.8, 4.3), Real
Estate (-0.6 [16-month low], 4.6), Industrials (-7.9 [25-month low], 1.1), S&P 500 (-9.0 [25-
month low], -1.9), Health Care (-9.3 [25-month low], -7.8), Financials (-9.4 [25-month low], -
3.1), Information Technology (-9.9 [26-month low], -1.8), Consumer Staples (-11.5 [26-
month low], -5.7), Consumer Discretionary (-16.4 [25-month low], -10.2), Materials (-17.4
[25-month low], 3.3), and Communication Services (-23.4 [26-month low], -17.8).

S&P 500 Sectors Net Revenue Revisions (/ink): The S&P 500’'s NRRI weakened for a fifth
straight month in August and turned negative for the first time in 25 months. It has
weakened m/m in nine of the past 12 months, and dropped markedly in August to a 25-
month low of -5.1% from 1.7% in July. Before the just-ended 24-month positive streak, it
had been negative for 21 straight months. That positive streak exceeded the prior 19-month
streak during the cycle that ended October 2018, when NRRI reached a tax-cut-induced
then-record high of 14.7% in March 2018. August’s reading compares to a record-high
25.9% in August 2021 and an 11-year low of -35.8% in May 2020. Four of the 11 S&P 500
sectors had positive NRRI in August, down from six a month earlier and down from all 11
during July-October 2021. Financials and Utilities were the only sectors to have NRRI
improve m/m. Six sectors had NRRI readings fall to post-pandemic lows during the month.
Communication Services was negative for a tenth straight month, followed by Health Care
at five months and Consumer Discretionary at four. Here are the August NRRIs for the S&P
500 and its sectors compared with their July readings: Energy (30.7% in August, down from
40.6% in July [11-month high]), Utilities (16.4, 16.2), Consumer Staples (11.6, 18.6 [9-
month high]), Real Estate (10.0 [16-month low], 19.6), Materials (-2.2 [25-month low], 17.5),
Financials (-3.4, -4.8 [24-month low]), S&P 500 (-5.1 [25-month low], 1.7), Industrials (-5.2
[25-month low], 4.8), Health Care (-8.8 [26-month low], -6.4), Information Technology (-11.6
[26-month low], -2.7), Consumer Discretionary (-14.6 [26-month low], -7.0), and
Communication Services (-20.2 [26-month low], -19.4).

US Economic Indicators

New Home Sales (/ink): New home sales (counted at the signing of a contract) in July
plunged to its lowest level since January 2016, contracting for the sixth time this year,


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNyZV3q8_QV1-WJV7CgK0XW3-64qt7b_J-1MtRHGG4ctdFW7YfPrV37BhsPW8PMshv4NGPwQVfm0Mt5dRhKKW3pXR6l3YZNRfN2JzbWnZjYQ7W4xddV41pkrRdW1gWCmp1JyHzGW2ns0nd5xjLrZW4RNHct1xfF__W710rPc2HBRqQW3KsQgb4HbScRN8sCt3BFZXVjVjj5Kb3VmlJ2W68yH0k1Y7NZsW8k1HRS4zNMLjN3Ml_LsdJPdtN8Qz0h-9Zgm1W69_ZYD2NZNr3W6KhLrs2c0M9NW8cvnfF793KV42g81
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNyZV3q8_QV1-WJV7CgVmbW43nyJF4F0NZwW5_BWg781vqrBVYpf-_8MrgpQW6289tJ3HXw1gW6St5sd58nhC8W4LtFKW9kg77PW6f6LRW8t7B6bF6ShMbHYRxVW6VXtZ11f37xjW3fls9S5dpvzKW137f4N6239LbW3XPc549j6z52W6BCyrD2-P7WqW1lKqyX2dhd98W2vcHH14fckJXW4Chpg08RWjscVklF607--fJBW2LrHWB2zkFKlW3Dp0Cq8LF1w8W5csKtw8xYp8jW6V2rV64DT16fN2jzJ-VxHXGC37RH1

tumbling 12.6% in July and 39.1% ytd to 511,000 units (saar). Of the 511,000 homes sold in
July, only 145,000 units were completed, while 165,000 units were not yet started and
201,000 units were under construction. Meanwhile, there were 464,000 units for sale at the
end of July (the most since March 2008), with only 45,000 units completed and 107,000
units not started; 312,000 units were under construction. At the current sales pace, it would
take 10.9 months to run through the supply of new homes—the highest since March 2009.
“Tighter monetary policy from the Federal Reserve and persistently elevated construction
costs have brought on a housing recession,” noted Robert Dietz, NAHB’s chief economist.
He expects single-family starts to fall this year—which would be the first decline since 2011.
NAHB’s homebuilder's confidence dropped for the eighth time this year, by 6 points in
August and 35 points ytd, to 49—the lowest level since May 2020 during the height of the
pandemic.

Regional M-PMls (link): Three Fed districts (New York, Philadelphia, and Richmond) have
reported on manufacturing activity for August and show the manufacturing sector fell further
into contractionary territory, sinking to -11.0 from -0.4 in July as manufacturing activity in
both the New York (to -31.3 from 11.1) and Richmond (-8.0 from 0.0) areas returned to
negative territory. Meanwhile, manufacturing activity in the Philadelphia (6.2 from -12.3)
area moved from contraction to expansion. New orders (-18.2 from -9.5) have been in a
freefall since climbing to 13.0 in April, with billings in New York (-29.6 from 6.2) factories
posting the weakest month since the pandemic, while new orders in the Richmond (-20.0
from -10.0) region contracted at double July’s pace, while Philadelphia’s (-5.1 from -24.8)
declined at a slower pace. Employment (14.2 from 15.1) slowed a bit but continued its
strong readings, as factories in the Philadelphia (24.1 from 19.4) and Richmond (11.0 from
8.0) regions hired at a faster pace, while New York’s (7.4 from 18.0) rate continued to slow.
Turning to prices-paid indexes, the New York region’s eased further from April’s record-high
86.4, falling to a 19-month low of 55.5 this month, while Philadelphia’s slowed from a
cyclical high of 84.6 in April (which wasn’t far from its record high of 91.1 in the 1970s) to a
20-month low of 43.6 in August. Richmond’s (124.7 from 124.9) was virtually unchanged,
down from its record high of 150.1 in May. As for prices-received indexes, New York’s
(32.7) was little changed from July’s 16-month low of 31.3, down from its record high of 56.1
in March, while the Philadelphia measure slowed to an 18-month low of 23.3 from
November’s 62.9 peak. Richmond’s (93.1 from 89.2) accelerated a bit, though remained
below its record high of 103.1 in June. (Note: The New York and Philadelphia measures are
diffusion indexes, while Richmond’s measures are average annualized inflation rates—
which we multiply by 10 for easier comparison to the other regional measures.)



https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNy-93q905V1-WJV7CgFd5W6BhDkK8nS2fGN4XLmR4HPwv2W4wT49019tzPdW2_G7k91D5YvwW2V5Lwy8g3gKNLPpqB_SWjpW2kNm1G8zSx0FV5R1Pb6Z2kFvW4zD_mZ1Y4H6LW4r81XD8mhhznW56P8Fp85zx5jW4CmSfj6bxymsW9hdpDV8306cjVZ5bSJ6ch_V8W38YRG64z0hXxW5p1KZG9hYwkbW5Cd-5R24V3gCN7JDTkymDfzjW1746wF2VPGxxW80sbfj93znJ7N3QcX2Y9HbLfW4-0Msx2S6CxsN8HYLfqPNQ3LW66XFR38TkkTP361l1

Global Economic Indicators

US PMI Flash Estimates (l/ink): Business activity in the private sector during August was
the weakest since May 2020, according to flash estimates, sinking for the fifth successive
month. The C-PMI plunged from 57.7 in March to 45.0 this month, with output contracting at
the nearly the fastest pace since the series began 13 years ago (excluding only the
pandemic-impacted period between March and May 2020). The report notes the reduction
in output was broad-based, with both manufacturers and service providers registering lower
activity—though the service sector saw a sharp drop in output, while goods producers saw
only a modest setback. The NM-PMI fell from 58.0 in March to a 27-month low of 44.1 this
month, while the M-PMI eased from 58.8 to a 25-month low of 51.2 over the period,
remaining in expansionary territory. Optimism among manufacturers improved, reflecting
hopes of stable supply chains and increased customer demand. Meanwhile, on the inflation
front, things are looking better, with input and output prices rising at the slowest rates in a
year and a half on reports that some key component costs have fallen.

Eurozone PMI Flash Estimates (/ink): Manufacturing activity in the Eurozone contracted
again in August, according to flash estimates, the first readings in contractionary territory
since the Covid-19 lockdowns of early 2021. The Eurozone C-PMI eased for the fourth
month from 55.8 in April to 49.2 this month, as the M-PMI plummeted from 58.7 in January
to a 26-month low of 49.7 and the NM-PMI dropped from 57.7 in April to a 17-month low of
50.2—showing the service sector to be at a near-standstill. The recent weakness in the
Eurozone was mainly centered in Germany and France, with output increasing outside of
the Big Two though only marginally. Germany’s C-PMI contracted for the second month,
falling to a 26-month low of 47.6 from 55.6 in February, with the NM-PMI sliding to an 18-
month low of 48.2 and the M-PMI increasing to a two-month high of 49.8, after contracting
in July for the first time since mid-2020. Meanwhile, France’s C-PMI fell below 50.0—the
breakeven point between expansion and contraction—for the first time since March 2021,
dropping from a recent high of 57.6 in April to 49.8 this month. The M-PMI remained just
below 50.0 for the second month, at a 27-month low of 49.0 in August, down from 57.2 in
February, while the NM-PMI slowed for the fourth month, from 58.9 in April to 51.0 this
month. The overall Eurozone saw a slight lift in confidence for the year ahead, though
sentiment was the second lowest since the initial wave of the Covid-19 pandemic.

Japan PMI Flash Estimates (/ink): Activity in Japan’s private sector contracted for the first

time in six months, according to flash estimates, with both manufacturing and service
companies posting output declines this month—the former declining at its fastest pace in 11
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNyZV3q8_QV1-WJV7CgNDKW4VkT-g8M1TDMW7Yp1gq68RJ-kW1x3BLj75K5cLW8M5Xyk78-dDVW4BcM8n6Lc_vqVHZfxJ7bJFLBV65qN64_J61HW5y6WMn37WBbgW6Ltpss5Pj83hW7rmNGt8yNyplVwjnPg2Wn7lGW4bPWB915qD4zW1Q51FM1VT9ymW4zzmVv3rVw0FV2X_g62JVw_GW5DgP4-4H-8VHW91MQwd46xdVpW57vYpt15VXnhW1_PQ9p5Jc5swVKk5Dp2L3gMrW8NqtpX1y1hCtW2ykQCL1SHmzv330B1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNyZV3q8_QV1-WJV7CgJ-xF1cKM14BjVTW36_mYT3z18XnW4-wc-48Xp_M7W7cnFFw2yCYdsW2vDL5M7C8Y_8W4Ft80n57GWlCW93Zjth6B9nzzW5BZYMz8qf8JNW3dH7Vy7mkpc1N5D_4q9Yg9g4W8sYth88rZjssW3-fdcQ8gnTVnW7NkPk03TS_zpW1lGFmS6NNgChW3mvXs_2X2W5_W76MKVT2X_2t7W2YQ62H3QsgD5W3NPrL069wvKwW5qq9Y_8nBxDYW8ZRwXM8SrjJzW5wT5sd4SJdhRN44MtpFnjhQH2_Z1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWkLGl3kYYJlW53Lm_q4bTZzNVfQRxk4P4brkN1HNyZV3q8_QV1-WJV7CgK83Vm7cmj43Lx3xW8PSfD-2nrrJRW9gl-pc7wpJVpW7rsjC53g3yd-W2pwynX3cl_NPW3fwhl09gnVKbW3zfmbL5VKTf0W2xFJrr7ZQfm-W7HyQJN10r4yyW4FqrJS8PBzPkW5ZjvbV7lYJxVW4cMg7-98CDPrW2ZY4Sh3fVdl4Vcbz3h4j7mTFW2f2lhS8Sp4pwW82Wf-D50xKdXW3Y_Nkh6FSfXMW6GLVZ08g4mjJW6L7CHX1z0mCCN65TFJzM3YBkW7pJT4R8h3FzNW5W8Cn75-WgjF3mL01

months. August’s C-PMI dropped for the second month to 48.9 this month; it had climbed
from 45.8 in February to 53.0 in June. The NM-PMI dropped from 54.0 in June to 49.2 this
month, while the M-PMI eased to a 19-month low of 51.0 in August—though the
manufacturing output index slid to 48.3, its second reading in negative territory. Business
confidence eased for the fifth month in August amid growing economic headwinds, “as
businesses are concerned about the impact of the Ukraine was, inflationary pressures due
to rising raw material and energy costs, and a global economic slowdown,” according to the
report.
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