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How’s Business? 
 
 
 
 
 
 
 
 
 
 
 

Strategy: Rolling Recession & Flat Earnings. Debbie and I continue to watch numerous 
economic indicators so that we can regularly update our answer to the oft-posed question 
by investors, “How’s business?” The answer today is that it is not so good but not so bad 
either. That’s consistent with our rolling recession scenario for the economy. 
  
In the past, many recessions that were attributable to tighter monetary policy tended to be 
hardest on the interest-rate-sensitive sectors, particularly autos and housing. That’s where 
the biggest job losses occurred, and they quickly spread to most manufacturing businesses 
as goods producers scrambled to reduce their unintended inventory buildups and cut their 
capital spending. The services economy tended to hold up relatively well, and so did 
employment in most services industries. 
  
The recession during 2001 hit technology industries hard when the sector’s speculative 
bubble burst. The recession that occurred during the Great Financial Crisis depressed the 
housing, autos, and the banking industries when the subprime-lending bubble burst. So it 
weighed on employment not only in goods-producing industries but also in financial and real 
estate services. 
  
The lockdown recession of 2020 didn’t last very long in goods-producing industries because 
the lockdowns were lifted after only two months; but many services were forced by social-
distancing regulations to curtail business. Manufacturers and distributors of consumer 
durable goods and the housing industry recovered very quickly and experienced remarkable 
booms in demand. But employment in the services economy remained depressed during 
the recovery. 

 
Check out the accompanying chart collection. 
  
Executive Summary: Today we focus on business sales, showing how it relates to the key economic 
indicators that feed into our economic outlook and how it correlates with S&P 500 companies’ 
aggregate and forward revenues, feeding into our stock market outlook. … For the economy, we 
forecast a “rolling recession”—a.k.a. “growth recession”—that depresses different industries at 
different times but avoids shrinking the overall economy. For the S&P 500, we estimate forward EPS 
of $215 this year, up 3.1% y/y, and $235 next year, up 9.3%. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW784S89M2KRW4F1Lmx5v9htvW4vJbXQ4Q7XbQN1RGL-D3q8_QV1-WJV7CgQ74W5_DqL91-psxHW4ggNVb6_Vb7bW2lkprl6BxgqGW2q5_2666vmg7W4VBpPG5hHJjGW7Wg7jM3YtYpNW1wzdvV1Pq7zqW3hjm441jR9SxW1r7TST3jSd8NN8GnZzJYdHsLW1BjSrt99BM5QW71MWVL8dWg_yLjF8k6Stw2N5j5g_QbbJwPN6gY8ZCcV-LtW7YWvpp3vkdYNMdHFQl8sSfKW2bRDtc6d_JVVW4JvhwX9jHC1wVH0GDn5z0Lk5W1lWRcz3hpsR4W5M3Dzh7CQggw3c-x1
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The overall economy has been experiencing a growth recession so far this year, as real 
GDP edged down 1.6% and 0.6% (saar) during Q1 and Q2. The latest estimate from the 
Atlanta Fed’s GDPNow tracking model shows real GDP growing just 0.5% during Q3. 
We’ve been characterizing the current economic experience as a “rolling recession,” 
depressing different industries at different times without resulting in an official broad-based 
recession. (The GDPNow forecast will be updated this morning.) 
  
The bottom line for the bottom line of corporate income statements is that earnings are 
likely to flatten rather than take a dive in our rolling recession scenario. Overall revenues 
may continue to grow, boosted by inflation, but profit margins will be squeezed. That should 
flatten earnings like a pancake. 
  
The main rationale for our rolling recession forecast is that this time is different compared to 
previous monetary policy tightening cycles. In the past, these cycles ended when they 
triggered a financial crisis that quickly turned into a broad credit crunch, depressing most 
businesses—especially goods-producing ones—and causing an economy-wide recession. 
  
Before we analyze the latest developments in various key industries, let’s review the 
relationship between S&P 500 earnings and key macroeconomic variables: 
  
(1) Actual quarterly & weekly forward revenues. S&P 500 revenues per share rose to a 
record high during Q2 (Fig. 1). Forward revenues per share—which is the time-weighted 
average of industry analysts’ revenues-per-share estimates for this year and next year—is a 
great weekly coincident indicator of the actual quarterly revenues series. It rose to a record 
high during the September 8 week. 
  
(2) Aggregate revenues & business sales. S&P 500 aggregate revenues includes the 
revenues of companies that produce both goods and services. Nevertheless, it is highly 
correlated with the monthly series on manufacturing and trade sales, which includes only 
goods producers and distributors (both wholesale and retail) (Fig. 2). Both series also are 
highly correlated with nominal GDP of goods. The growth rates of all three on a y/y basis 
are very close (Fig. 3 and Fig. 4). 
  
During Q2, nominal GDP of goods was up 11.3% y/y, while S&P 500 aggregate revenues 
was up 11.9%. During July, business sales of goods was up 12.5% y/y. The bad news is 
that inflation-adjusted business sales fell 1.5% y/y through June, while the price deflator for 
this category was up 16.2% (Fig. 5 and Fig. 6). 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQc73q905V1-WJV7CgLMCW1mPj6B5Bff91W3Xtkdl8SgVYYW8z6jWd69rh8sW5hpdPz2jbs_lW7qQfGL8sRfNfW5YTFGp3wxSJSW2WcFSC2mZRrzN23gN8XSf033Vggp4d8h7fmPW7MN9GL38b5BfW9ljbZ12CwpYgW4gtW6q6wGqxbW2F-fKt5pkBjYW8qZld05r5t8lW6Szmk47fg2wkN8FYRT7t7b9pW76pTyJ4hgJM2W1TbLpK5sP8D6W6mDzjQ7hDwGVW5Hb7kY7jjL3LW5tCg5338yf6gVwn96J3lDN86W6t39wk20w_QgN8jwzZTl1KQV35F31
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgVk8W5NdzXz5mTN_TN223ylVXHX3MW3WV3NL6wWMXnW4GXlzT1VZT91W54q3kH6NNvBhW4cRLqT1rXcVQW553j9B976zb0W30Zx768gn-fbW1l3klg7ts563W2LD45S9gwzSVW5_2YjP69mrWXW3yg0556Z3dsRW6FKpTp5cK5R1N53KTXT3ZVfMW6Bv3Q08vSVjnW2QmdkZ2xf41nW1fZh7P465W-PW1Z0jMc4LT2JdW6Skz3L8VpKtbW5hTlzb5-bNgrW44Pr3m3gb1wSW1w-C3r7zS8BC3l8w1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgMvBW3d85hB4LPTLZW5CR_Xs75Y6wVW2DgTCV5fXty5W5PVMz21tdKc_W7Cxxwc5lQM7YW7ltkt95_SjlrW3dQl441WPZpQVvs_ym9lz7nmVSNgg56RHJm2W5HWhFw3qgr55W2B_hSJ1mcB4WW1tF5Vk5L7p40W92cJNG5Ydq73W30bKW48dZ8vwW3Gpmz47GwYvkVYRTPl5dZJkQW381n9s7Cm2gWW5f4D8J8NNTV9W74bz-X6h1SkBV1qS351yNfhzW3RvSmJ1V0JtmW8RQ-j23c9g-h359n1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgW1XW1yPR-M3bZyn4N4spYpSPFBmSW4w9GML8PDnj4W5q5Gb598hHddW8xPcw_6P74VtW4tMY0r6gdrdMW3X8DVT3v-gJ5VPrXFX186ZsNW77YqKJ2hVbGqW128kYf68lBpnW7cq4Y17rDfBxVRWq9f8vW0WJVMVCNq94T82xN4c5T4RGwhCNW9lMFw61vPgJgW63LtsL1Bv62pV6gSJp7J7Tq0W7R0hnj1xjSZSW45cHZQ2gfSdWW75XNKy67Pf2GN1Clgj843j4GW7kKpTd8Pw3YV3glV1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgXF4W27xNmq1YmdvrW2kPMwj93CQs5N6FMT3TbPG4MW1QYKPH2gp7S3W8xbNMV7BXd_5W3dhWzv1-jWtyW8LvVr34fsPcwW4BXKhM8MhH7hW3KbCkS4WzJbYW7GyCmf3TW7lfW60DH_p11jx7NW94BMX31_BMbNW4P17wH3N85L3N5qdMNGF4ZmBW83fBTg8FYZkBMgCqKW_Y7G6W4sX4p57bHLGKW5CN9p68BSwndW844JVZ7cp4JzW4bp-7V3r0_hDW3Y6y0t50B0gDW13P02F1xkyl_3qn41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7Cg-FKW5W-S3g2MGhK8W7xG-h65sj1D7W1jKc731symkbW4fF1ZG3ktv_1VzKBRY7QtGGSW3dZtb27GjJgGW5FQJxG9h-Zg3W93YCw0142DJLW8qz-X05bxx6CW4WdMcC16MR7mW2RFtry3-RCjXW4XbZTl9gc_dtW7zbHlV4WckN9W4FRMwc318Lq-W3hhBw91CP8sgW4fQTrC38WqRFW54FPSK3TRz6BW5v7GLF288L5PN4hRC7Xmf7HHV1mBw6358qS9W2n0PTB18WQnlN1W3cd5pSLHc37p51
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgV4_VHtmbj8MNKFbN4g_xdnCYnj4W5cb3CD8BsDZ7W3-s2m372k24nN8CkVbj3hqkdW2nQrc22HyMGFW85lnGK5Sp1wXW7SHlkF710N-_W82z88k2rZLc-W432f6j896SFGW7831Ht4_jvxqW3SJt3v98-qJ6W4k65W13cSPw_W40yKQs5h_Xd_W84rbr63XmS-QW3DRwtH5mJgczW7_n8yp6tmH0JW2GHXPr3jv_vKW2CCBnQ5jCCG7W6-DzbB617CJWW28Fv1l8D4m8sW1QTNDy6FXr-h37qC1
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Here are June’s y/y percent changes in real business sales and their deflators for 
manufacturing (-2.4%, 18.4%), wholesale sales (1.8, 17.5), and retail sales (-4.1, 11.1) (Fig. 
7 and Fig. 8). 
  
(3) Actual per-share revenues, earnings, and the profit margin. During Q2-2022, revenues 
per share rose 12.2% y/y, while operating earnings per share increased 9.8% (Fig. 9). Both 
set record highs, as the profit margin was 13.4% versus a record-high 13.7% a year ago 
(Fig. 10). 
  
(4) Actual quarterly earnings & weekly forward earnings. S&P 500 forward earnings tends to 
be a good leading indicator of the S&P 500 companies’ actual quarterly earnings, on an 
operating basis (Fig. 11). Forward earnings peaked at a record high of $239.93 during the 
June 23 week. It has edged down 0.7% since then through the September 15 week. 
  
(5) Bottom line on the bottom line. Our rolling recession scenario implies that both forward 
weekly and actual quarterly operating earnings will stall at their recent record highs through 
the end of this year, and maybe through the first half of next year. If we were forecasting an 
outright recession for the economy, we would be much more bearish on earnings and the 
stock market; but we aren’t doing so at this time. Instead, we are forecasting that earnings 
will be $215 per share this year, up only 3.1% from 2021 (Fig. 12). Next year, we are 
forecasting $235 per share, up 9.3% from this year. 
  
(6) Top down. From a top-down macroeconomic perspective, we’ve noted that S&P 500 
forward earnings, on a monthly basis, closely tracks the Index of Coincident Economic 
Indicators (CEI) (Fig. 13 and Fig. 14). The CEI was up 2.1% y/y through July. In our rolling 
recession (a.k.a. growth recession) scenario, the CEI flattens around its current record high, 
as do S&P 500 forward and actual operating earnings. 
  
US Economy: Rolling Along. Our business is a very simple one. Most of the variables we 
care about and need to forecast can go only up, down, or sideways. Forecasting the stock 
market is even easier. All we must do to forecast the S&P 500 stock price index is to 
forecast two variables, i.e., forward earnings for the S&P 500 companies as estimated by 
industry analysts and the forward P/E that investors will pay for those earnings. Forecasting 
these two variables is very easy to do. Getting them right is the hard part. 
  
Today, we are working on getting the forward earnings piece right by getting our economic 
forecast right, particularly for the CEI. Let’s examine the latest relevant indicators and 
assess whether they are likely to go up, down, or sideways: 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgJ73W3jvcmt1RmBysW47ZZrQ2YhWPWVHZXgD4nq32tW2lBfhV4NCQRHW1hjMPs6yrzkLW4J3TfN7VNYfkN8BfHFjjlm-8N1SxZHzsSqvKW3ChLbK3xq28yW22rXfy7C0_hhW3t5mXb8_0yTcVTSMlP7_zSw0W2cywhl6G-k1tW52RCmH5xFSZfW6fYLqp8jnSX9W36fFS-6pDkl8W4B4XCD4M7PsVW230KRd8Dl9sLVh6G4c8BkVR1W4nDyXG5Q05gcN1DplZX978G1W5F1MsY8qf3Ly32Tr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgJ73W3jvcmt1RmBysW47ZZrQ2YhWPWVHZXgD4nq32tW2lBfhV4NCQRHW1hjMPs6yrzkLW4J3TfN7VNYfkN8BfHFjjlm-8N1SxZHzsSqvKW3ChLbK3xq28yW22rXfy7C0_hhW3t5mXb8_0yTcVTSMlP7_zSw0W2cywhl6G-k1tW52RCmH5xFSZfW6fYLqp8jnSX9W36fFS-6pDkl8W4B4XCD4M7PsVW230KRd8Dl9sLVh6G4c8BkVR1W4nDyXG5Q05gcN1DplZX978G1W5F1MsY8qf3Ly32Tr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgP74W8yGC102kz9cHW5CrDv01ZZTmXW3Z3-Qj1g0p46W1mQXkr4mmj6MW2zG7Jv1yxBGgW12VLVV1hLQ3TW7jxHs97S99LMW7L_DM67pwDh7W8jvq8G8lxYQCW7dk13j4C3mR2W1HblBw84X1QlN5YJM7KQyv4jN5wtskBMMQK8W2WyYl-3TxwbwN53xvb5RH55vW66YX4x7hXy1lW3nCy4N2dZ9j_W2s3HxY56cPwMN16SZ31XWn_vW71Q56N4qB8GJW2fq_bm8fg_byW8dWbP_51GCDD3fl01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgYWtW4B3KpK3yQThFW7NDBCJ3ZXpjqVm-f-f3wLW39W8l64qR3sBzmmW1gwlyd823Y8XW9lz5jm2Fv50JW4nmxSJ4dFcQtW4FKZVp5NLKHsW6BW07y2FK460W7dzFLl84DbfbW8LvPbb3l2Cl-W74tLHy655cFqW6yDlFK7yPNxcVyvLqF8VYXYMW3_kQx37kRtJfW8-Snzz2n6lppW68Nm3l4HSc7LW7c7Brr8QbH2QW64Lq1K3GNdSLW1dbCcc1-zZWbW4LWs982wXJRvW2j27Zv4nVPnL3kgw1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgzTHW6tDppf3wVdnSW7hbtGV5nStfcW5J20rc3L2KBmW6HJRST2cmTLPW1bJJKz36GHq_N6PzfNdD1xMcW3ppt_91dsxWwVbBL4T7wkMsLW1KwNtQ66Z4VkW8mh9yy5jWnr-N1144rV60TY1W5N07pb2xP3-6W7rDxdV8147ZqW25GF561d5vRVW1vhmgd3D6m7dW74WPGC5RrdhLW8rjf_08kBbd8W95Lnfd82nkgJW3FsBs-82zsvNW6hH8Mh4s35WYW4b1dLX6BS8VtVSg10C8QY3qm36tL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgCkQMy8GG_S_8JrN4cnm7GhT4L2W9jCFJk1yLyj-W3hnh621NTzQ1W4PYdXz3MhPhjW7cXx_w6DN0mSW8ZXgQj8X2hn4W96zgX75xdBzBVbjG1F2n_j0nN6TN_JFyCDKXVM9g_G2CRCjyW3XKffV60Wfy5W7XKLvJ3_MLzfV9LFms3mbPybW7m54Yw3D6gdDN21bM1MF6q5SW3vqGC728Dq7GW5bZlpl14pjXjW9jtMjx55fmrCW3KrVlN1bchCKW75CQnB7rl4sPW2PQQ0K14hVBy3kcq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgDrjMD8SXX-44kfW9b_gmV6Lg_1jVPvdLv1HF03mW6Z7C1G6Qb1DvW9lcZyL5xpz4_W2dtZXV7kh57FVZDTHd8wbBCsN8n7mpvD4V83VYDYDy3h7s2NN6g8yW9LtpfXW2dfCGn1z_-RRW1FHYcf5yrSbyV9SgdW6rzqHkW6lylsB7YCW_GW8G0-sR41cKSDW2wSqPc4rghmzW5v9QkJ42K17VW4LcvnP5y5DqxVdmm7H5wn3cDVRQ3qK7QxZ7PW8dQ1VZ3yxnmTV9D2nj6b7Tc63hMs1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgS0NW6Dj2cZ8d4rZqW5vCnKJ3nJVdrW4ZbyRc3jfMfwF8xXtfDY2HpN7M3P52mX5mcN2NLPq24_kNHN48CnlMfykz6VtVbXc6kQZBxW7yCwmW4M9vFwW9bWR9S6Kf5MGW7-Mgyn2DGsssW4CLtsd4lXNWMW4_f7kN2P4Nx5W8dj0bq2Vy4JyW1dq-nk8vX6Q0W3SGtDB6m6qPvW5C54mV8-rjS2W3YkxG87_tVx3W4WqFWH862qYmW2KMlDL3bLxCHVfv7X046DJfWW64HGBD5DKsLl35gz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgBK9W42l4dH8KgTTKW4Gb2qD2GgvrnW4YfY1-7Fq6FMN2xh_zZ_nMFdW2nm4bK4Ywf10W3B8MKl8H-X-lW3tFjsv1S3RMmW1yBKbN6tckvSN6F6xfdP-z39W4mmTmm59B748W3Th4rd83T-lsW64R9996mZJ3vW5Nl9CK75rX-QW58S7x58TwGM_W6MBN6S3k8ptgW63Rrdx5NNmchW8gyFmr2SYXvbW37PZ9Y6CWhqwW47DfYW9843l5N4YYH4SHPVDcW1lmJ6_41_k1sW1KQg-h5TBDbV2Dh1
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(1) Coincident Economic Indicators. The CEI includes four economic indicators: payroll 
employment, real personal income less transfer payments, real manufacturing & trade 
sales, and industrial production (Fig. 15): 
  
Payroll employment rose to a record high during August and is likely to continue to move 
higher in coming months since there are still lots of job openings. That’s positive for 
personal income. 
  
On an inflation-adjusted basis, however, wages and salaries in personal income have 
stalled as rapidly rising prices have continued to erode the purchasing power of rising 
wages. 
  
Price inflation is boosting business sales of goods (and S&P 500 revenues), as we noted 
above, but these sales have stalled in real terms. 
  
Industrial production edged down 0.2% during August after reaching a new record high in 
July and is likely to flatten out for a while, as unintended inventories have been increasing 
relative to sales (Fig. 16 and Fig. 17). 
  
As for the composite CEI, it rose 0.3% in July, to a new record high, and we project that it 
will remain around the high over the rest of this year. 
  
(2) Housing. The major single-family housing indicators all have been going south as the 
mortgage rate has been on a due-north course since the start of this year. Since the start of 
this year, new and existing single-family home sales are down 38.5% and 25.0% through 
July. 
  
Housing-related retail sales also are depressed. Real construction spending on home 
improvements is down 4.7% ytd through Q2. On the other hand, multi-family building 
permits and starts remain strong. 
  
(3) Auto sales and production. Auto sales have been weak since last summer, mostly 
because production has been hampered by parts shortages. In other words, the auto 
industry has been in a recession already, attributable to supply-chain disruptions. But there 
is plenty of pent-up demand that should boost sales as production ramps up. 
  
(4) Government spending. The pandemic unleashed a torrent of federal legislation to boost 
fiscal spending in coming months and years on public infrastructure, green projects, 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgJ92W2Krc2Q4GCP58W8LQJnn2H1C3DW5cRHfT31R4S7W77wtW52dBwLlW2j5B0H92TTqWW8qs_vN8G49c1VptznC3Mz45nW2CS8qD3yMZXcW2nbyqq8LZkkTW64K6NQ7959RmW1WnVs22BxNL7V1wnSl6XDT3NW5-SzFX81dvGkW5DJTm27PYzVsW7ccWjR2cbZP_W2pDkPh8X03_fW6DfzvK82VtkpW1cbY465QsjfgW2BLWxh7Ks2VTW7G9WX247Wd5sN4pXbx3BN21YW5JScT08f1G-V3bS-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgMygW5gpjmt5Hs3NQW95Sb8j2-P23_W76P29P783983W1qHky45cY668W1MY3Y75hxHXjW8z1rls3lVlfSW8sjq1j2x2GhwW5_ZVgT8GNYf6W20hw6m3KbcywVtvKLM8M1619W3gcCbL3d21bfW6dzJnY4RbNsxW3gqBCR5ksDc4W39PlWx8NTwf2W5-rpCr7LkfR-W6BXsPX32sTZkW2YjGCt356DDZW85PtMB875kc7W33xGZ896ZVy0W16gbsT7z9m85V6PNWD3bnjwjN2cN94dwZ0vG3ksM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgQGKW35DbnR2488P4W8p-0dD3G3BS4TZT3632-XGxW2gBzsV449_yGW27TBYK1vNhpcW1NxcK92GSX9_W3CwPzC2mv28PW49LfFK4Ys24ZW54l7cP6LnNx1W11-C6f1wGC9nW5Xsmgw1gmcV6W2L36tp6sK_ghN24vP92y4RSGW3M3RGk6jhgvkW7qw75y1lg_3nW52cXNg6F6RF1W4xR0fl14TtdqW35kzk-9lWlf1N8fs3lSCLZdBW83xjdQ6DRvXtVy3Nx72JmV81W3WDpQ61FdtGL2mp1
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semiconductor factories, and grants to fund state and local government spending. In 
addition, federal defense spending on weapons is likely to boom as inventories (depleted by 
the Ukraine war) are replenished. 
  
(5) Business spending. Capital spending indicators have been weakening in some areas as 
economic growth has stalled. However, the “onshoring” of supply chains is likely to boost 
capital spending. So is a spending boom in the energy sector, particularly on LNG 
production and export facilities. 

 

Calendars 
  
US: Tues: Housing Starts & Building Permits 1.445mu/1.610mu; API Weekly Crude Oil 
Stocks. Wed: Existing Home Sales 4.70mu; MBA Mortgage Applications; Crude Oil 
Inventories & Gasoline Production; Fed Interest Rate Decision 3.25%; FOMC Economic 
Projections. (Bloomberg estimates) 
  
Global: Tues: Eurozone Current Account €5.3b; Germany PPI 1.5%m/m/37.5%y/y; 
Canada CPI -0.1%m/m/7.3%y/y; Lagarde; McCaul; Beaudry; Bullock. Wed: UK Industrial 
Trends Orders -11; BOJ Interest Rate Decision -0.10%; European Central Bank Non-
Monetary Policy Meeting; De Guindos; Beerman. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Last week, forward earnings rose for a third 
straight week for LargeCap and for the first time in three weeks for MidCap, but SmallCap’s 
fell for the first time in three weeks. For a 12th straight week, none of these three indexes 
had forward earnings at a record high. LargeCap’s forward earnings is now 0.7% below its 
record high at the end of June. MidCap’s is 0.3% below its record high in early June, and 
SmallCap’s latest decline puts it 2.5% below its record high in mid-June. In the latest week, 
the yearly rate of change in LargeCap’s forward earnings edged down to a 17-month low of 
10.9% y/y from 11.0%; 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 eased w/w to a 17-month low of 21.3% y/y from 
21.4%. That’s down from a record high of 78.8% at the end of May and compares to a 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgWG3W6Y5YnR40ptC7W2MMltz9dS9TGW91T_SS1QfzGdW5Ltgd76kGw5_VVh_Gf1bBbGkW86PmWj6LjRRYW5bjvdY24Lcx1Vb64f37tS4J4W5cw6LJ7Xkxr_W1YWFLl8Y-VB7W2K-Nf13HPhbBW65CWF16mBqryN4mFy15yy6QzMS3w92sT2MvW14d7CJ14HyzhW5QgY0x88CxvjW7q1R472Qmt89W45gVrf4VsXmvW4BS6l62lWg-JW2_G84g718CqqN79Zxc3lYWfDW7b4dgz7fZ8523lnb1
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record low of -32.7% in May 2020. SmallCap’s rate fell to a 17-month low of 15.9% y/y from 
16.2%. That’s up from a 17-month low of 16.1% at the end of August and down from a 
record high of 124.2% in June 2021. It had been at 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 stalling or heading lower 
now. Here are the latest consensus earnings growth rates for 2022 and 2023: LargeCap 
(8.3%, 8.0%), MidCap (16.1, 2.5), and SmallCap (10.8, 8.6). 
  
S&P 500/400/600 Valuation (link): Valuations fell across the board for the fourth time in five 
weeks for all three of these indexes and were at nine-week lows. LargeCap’s forward P/E 
fell 0.8pt to 16.3 from 17.1, which compares to a 16-week high of 18.1 in early August, a 26-
month low of 15.3 in mid-June, and an 11-year low of 11.1 during March 2020. MidCap’s 
forward P/E was down 0.6pt w/w to 11.9 from 12.5, which compares to a 16-week high of 
13.2 in early August, a 27-month low of 11.1 in mid-June, a record high of 22.9 in June 
2020, and an 11-year low of 10.7 in March 2020. SmallCap’s forward P/E gave up 0.4pt w/w 
last week to 11.5 from 11.9. That’s down from a 16-week high of 12.8 in early August and 
up from its mid-June reading of 10.7, which was the lowest since it bottomed at a record low 
of 10.2 in November 2009 during the Great Financial Crisis. That compares to 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 an 109th straight 
week. That’s the longest stretch at a discount since 1999-2002; SmallCap’s current 30% 
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 
discount for a 66th straight week; the current 4% 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, and the 
declines have accelerated for Q3-2022. In the latest week, the Q3-2022 S&P 500 earnings-

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQbS3q8_QV1-WJV7CgGvgW2nVJxn75ZFf7W3TLsK92dG6qwW8LV8Hg7vLMmCN9jR8PJqPkQpW6Vxt6j8fSxsDW5w4R-c4crmWLW5pDFj56sVKrxW3lHhrL8KGyyPVl0q0V8Pn-kTW70Bzyw6snD3wW7VCg9y7tyhL6W96rk5D3rybs9W8gs68M89bT1xW4dWycT46_RyjW7WfR-j8tq8J8W4WcWtY4PysPrW4XRGHw4JrZLSV9l1pq4hMRb7W3YFM7j8zZ0gvW4Vhm0r8td6SgW318CB52JTRYpW8zCBkh5d99Nx3n-21
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWtWHc85w3_nW66MysN4-3H3fW2K0rfL4Q82gmN4dVQc73q905V1-WJV7Cg--3W6P4wCF7NBP1sW3-_g2k3RzWGPN7qvYl660DHZW5nL5pS8NXFSjW2wQLBc1-yz0DW5T6SJ54FHGwqW2c6F-t8BDrw0W87s5zM4tWZDHW3pCLzl7zbjfNW4nsxdp7dR7jTW1dqX965332JVW7pR5H18D-MSMW3sKXpZ5NJhZVW4gM0yw4ncx5yW3FdM9C5M2f7fW2yttgc3nlWBjW3VgTG327VWK-N4tGX_RwsZtXW9bNR-n2t85MsW4HTV0_5SmvyGW6lKdZD2dm14mW3y5lhy1wXb2hVMkq5l7GFFX_W3Hxjzy28Hqjv31wM1
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per-share forecast remained steady w/w at $56.19, but is 5.5% below its $59.49 forecast at 
the start of the quarter. Analysts expect S&P 500 earnings growth to weaken to 4.3% y/y on 
a frozen actual basis and 5.0% on a pro forma basis. That’s down from Q2-2022’s blended 
actual/estimate of an 9.9% y/y gain on a frozen actual basis and 8.5% y/y on a pro forma 
basis. Double-digit percentage growth is expected for just four sectors in Q3-2022, and y/y 
declines are expected for six. That compares to Q2-2022’s count of four sectors with triple- 
and double-digit growth, three with a single-digit gain, and four with a y/y decline. Here are 
the S&P 500 sectors’ latest earnings growth rates for Q3-2022 versus their blended Q2-
2022 growth rates: Energy (121.6% in Q3-2022 versus 296.7% in Q2-2022), Industrials 
(26.5, 31.6), Consumer Discretionary (17.5, -12.3), Real Estate (10.5, 13.0), Materials (4.8, 
17.4), S&P 500 (5.0, 8.5), Information Technology (-3.3, 1.5), Consumer Staples (-2.9, 2.3), 
Health Care (-4.0, 8.7), Utilities (-7.1, -3.7), Financials (-9.1, -19.2), and Communication 
Services (-15.9, -20.3). 

 

US Economic Indicators 
  
NAHB Housing Market Index (link): “Buyer traffic is weak in many markets as more 
consumers remain on the sidelines due to higher mortgage rates and home prices are 
putting a new home purchase out of the financial reach of many households,” noted Jerry 
Konter, NAHB’s chairman, adding “In another indicator of a weakening market, 24% of 
builders reported reducing home prices up from 19% from last month.” Homebuilder’s 
confidence dropped for the ninth time this year, by 3 points in September and 38 points ytd, 
to 46—the lowest level since May 2020 during the height of the pandemic. (Any number 
below 50 indicates that more builders view sales conditions as poor than good.) All 
components continued their descents in September, with current sales (-3 points) once 
again posting the biggest decline this month, followed by future sales and traffic of 
prospective buyers which both edged down a point. Year-to-date, traffic of prospective 
buyers (-40 points to 31) posted the largest decline, followed closely by future sales (-39 to 
46) and current sales (-36 to 54), with all falling to their lowest levels since May 2020. They 
were at record highs of 77, 89, and 96, respectively, during November 2020.  
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