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Strategy I: The Valuation Question. The air continued to come out of valuation multiples 
last week, as inflation remains persistent and interest rates remain elevated. 
  
There’s an inverse correlation between the S&P 500’s P/E and the CPI inflation rate on a 
y/y basis (Fig. 1). We have quarterly data starting in 1936 for the P/E based on four-quarter 
trailing earnings and based on monthly forward earnings since January 1979. The CPI 
inflation rate is available monthly over this period. During periods of falling and low inflation, 
our composite P/E tends to rise and exceed its historical average of 15.0 (Fig. 2). During 
periods of rising and high inflation, the P/E tends to fall below its historical average. 
  
On Friday, the forward P/E was 15.1, the lowest since April 1, 2020 but at its historical 
average (Fig. 3). 
  
The composite P/E is also inversely correlated with the 10-year bond yield based on data 
available since 1953 (Fig. 4). The correlation isn’t as tight as with the inflation rate. The S&P 
500 forward P/E peaked last year at 22.7 on January 8. So its drop since then to 15.1 
certainly can be explained by the jump in both inflation and interest rates since then. 
  
The question is whether the P/E will hold at its historical average or fall below it. The answer 
depends on whether the US economy is heading into a hard-landing recession. If it is, then 
the forward earnings of the S&P 500 will fall along with both forward revenues and the profit 
margin. In this scenario, the forward P/E would likely fall below 15.0 on its way to the high 
single digits, as happened during previous recessions. 

 
Check out the accompanying chart collection. 
  
Executive Summary: The S&P 500’s forward P/E has sunk practically to its historical average of 
15.0. What happens to it next depends much on what happens to the economy. If our growth 
recession scenario continues to play out (to which we subjectively assign 60% odds), the historical 
average valuation likely will hold and the S&P 500 drift sideways until climbing again in 2023; if a hard-
landing recession scenario unfolds (40% odds), the P/E may sink into the single digits. … On the 
bright side, the financial markets have plenty of liquidity to buoy valuations. … Also: We look at what 
inflation has been doing by two different measures, the CPI and PCED, and examine how they differ. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgSbMW4-ZZtr4X8pQrV8YH-05ghZNpW8v7Yqt2j6dT-W4mYx6N3863zqW3gWPBv3s6_jdW1QPw1X7fQ-6QW89ylCg8vhqCcW61fLdc7tq3BfW6qPDcp4fgQyKW5M4p0p769z1VW8HDV9s2kl0fYW7mpm1q8P7LXQW77K4Jm52HBqGW2QXLzk7g6yz7W2L49K95prXH5W3H1fgC4VF_RWW39Zv046WxlJWW3JM8tx9c24P2N460hg7RpK0hW3FScgf5-KfwWW4zr2hV5gVVvKN3nP3QQxNRg739qB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgB8sW5GZxSZ8yT3sXW16lSZs6ZqRDlW817JY-3bH24MW8wtGsK1tqs1PW7bJwLy40-7VCW2F22hx8Z9l1gW6H5k-614lGxmW8L222H6Q-_YgW2ck4Q-75Lj8fW10044N7b9t6zN3DkdVVM7RP0W8Hs3jk4bf1xdW5sGTdt2q_1BHW5TG61d10BqfFV9j6-G3mHk2nW7MTW8L6G1fTLW5llPv81KjSqKM8KFNvXvTQQN2Tr-W08nM20W6b7bmq1tFyqnVMT6_R1WphsfN1248PxWB6gq3gGH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgNpzW5NjKf831ZSRxW6S34G-81-dYRW5Z2kN08TmDwbW1rTs0y7klgrJW36Sg9b4yMG4YW6bMmLj5wnYb3N5tfS9F3HCHvW5x13n66DFC5DW6TrQ1H962f2FW6-JKZ54xq_cfW23b9zD42rRP9W8Xp8Jc2qzq9zW65ZSpb79y_wkW5_bYDg7vsCnyW7mpqJJ5xdC_SW4n31Z53RGdSSW40F3D17GK8sKW7pyVwg7WjzlCN76LGhbmlfXQW2w18sB1qtg3kW3vPgtF8mW6SfV2Ffsl4VmgMK3c3D1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7Cg-sxW76Z6N-3KtRgzW2kXDnc8nYxqKW1tCxZg3yQ9yHW69h8PM4Zv2F7W3y29xB749cNQW3-07yM1_t81tVtsMj38T5mfGW1rcQkM5RfVLyW3zcCBv7snbmgW7bnznF6rqN8rW8cmsmV8-4FxfW1GSz2P7VHZNgW6HJ0Zj1W0nZmW5lN8mD1zbpXGVk7m8f1nG0G2W7n8tgQ5228LCW8_cZqx956nj1W43Fwn58l8qb2W7dGnWF1BNNJMW5Bj0-149h9M7W26j66N1q9L5rW9bCX4H4dpmxg3q0H1
https://www.yardeni.com/pub/cc_20221004.pdf
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In our “growth recession” scenario, the PCED inflation rate continues to moderate from 6%-
7% during H1-2022 to 4%-5% during H2-2022 and 3%-4% next year and the Fed hikes the 
federal funds rate two more times, by 75bps at the next FOMC meeting on November 1-2 
and by 50bps at the following one on December 13-14. So the terminal federal funds rate 
range would be 4.25%-4.50%. The 10-year bond yield would peak around 4.00%-4.25%. In 
this scenario, the S&P 500 forward P/E would remain at or above 15.0, while both forward 
earnings and the S&P 500 price index would move sideways for a while before resuming 
their uptrends in 2023. 
  
Our current subjective probability for this scenario is 60%. The odds of an inflationary boom 
are zero. So the remaining 40% is our subjective probability of a hard-landing recession. 
  
Now let’s review the latest valuation metrics: 
  
(1) MegaCaps, LargeCaps, and SMidCaps. At the end of last week, the forward P/Es of the 
S&P 500/400/600 fell to 15.1, 11.1 and 10.6. The latter two valuation multiples are back 
down to levels seen during past recessions. The spread between the S&P 500’s forward 
P/E and those of the SMidCaps (SmallCaps and LargeCaps collectively) has been 5.0 
points since late last year (Fig. 5 and Fig. 6). That’s the highest since 2000. 
  
The valuation multiple of the LargeCaps has been boosted by the forward P/E of the eight 
very high-capitalization stocks collectively dubbed the “MegaCap-8” (Fig. 7). The latter has 
also weighed on the former, as it has dropped from a record high of 38.5 on August 28, 
2020 to 22.8 this past Friday. The MegaCap-8 has accounted for around 25% of the market 
cap of the S&P 500 since mid-2020 (Fig. 8). They accounted for 23.1% this past Friday, 
when the S&P 500 forward P/E was 15.1, or 13.8 without the MegaCap-8 (Fig. 9). 
  
(2) MegaCaps, Growth, and Value. The MegaCap-8 has accounted for about 50% of the 
market cap of the S&P 500 Growth index for the past year. The latter’s forward P/E fell to 
18.9 on Friday from 28.3 at the start of the year (Fig. 10). The S&P 500 Value’s forward P/E 
fell to 13.0 on Friday, the lowest since April 7, 2020. 
  
(3) Foreign P/Es. Previously, we’ve observed that the forward P/E of the S&P 500 Value 
tends to closely track the comparable valuation multiple of the All Country World ex-US 
MSCI index (Fig. 11). The latter fell to 10.6 on Friday, the lowest since March 23, 2020. 
Here are the forward P/Es of some of the major MSCI indexes on Friday: US (15.6), Japan 
(11.6), EMU (10.2), Emerging Markets (10.1), and UK (8.7) (Fig. 12). All remain above their 
pandemic lows in early 2020, except for the UK’s 11-year low. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgTd9W79gXt71fQ45VW8M24F_5X0w-wW6Vz_mm8hs57PW7M4GP93WPgq_W8lwcHC1x_dP7W4WLydR5_JQKqW25Xyk87hVXQZW8cLL0z7d-2PkW1hvHFL2yrjWPVRsMKN4zVGwpW2KyXfS5jcydmW6TlZfb6df8k6VBJHzF3v_54DW9bZYKB8N79DtW9kq1q091BGwvW5-qw2M6HbrSJV8phWf8T74QdW6S2xNR2mWq-7N1YntgsG4xlTW7SkyfN2VtW5FW4h8pBq7KKWKPW30C7Zn85JQLZ34XB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgCL2W82BdmH9bdm0lW3cp0yc1d503sW5FRhnh6ZjLcjN1SCVv1XszrXW8dLzkM7mSCdLW1nl5KK5zyywpW43KKHP4DtDkgW42LDj68cNQZvW4sY62t2nf-7hW6wMnHk8yT4CMW84CB3W2MHfMpN65Wzcnzmn3lW3s9Mz48nnYzkW29xvQd5k_VmjW2dn8z21H90FPW4f75Nl1jQbyPW53jwZN2JmSkYW9dkSV-2536XKW9gBfVn8t55-tW66M7kp4P34W2W2TMG913-D2NDW5bbM-l2v3m1m3bvz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgRJfW6jj87H2GXG6wM36g5CTcVPBW7y4DZn27gf3TW7qHFsq8S09lVW3dRB3q4x3Y6HW64d3_z7js0h8W7Bj_Vj5RnL5rW3NKt6l1dvqCQW5CTqDq7BGQT_W4T79Nx4QLXlcN1YmHmdjr2pBW73WB6R6Vv1y_W5YJK8Q5kyLtKW7FtDSz1lplwFW5DkttY4F0sQbVlFfqs9fFjg3N7x9KQbR7pVLW3-2VLM77W_lCW96YMGD58x73SW1xTpVq3l0RpdW8l3B_H9lyLwLW3qzlSV5yg4Dp3gHD1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7Cg-l5W1W25QT37N1c4W7YdBBt8mKTzlW6rNMSW3Yg8h1VlYVQX1b2WC6W2qsp2s5WzHgRVVk0Cc1TnrrHW1LvS6w528W3wW7qQ5f26R-Q52N1c2Lsy4b96dN3L4Cxfb-F8TW891Yrr8XMfvFW96mRfS8MqzHCW3DTGtw6jXV4QVhXQwP1kfWjbW2yxJ7N5P0glwN2-Kn4h8kcpgW6JFtfw1x_t4hW7r_L5H3sqjTtW1TTw1g5XcdJFW39z0YK2s9mKjW1qvVfQ6wM0GDW6jMdC78X19h033Cv1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgY3HW7B_LhX2BqvcqN8LTyyCj5j1dW82t1Ph29gH2kVR5w_d17p-nnW4n0wFx53bBBHW31bgFz47WYqkW5lS24Z6g-8m_W16rBpj1fT4J-W70H6hW4CQ1nfW3q9qrl9kC1npW3mfK_l8V3HvQW10mpjd4GgWdQW3KNDQy3hCYkZW6rWCj62NqVB6W7VrhT14NB_D5W1KP7S43Db6vJW5JzQfz2Mg3JkMNRDSgJyJbfW1QrSpT3wz9tBW5cjDYd6YTsvMW6m3jZ47-bBkYW39SxXz1L8Ynk3gK01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs459kQw3V7Wycr7CgFmVW4zJGww7lWlCXW2lt7qv66mSMwW1nd4sg2ZlpMRW1f908y398-QsVNMC1X4ypvD1W7Kv2WN638z8KVpBbK95nqzldVj1XxJ8BFSxRW7gYLkS8HqMLgVfr0s265FRxsW2k7fR62zD3GsW5zLc_g747XqJW5CMwg06cBGMhW7LHKF32YSwTLW3XsX216Phm9gW3DSJ6R7dGLdyN9c15Wv66MnDN5mK_dDxqNz6W8s6BFw5fL8g6W7d94M16cZMBGW4hck7V8PX14zW6dpjxh1bVTHyN3XxRRrQbLkwN5jMKSWTT726W1tdR3538Ttz0W71X9L52DkxlvW3JwBjJ2XS9cWW4MxPsT6pGBXwW4q8Wxq995CKKV9YTDQ11_3BFW5j9Xr72l3nP0W6JNNvN1T1vYhW2GSpcW4DX4t5W86-X6v2D5X4CW2tF2HC4nfCQkW4xM0w_6LGlMYW96yR4T152Js2W3w-C5h6t6q0LN8HRnf6VpLMmW2WN6XW111dGVW8bplpM4x3FTZW2cw5Ld1gD4yKW2vGwSb8K42Q8W6DnLZp4pQGyMW4LZztY8vw05QN2t8Zfznyxb7W4pYl9W89cqXmW48gSNW1wC2T5W6tVv-d2bXsqrW1ZpPZJ1nX928W3-S56H1RsCjqW73Cs8h72PFMgW5KFT5G46HyCkW8-lkBb5nplNVW3bZ8Yf4Sv4yhN3YtkFVyq1DbW80_HmV7c2bTjW3D54RB8L13zSN9dgRxN5x9tGW1ZmZM076Q0KNN5yrnMJ42dM2W3-WhK56YDWv4W6mTltt8BmspcW7N5Tvf80j_gWW8Clw8C777bsyW2QYBXJ37BSVnW21dxs84cRp4-W8k4VB54WVXkV3h4k1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs459kQw3V7Wycr7CgZj_N8_chwM1cZX3W1LBnnb3xJDd3W74Yh7Q5R9swmW4BQbKR8QMz05W6fqxRZ5zFNT0W7S9nDd18Lw7yW5HJl5z87zXDlW2Vh0M8153H98W4yPX1T6g3Bf3VkNJ3p2MV-zXW2Yd0Dn7nbXmRW3NFFqx8wWGTXW5xr6Z32dYDXCW6zt-qS7RHGmRVd8HRJ3_g2CLW2x6s4M4PRbwXW7cyG042wGwBhW8g5-qB7TLkfhVMy0gV99FtpWVGmxLm4_mSysVRhfjy3HlWPvW99Fsz-2PKDqVW1V-TL129Bc5vW5gVJzk8XgF2rW1T7WGm8mcLTFW29tk_r60z2NbN2VlM2Rb7NpFW8SydkB8_rRC6N3XwDNyT-gDQW2wQw-S40J13yW7Qvl7G2lQtvsW1blhll7s8d0rW6-2qqt3Nr3V2W7khYSv8BBLsyW4yVYSS1Wb6qkN3Ly5BvgxmM9W8Q5qdH5mKrjFW7gKmdl1mtjjSW8lkYVd7pVQQkW3hLrg43kHSS-W8TZrjm7cKpYHW5-1zxk6f34DcW859H4l3C4WMXW58bwqd8m0LLlW5zgbXX7c19KrW1gDmrh3vrvlzW4MLPP_82S0BnW1WGzCv3Hq-6vW76TvwS6QLCttW7bcVZw2Kj57DW89802C5yQ44sN8Q1g15TTG8TN6cVx1tHY6w-W8Rxlv72JG898W4cCQMr1X9kKKW5Pqw1067_JDQW4M3c884TMNQpW38f73l8pVz-ZW30VpDB2ZdNZHW2r7vFJ16r99mVtyBjN4TNZ9gW3jcFqs6YGLhsW2h55x251GRvYN4q7p-XlSyQlW7wZwjf1Kx01vW4kb2Cl7DCppPW70gkM96XVr-HW3BmyL12zb19Q38v21
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs459kQw3V7Wycr7Cg-vMW7L6S9N7SXvRbW2J5hrt7XnrY3W4crMFl2MNfh8W1Ll38R9hZtBBW4Nzdrb1G9VkBVdDDrv3PvgjqW71gP2Y92NpDNVHB5sZ7CF5LxW9ccLbV3P4hnrW7RtQYh2MPG7mW2dCqk38sFZhzW7HTH8r8Md4vNW8gX5FD2JPcDsW5QyTm41zVMZvW723vZW1t_3TDW8CmWbM20KfshW283NMZ80LnDhW7MxHht6y4l4kW1_jzqy60FXJLW2Vcwyj6hMTtfW61hk8G7msXsLN4PjmfTQNgcxW169tdb9g50LVW1JTwMJ1BHmxCW9lgfwP3mH25CW32nm0458dv5jW7_P2kR72yjHhVnL2x225qZC3W5xcXCQ6v4g-mW4F0Xfj22F3fBW5fkryx7jfslGW80D4kV3GP-gnW4z72cZ4chgYJW6PFHgQ7y1JKxN56Rn5Mp3Sw1N3NqYV7RtYWzW2-sR_81Zq_VmN20SbdG5k_bnW8NVQqs4s8fh8N6SMFrT1RZmmW4PstJ58cV6JGW7dqHrV4Hq2LFN8bxyCKhKDL3W63d1X68XyXSFW3KmyDl2TrWWLW92H_-l99VfnfW43QLJQ1PN8bbN4bg3nhf06-GW4GDW093P5sNZW6mmFrM19grwzW5R28lq5NldqyW12z25h7_KN8zW9fGVDH2RRbrhVt9Cz26b_hP7W6fxSvM7dp_lyW2XgT3J1hbBwgN749JMblHYK6W8sr69588SSmxW5PVhMv2j3ScRW69Q5g56ggG-2W1WWPq_87XWffW998T2N1xxYbmW5Gjr491GCpGkW59pWDf6whyGXW3xwPrJ8R_lYKN2PpZX1ZNWRfW2k5Tq753v5yYW80SBcC6QTl_c34g51


 

3 
 

  
(4) Buffett ratios. The bottom line on valuations based on forward P/Es is that they seem 
reasonable, on balance, if the economy has a soft landing rather than a hard one. Of 
course, the valuation of the MegaCap-8 remains relatively rich. 
  
On the other hand, Buffett ratios suggest that stocks remain somewhat overvalued. The 
ratio of the S&P 500 market cap to actual quarterly revenues, which peaked at a record 
2.79 during Q3-2021, fell to 2.33 during Q2-2022 (Fig. 13). The comparable weekly series 
of the S&P 500 stock price index to the forward revenues of the index was down to 2.10 
during the week of September 22. Both readings still exceed the 2.00 peak during the tech 
bubble in the late 1990s. 
  
(5) Real yield. Another bearish valuation metric is the real earnings yield, which is S&P 500 
reported earnings as a percent of the quarterly average S&P 500 index minus the CPI 
inflation rate (on a y/y basis using quarterly data based on three-month averages). It was 
solidly negative at -4.49% during Q2 (Fig. 14). In the past, it often bottomed near the end of 
bear markets. 
  
(6) Dividend yield. During Q3-2022, the S&P 500 dividend yield was 1.82%. That’s well 
below the latest yield on three-month Treasury bills (3.46%), two-year Treasury notes 
(4.12%), and 10-year Treasury bonds (3.67%). If the dividend yield rose to match any of 
those levels, the stock market would be much lower (Fig. 15). 
  
Strategy II: The Liquidity Question. Providing quite a bit of support to valuation multiples 
is the enormous amount of liquidity in the financial markets. Consider the following: 
  
(1) Saving. As Debbie and I noted yesterday, consumers accumulated $2.2 trillion in 
personal saving over the 31 months from February 2020 (when the pandemic started) 
through August of this year (Fig. 16). As a result, they’ve reduced their personal saving rate 
over the past 12 months. We reckon that they still have about $1 trillion of excess saving. 
  
(2) M2 & demand deposits. Another measure of liquidity is M2. It has flattened out over the 
past six months through August, but it remains almost $2 trillion above its pre-pandemic 
trend line (Fig. 17). The demand deposit component of M2 rose to a record-high $5.2 trillion 
in August. It too remains about $2 trillion above its pre-pandemic trend line. 
  
(3) Distribution of liquidity. According to the Fed’s Distributional Financial Accounts, over the 
past 11 quarters (from Q4-2019 through Q2-2022), checkable deposits and currency of 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgTr9MsCLM0Jh9R3W5SSFQZ8vm5LsW7WjxTZ9j93WLW4gHf0-9kyjbWW1rhrDq6zKK-bW4k3GPt6N9nFqW9hxtTd1ZC2bVN55Jl9y6kz4RW64rzGx7RN8-cW7g2LLK56QGCqW9ld30w5XQ4CkW77TjnC2yPCr_W7YkydV3NBLZrW8-fqm13G7ScFVBPrkL4B-7v4W2C3C-T2K98TLW75tK1h4FkfSdN16MSzXW7D5pW5jSTHv7Ct1LnVrDgj24xvdFmW97h-7P8LYQWZW15637Z6m8nrg3jWB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgFhZW1PjsDR1vKWKCW7FtjK54Q6TjSVWCQzT1TWk91W8R7b6S3DGVH7W42Zkxv8C7WBsW5KlYQV4GgJfVW45q01g6M5pZjVjT5955YVcpzW3GvsVG7B_4f2W3Hsx1p5Gz7SRW4Dj6PW453jzrW1YxrRB5jRc8YW4qJDWf8dWnPKW5rgmLv94kWrjW2MzXvs2nkhwpN5dYmSLb8QcDW84jlDc1Kb0FfW1vjvpy6NrgSmW8_tKmp8NKfXGVhgcc62xNCTmW5f6-b29bgXNtW2mzP671wsPrp36_R1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgKztW1Sl9pL6KbjqgVLWCTD4LkFxvW1QYlC-15JsnpN5qZCG5j0QPmW1f6RFQ6FZ31ZW30hXPQ4rQFl5W1Nt0wt29vYBYW35Bm2b12064XW5vQvPt1-3g8RW6Tng422gN3KbW6YmZvR6fyPHLW50mx-Q9gsz5YN6l022VBTG_DW5PSZqy5ND69sW7XPb5M5x6mb7W11tMdr64WYm4W7DpkKY5gtBwWW5qq9Qq6bLR3NW6DRwp992xCMGW2Jdh-050FX5gW2HT2fN57MW86W5wqxgj6q8g9Q2Jz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgBJCW1PZlrN8TQq9MW5wPmZ98d_CstW4FcQkc72dQ7ZW6l_63R2s7NdRW1SQ1dR5lrB5lW5MLfmh6R5Xk2W8KvBzh43TRMbV2F1c01_PJffW3FJrfz78C80CW3ZXhXc2cmmsmW2TBvKy1LhMWYW2BD5Vp3Cj5HwW3bdl1s3zpsDQVTFt6C2ZQ0vpN8pcpcmrqs9FW6V3Bw97FynypW1SdN_352KLqQW1fy2351ZRqSjW4b3m_g1WNyXmW1LPymK3byCY5W6xWb2x9d31VcW5MJzcf6CyxCs3mzm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgYTpW6JdsyX1X4xHTW7HZnDw7Pzxm8MCw87V__7mdW2xQtDf3CwnsGW3Wrhc56f-N2hW38-t8X27VXDWMYGG5bZb2XYW321K8g53y_d5W2gxYD81f75PjMCMh7cTg2W2W6qtXmV2V1yKlW6FGWSZ7kv26wW6cxMHn5mvZNYW4VSK501Qnr5tW8ZfgZ65fhdmZW8t4vLn3shbWfN7NYjG7FKTscW9dn6Lf7-pNl-W6sDFJk78Sz2dW21y73n87128bW3rvpYm2xnyg5W141Zcm9ktRxp32vv1
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households rose $4.7 trillion to $15.3 trillion, with the bulk of that increase held by 
households in the top 10% wealth percentile (Fig. 18). 
  
(4) Equity mutual funds. Equity mutual funds have been sitting on more cash than usual. 
Morningstar reports that cash was at 2.84% at the end of July, up from 1.29% at the end of 
2021. “Of the 415 U.S. equity funds covered by Morningstar, 63% have increased their cash 
allocation since the end of last year. In July 2022, equity funds reported their highest 
average cash level since March 2020, and before that since February 2016.” 
  
US Inflation: The CPI Vs PCED Question. The headline CPI inflation rate tends to exceed 
the comparable PCED inflation rate (Fig. 19). That’s even clearer when we compare their 
core inflation readings because food and energy inflation rates are almost identical in the 
two (Fig. 20 and Fig. 21). 
  
The big difference between the two is in durable goods, medical care services (including 
hospitals, physicians, and health insurance), and the weight of rent of shelter: 
  
(1) CPI vs PCED. Over the past 12 months through August, the headline CPI and PCED 
are up 8.3% and 6.2%). Their core rates are up 6.3% and 4.9%. 
  
(2) Durable goods. Over the past 12 months through August, the durable goods component 
of the CPI and PCED are up 7.8% y/y and 5.3% (Fig. 22). No one item within the category 
stands out as a consistent source of the divergence. The CPI tends to be a fixed basket of 
goods and services and may not reflect substitution into discounted goods as well as the 
PCED. 
  
(3) Medical care services. The CPI reflects out-of-pocket expenses of urban consumers for 
medical care services, while the PCED also reflects government-subsidized prices for 
hospital stays and physician services. The same can be said for health care insurance, 
which is subsidized by employers. 
  
So over the past 12 months through August, here are the CPI and PCED inflation rates for 
medical care services (5.6%, 2.5%), hospitals (4.1, 3.0), physician services (1.1, 0.4), and 
health care insurance (24.2, 1.3) (Fig. 23). 
  
(4) Rent. Rent has a bigger weight in the core CPI than in the core PCED. The weights for 
rent of primary residence and owners’ equivalent rent are 9.3% and 30.5% in the core CPI. 
They are 4.0% and 12.6% in the core PCED. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgHh-Vr3-V07GNv6VW3SNyDm8t6sF9W5S_lY26bpRrCW53jSr64vdRFWW5RR4pT6FqV-bW7sl7Wc2xSTpfW1WKZJB7vV4JPVtbKKc7YL8D8W9fGL6n7_6BylW6cqTsP3bQfxyW4yJjMR58pfsmW3bmvcd4tPzXnW2CjGjy5F4FxpW2YXlMX7p8BzMW8ql6j58g1kQsW64jtxH1MP3_CW1gzRg73fgd8VW3sMmnZ5XwWqjW8xzgkB97pGrLW2ZcfGY6X-MbKW77l33M1hvhtjW56TY8v7vzB183cTC1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs5h3q90JV1-WJV7CgS3-W1nfXGd4lsqwFW4TzW1Y6jKChfW8bPGtc7pNPdtW496xjx2FfH8QW4kYrPs6Gwl47W1xMYK72XdmJ0W4qqlNJ3SdVmlW3QfqBv2XxgpYW6vZGzp5F5XFNW1HGD3k46pFQ7W4c526c2CW2htW7KhtmL1q0xQWW98mtL243TV35W8vj_4m6mPMlvW16-7TT25FFl5W6mlbY31dFtN9W2CxXMx3QHbv5W9lcbdw5y5djgW42C49Y1mWJH6W786v5x8FLrDWW1R-Qxd8xLVh6W7z5wJJ7H1LtTW3Z947r348MrdN2_29NDwqDS_W7x8DcS51z9hJVHW5TW72rh0MW5d1lRm8rTJ6QW2V6sJq77lyQ23h7P1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7Cg-kDW8sXlxG6sGBP_VcFJqh65QfQzW7m0z_968b3nFW2CP06M2_-vvZW72RQ0N6PGY6rVHld356jH8CLN4bkr_q8PkgQV5qYV-1DQdfsW29p4D12kGdZSW1z-zrN1nSQD5W7j4mys16yf0LW5ml9Bg96GvyZVvp3Jf1T5vqNW17Kpk45Qxz_QW2JYLf62tYH7lN6W10ThVyfrQW84P3Yz75DR16W4QjXF42q6NSFN7hFWLzdxPvBVJZrHB3m6sGLW4qqJWy8tnwz0W8QQc_51thpdg3lYR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgJy6VRZvTX6dSzTXW7LvH8l96jtVrW812hyB2KL8RkN5gW7NqKVctHVYV2p28NbSm-W5-h5t32gNjw-VXRTMd53BH6WW6vQVjg7LkVWJW4DSqYk8fp78QVgvPGg1L5qmmW1jtS-l1BFpCqMTLG2mrHyNLN5G-N624ZDXBW768T714_YCNfW5_N4Ky7-59fXN9hb-DW4p0VJN5vmpQmSRCfsW8tqqw18Xz4nWW8gjX0t2DLwJmW5Pkxqy5tXdRTW43VkYB8y34zYW5dGCsL7vFNrG39md1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgDMrW6KvdXb381PjPW4vgm1C7_Pr8qW8M8T2J4vJf5DVvG3V81LG5CXVXzT7c3Mp-YPW59Z34N58xd9TW3SrLjj7yQT8JW46mhzm30HF0zW51tpFT514cVLW25xCKR7FZQ0qW6qh5rr4fqS__W92GWJ17w-gGCW5qv3S57vn4-jW7LS4qR3cdx-9W4PWVqf30bbB5W90Tn6d5GBRrYW73z8W775rCdqW4xQnFW5nPWZTW7BzCwt58x7gtW7mpV8k2-4L8KW3NrPMl7nGpw0W13fVQk3l9htR3kYN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgPt9W3Z9KP17nh7qyN5rZHhF-5-D0VQDQ8_1kWyF8W7gZmry3fJTdSVJ_Q0m6LzLt7V-NSVd3cC3thW877sRk4ywV0QW3pM1bd56fnfgW7xJ23Y5NY9YYW9lvS8L2LG7LMW3PRxmV3SrSrWVtDQJR5WjcKzW8-lhq870xvLWW7xLKz710-wP2W6t5YB26T9xJ8W5V2Wg84tRFTJW6PCYbH1VlmTQW2L_Lmq46x5-CW1nM3x_4w18hbW6V8FWC1hWnfJW70Q7Hg3GFJHSW14YgmP7RDzPB2Pb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgRv9W5B-G7q68MPprW8rrZMN8vmVmRN8_r_yVtcSJ1W4QYgcj828wZrW1Q9Mm94WLNDsW1rq5W15g2v_tW8ws7t950FDKKN4qVkFZ7mkGWW3h2Jrp32s575W3TTR6v8zCdhrW6f1zpx3ZDZ8fW4dqhGz7kfnd1W30vFb45Zf_-wW1SBktD7DBg8XW5w_N4d8pb076N3Fk5hCCWc5_VDXwdv48n8bpW1ndQ534bFl7VW66jzc03qCKJwW92jb621-srMkN4yx8yTY1yLfVVYCCz4Tdwtp2d51
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Calendars 
  
US: Tues: Job Openings 10.65m; Factory Orders 0.3%; Total Vehicle Sales; API Weekly 
Crude Oil Inventories; Williams; Mester. Wed: Trade Balance -$67.7b; ISM NM-PMI 56.0; 
ADP Employment 200k; MBA Mortgage Applications; Crude Oil Inventories & Gasoline 
Production; OPEC Meeting; Bostic. (Bloomberg estimates) 
  
Global:  Tues: Eurozone PPI 5.0%m/m/43.2%y/y; Spain Unemployment Rate; Australia 
Retail Sales 0.6%; Enria; Beerman. Wed: Eurozone, Germany, and France C-PMIs 
48.2/45.9/51.2; Eurozone, Germany, and France NM-PMIs 48.9/45.4/53.0; Germany Trade 
Balance €4.0b; France Industrial Production -0.3%; UK C-PMI & NM-PMI 48.4/48.9; 
European Central Bank Non-Monetary Policy Meeting; Beerman. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings rose for two of these three 
indexes last week: LargeCap’s ticked higher after falling a week earlier for the first time four 
weeks, and MidCap’s was down for a fourth time in five weeks. However, SmallCap’s 
forward earnings was up for the fourth time in five weeks. For a 14th straight week, none of 
these three indexes had forward earnings at a record high. LargeCap’s forward earnings is 
now 1.1% below its record high at the end of June. MidCap’s is 0.8% below its record high 
in early June, and SmallCap’s is 1.9% below its record high in mid-June. In the latest week, 
the yearly rate of change in LargeCap’s forward earnings was down to an 18-month low of 
10.3% y/y from 10.5%; 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 an 18-month low of 20.0% y/y from 
20.4%. That’s down from a record high of 78.8% at the end of May and compares to a 
record low of -32.7% in May 2020. SmallCap’s was unchanged w/w at 16.0% y/y. 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 2022 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 (7.5%, 8.1%), MidCap (15.3, 2.8), and 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgBlDVbhrq55clt7lN63046X2N44sW60JgTh6CLlbMW5tRS1J1SBFvBMSCGvdK8QktW6QCzhh93ympPW4Ry7K-76zg5YW1WYTWr50XLGWW4JFcVk57B9HYN5mdJ26_skxvW6rf81j3-0PFYN7M5SCl4TvkcN2lMh9TqtkBqW2sKND78RS-XVW5_WsSH5XFc02W12Dydl9jc2PJW48YHK_21QXH5Vtt4z07-JLVdW1HTgtv3BV21SVrvxPk4QyFztW65RC8s3ysYpxW1n6rbN42FVCG3fmW1
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SmallCap (11.3, 8.3). 
  
S&P 500/400/600 Valuation (link): Valuations fell across the board for the sixth time in 
seven weeks for all three of these indexes. LargeCap’s forward P/E fell 0.5pt to a 30-month 
low of 15.1 from 15.6, which compares to a 16-week high of 18.1 in early August and an 11-
year low of 11.1 during March 2020. MidCap’s forward P/E was down 0.2pt w/w to a 30-
month low of 11.1 from 11.3, which compares to a 16-week high of 13.2 in early August, 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 0.2pt w/w last week to a 14-year low of 10.6 from 10.8. That’s down 
from a 16-week high of 12.8 in early August and compares to a record low of 10.2 in 
November 2009 during the Great Financial Crisis. That also 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 26% discount to LargeCap is near its 
biggest since September 2000. SmallCap’s P/E was below LargeCap’s for an 111th 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 68th straight week; the current 5% 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-
per-share forecast dropped 8 cents w/w to $55.58, and is now 6.6% below its $59.49 
forecast at the start of the quarter. Analysts expect S&P 500 earnings growth to weaken to 
3.1% y/y on a frozen actual basis and 4.6% 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 8.4% 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 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgZnfN58BMXF1hH16W2cH9j77vRVBbN54Qx6PBx93cW8w0SDx1HkB0hW8VMHCd2bDvVTW8jzf3G58XfMxW7t72rX71Q7TzW7cmsy27WpRS3W1jx3J51jn-n0W1330zN3mFK27W1YS_zh7n8lrTW1H4C2k1-PPxrW19087_8_t9lsW5DfhYD4cnLbLW8yxhws6C2cw6W31Wlgt64bjYWW16JqWJ8r1THyW2KYZbN8SkhcLW5WpqJk3v6xDVW8tkWZJ1M3TjBW57k3LJ74p8qLW6zlCg68jNp9-33PX1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4J3q905V1-WJV7CgLjQW9c2L0P44jN1-W193T004sNtQJW84-8tD3f22RMW8vGhxx5yc_sxVdGYsV55B5w8W92Cqgn1vCPg_W1VMq0w366K6FW5G6PCh6Jh2d-N3h2zWTsSWKzW6Kr0BC7Mc486W3cM9Sg7tnsxhW6T8gdW2g45LjW5-G0kJ8603D1W1_LBt34r07LYW6mX4nv3Xms5ZW564vcX4v3chgW93d6c66tyxtPW7XZRNw7Pnvf5W3T_WbG56Qj1kW7PCVW38-JmyTW58mXx14_b-ZjW18W78s1X_gf2N39DnyfkdZC2W5mSL9f3n8qLV31061
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their blended Q2-2022 growth rates: Energy (118.0% in Q3-2022 versus 295.5% in Q2-
2022), Industrials (26.4, 31.6), Consumer Discretionary (17.2, -12.1), Real Estate (10.4, 
13.1), Materials (2.0, 17.5), S&P 500 (4.6, 8.4), Information Technology (-3.4, 1.5), 
Consumer Staples (-2.6, 2.2), Health Care (-4.0, 8.7), Utilities (-7.2, -3.7), Financials (-9.2, -
19.3), and Communication Services (-15.9, -20.3). 

 

US Economic Indicators 
  
Construction Spending (link): Construction spending in August posted its biggest monthly 
decline since February 2021, dropping 0.7% after contracting 0.6% in July. That followed a 
nine-month surge of 10.5% to a new record high. Private construction spending contracted 
1.8% through the two months through August after soaring 12.0% during the nine months 
through June to a new record high. Meanwhile, public construction spending fell 0.8% in 
August after rising six of the prior seven months by 4.6%. Within private construction 
spending, residential investment declined for the third month by 3.4%, after not posting a 
decline since May 2020—soaring 59.9% over the 24-month period from then through May 
of this year to a new record high. The recent three-month drop was driven by a 9.3% plunge 
in single-family construction spending from its record high, while multi-family construction 
remained in a volatile flat trend just below last May’s record high. Meanwhile, home 
improvement spending hasn’t posted a decline since September 2020, soaring 55.5% over 
the 23-month period to yet another new record high. Private nonresidential spending edged 
down 0.1% for the second successive month after a two-month gain of 3.0% to its highest 
level since March 2020.  
  
US Manufacturing PMI (link): ISM’s September M-PMI showed manufacturing activity is 
fast approaching the breakeven point of 50.0, while price pressures continue to ease. Since 
peaking at 63.7 last March, the M-PMI fell to 50.9 in this September, the lowest since May 
2020 during the height of the pandemic. The new orders (to 47.1 from 51.3) measure 
contracted again after moving into expansionary territory in August, while the production 
(50.6 from 50.4) gauge held just above the demarcation line between expansion and 
contraction. In the meantime, the employment (48.7 from 54.2) measure showed factories 
are cutting payrolls again after hiring at a solid pace in August for the first time since March 
(56.3). (This index is a poor predictor of BLS manufacturing payrolls data.) The inventories 
measure remains in a volatile flat trend, rising to 55.5 in September after falling from 57.3 in 
July to 53.1 in August. There are definite signs that supply constraints are easing, as the 
supplier deliveries measure continued to retreat from last May’s 78.8 to 52.4 in 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgHQtW1DgtGd4MLxShW2ns8Qk5Wv1d3W5Kzpbp27YGBVW8ZPDTD7ZGDPgW6n_t_C8KyNh2W4blxXh3txmx9W9dqzMv7wQCf4W7rnt1L1sb5StW2FBJYS3TV_FWW3ZRPYG4Xrrq1W2HnQ9J3SJ_fSW45xMqr2j3_WBW6PBMf87gYyCTW95gZLY72-FCCW46DhHy4PsTHFW2fcqqX5yd35lW9kbZTl2YkBhfW1nKVkP6jkG-ZW523RBw700pW1W2BN9zg1N3YvqW5fTqz71QBzT_VDBNBj3rPqwn3bsj1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVsLCQ6mzf4vW59DSzf7rsXKxW861hN74QK7P6N8hWs4p3q8_QV1-WJV7CgDD8W1qYyl99fKNQVW2hH4qk3RK-lzW3RT1L82Fb4hCVfpT7W5sQS2nN32_67TS1ylRN2jFZLJBptwvW1HkTYS3h0JD1N5LGqQ8DlBytW7ptYJz6FWqBdW4Z1R3h6GKY6XVRKJ8n8mcGcHW61KptZ42XyLTW4x3Yzg63f-55W1d9n_K4XPBw9W6zvtgn5SjPW_W5jDKxC5VfFL0N6nq42_1922jW3-MD0z62Y-xfW5crcvQ36TBVSW242lQW7mFysnW2mhfsX1Z0RY3W3gMb75749Kd33nMG1
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September—the lowest since the end of 2019. The backlog of orders subindex dropped to 
50.9 last month from a recent high of 70.6 last May. Meanwhile, ISM’s prices-paid measure 
eased in September for the fifth month, to a 27-month low of 51.7 from 87.1 in March; it was 
at 92.1 in mid-2021—which was the fastest since the summer of 1979. 

 

Global Economic Indicators 
  
Global Manufacturing PMIs (link): Global manufacturing activity contracted for the first 
time since June 2020, as orders and production continued to weaken. The JP Morgan 
Global M-PMI fell for the seventh time this year, from 54.3 in December to 49.8 by 
September, and only 10 of the 30 countries covered by the survey in September showed an 
expansion. Here’s how September M-PMIs ranked by country/region from highest to lowest: 
Thailand (55.7), India (55.1), Indonesia (53.7), Australia (53.5), Colombia (52.8), Vietnam 
(52.5), US (52.0), Russia (52.0), Ireland (51.5), Brazil (51.1), Japan (50.8), Mexico (50.3), 
WORLD (49.8), Canada (49.8), Greece (49.7), Malaysia (49.1), Netherlands (49.0), Spain 
(49.0), Kazakhstan (48.9), Austria (48.8), EUROZONE (48.4), UK (48.4), Italy (48.3), China 
(48.1), Germany (47.8), France (47.7), Turkey (46.9), Czech Republic (44.7), Myanmar 
(43.1), Poland (43.0), and Taiwan (42.2).  
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