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Executive Summary: The cyclical S&P 500 Semiconductors and Semiconductor Equipment industry
indexes have had a terrible week and year. ... Also: The stock market’s poor recent performance has
been mostly attributable to valuation resets at lower levels. Jackie finds a mixed valuation picture
among sectors and industries. ... And: Developments that exert upward pressure on oil prices have
been countered by factors with the opposite effect; three in particular have been sapping global
demand for oil lately.

Semiconductors: A No-Good, Very Bad Year. The S&P 500 Semiconductors and the
S&P 500 Semiconductor Equipment stock price indexes have had a horrible year, sharply
underperforming the S&P 500 index. The industries are being weighed down by their typical
challenges—oversupply, weak prices, and slowing computer sales—on top of the Biden
administration’s ban on the sale of high-end chips and manufacturing equipment to China.

Here's how the S&P 500 Semiconductors, S&P 500 Semiconductor Equipment, and S&P
500 indexes performed on Tuesday (-1.4%, -4.2%, -0.7%), over the past week (-10.3, -14.7,
-5.3), and ytd (-46.4, -42.6, -24.7) (Fig. 1 and Fig. 2).

Unfortunately, analysts’ collective net earnings revisions for the S&P 500 Semiconductors
industry just started turning negative in July, for the first time in almost two years (-15.3% in
September, -14.2% in August, and -0.9% in July) (Fig. 3). After the downward revisions,
analysts still call for earnings growth this year—of 2.4%—followed by a 2.7% earnings
decline in 2023 (Fig. 4).

Analysts started trimming earnings estimates for the S&P 500 Semiconductor Equipment
industry in April, and estimates have weakened further for most months since, May being
the exception (-9.3% in September, -9.4% in August, and -2.6% in July) (Fig. 5).
Nonetheless, they still expect earnings to grow by 18.4% this year and 10.8% in 2023 (Fig.
6). The downward revisions probably aren’t finished until earnings drop sharply in both
industries, as they did in 2000, 2009, and 2018 (Fig. 7 and Fig. 8).

During these industries’ two sharp earnings drops in 2001 and 2009, their P/Es soared—to
100.7 and 74.4, respectively, for the S&P 500 Semiconductors index and to 137.5 and into
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the stratosphere for the S&P 500 Semiconductor Equipment index. If the current
environment is anything similar, the selloff in the industries’ stock price indexes may
continue until their P/Es climb far above the current levels of 15.4 (for Semiconductors) and
14.2 (for Semiconductor Equipment) (Fig. 9 and Fig. 10).

Here's a look at some of the news affecting the industry:

(1) Industry slowdown continues. Global semiconductor sales rose by 0.1% y/y in August,
but these sales’ three-month moving average declined by 8.3% y/y that month. Here’s how
the three-month moving average fared geographically: Europe (2.8%), Japan (-2.0),
Americas (-6.6), Asia Pacific/All Other (-11.2), and China (-11.7) (Fig. 11).

The slowdown can be partially attributed to less demand for new computers after the surge
in demand from pandemic-related work-from-home arrangements. Worldwide PC sales fell
19.5% in Q3 yly, according to a Gartner press release. Q3 sales fell 17.3% in the US and -
26.4% in Europe, the Middle East, and Asia. The drop-off of PC sales is what reportedly led
Intel to plan a major headcount reduction, which may number in the thousands and will be
announced as early as this month, an October 12 Bloomberg article reported.

Falling prices are also weighing on the industry. “The average contract prices for the two
major types of memory, called DRAM and NAND flash, dropped by 15% and 28%,
respectively, from the prior quarter during the July-to-September period,” an October 7 WSJ
article reported. The article’s data comes from TrendForce, a market research shop that
believes that the double-digit declines should end by spring and that prices should be
flattish by year-end 2023.

(2) Politics takes a toll. The Biden administration announced on Friday that it plans to limit
the sale of chips used in artificial intelligence and supercomputing, as well as the sale of
chipmaking equipment, to China. Other countries are expected to announce similar
restrictions.

“The US measures seek to stop China’s drive to develop its own chip industry and advance
its military capabilities. The impact could extend well beyond semiconductors and into
industries that rely on high-end computing, from electric vehicles and aerospace to gadgets
like smartphones,” an October 11 Bloomberg article reported.

US semiconductor equipment suppliers reacted this week by pulling out staff based in
China’s leading memory chip manufacturer, state-owned Yangtze Memory Technologies.
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They also stopped support of equipment that was already installed at the Chinese company
and ended the installation of new tools, the WSJ reported yesterday. Semiconductor
equipment manufacturer Applied Materials’ press release on Wednesday said the export
curbs could cut its Q4 and Q1 revenue forecast by $500 million, at the midpoint of its
estimate, and potentially by more than $1 billion.

Strategy: A P/E Reset. Perhaps the only upside of the market downdraft is the resetting of
forward P/E multiples. The S&P 500 forward P/E has shrunk to 16.2 from 20.4 a year ago.
The index’s price has declined 17.1% y/y through Friday’s close. If we pretend that the
forward P/E was unchanged yly, the index price would have risen by 9.7%, the same
amount as the gain in forward earnings. Likewise, if forward earnings had been unchanged,
the price index would have fallen 26.8% solely due to the meltdown in the forward P/E (Fig.
12). (FYI: Forward earnings is the time-weighted average of analysts’ consensus operating
earnings-per-share estimates for this year and next; forward P/E is the multiple based on
forward earnings.)

Now let’s drill down to the sectors and industries of the S&P 500:

(1) Sectors. Joe reports that the forward P/Es of all 11 S&P 500 sectors have fallen over the
past 12 months, some more sharply than others. Here’s where the forward P/Es stood as of
October 6 and where they were a year prior: Real Estate (32.8 as of October 6, 48.2 one
year ago), Consumer Discretionary (23.2, 28.6), Information Technology (19.7, 25.1),
Consumer Staples (19.2, 19.9), Utilities (18.4, 19.0), S&P 500 (16.2, 20.4), Industrials (16.0,
20.3), Health Care (15.7, 16.3), Communication Services (14.0, 21.1), Materials (13.6,
15.8), Financials (11.5, 14.6), and Energy (8.6, 13.1) (Table 1).

(2) Industries. Drilling down to the industry level, we find that those S&P 500 industries that
suffered the greatest P/Es declines over the past year did so for a mixed bag of reasons,
including higher forward earnings as a result of rebounding business after Covid shutdowns
(e.g., Airlines and Hotels) and very high P/Es before the market sold off (Application
Software and Movies & Entertainment).

(3) Falling P/Es. Here are the 10 S&P 500 industries that have seen their forward P/Es
shrink by the greatest percentages over the past year along with their forward P/Es as of
October 6 and one year ago: Airlines (8.7, 32.2), Hotel & Resort REITs (19.3, 68.0), Hotels
(17.9, 45.6), Oil & Gas Refining & Marketing (7.3, 17.8), Cable & Satellite (8.4, 17.2),
Movies & Entertainment (20.4, 41.3), Health Care Supplies (19.1, 37.1), Industrial REITs
(33.0, 60.0), Publishing (16.9, 30.5), and Application Software (26.9, 46.7).
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8S3q8_QV1-WJV7Cg-6PW6YzHQf3TMWj1W9l6J5y90jGbyW4qMNgy2Pb7PXW8BFg0g4YY7h4W4WwS7w28wpdxW8zcSZv1MgcsDW7d45-Q7HDbydW3YlytW4bml6zW6npgbp1vB_5fW3M_PG_3KJpZbW86QzHb7PtFxcVD-Q8T3B7l06Vf2zDG5PnFdcW5qQ2n36ZWn7VW7VPCp795-m7sW4fQgYn2bPX5HW7N_zGf773W9fW10MXFB1B67qcW3k-69l3k06J7W2-3FvN50vwDpN4Q09VsW9V5ZW5J-YtJ7tH9gw3clS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8S3q8_QV1-WJV7Cg-6PW6YzHQf3TMWj1W9l6J5y90jGbyW4qMNgy2Pb7PXW8BFg0g4YY7h4W4WwS7w28wpdxW8zcSZv1MgcsDW7d45-Q7HDbydW3YlytW4bml6zW6npgbp1vB_5fW3M_PG_3KJpZbW86QzHb7PtFxcVD-Q8T3B7l06Vf2zDG5PnFdcW5qQ2n36ZWn7VW7VPCp795-m7sW4fQgYn2bPX5HW7N_zGf773W9fW10MXFB1B67qcW3k-69l3k06J7W2-3FvN50vwDpN4Q09VsW9V5ZW5J-YtJ7tH9gw3clS1
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(4) Rising P/Es. One small group of industries enjoyed expanding forward P/Es over the
past year. This group includes cyclical industries with earnings estimates that have declined
sharply (sending their P/Es higher) and defensive industries that have traded up because
they’re expected to withstand an economic downturn better than cyclical areas.

Here are the 10 S&P 500 industries with forward P/Es that have increased by the greatest
percentage over the past year along with their current and year-ago forward P/Es: Copper
(15.2, 9.2), Health Care Distributors (13.3, 10.2), Gold (19.8, 15.5), Biotechnology (12.9,
10.2), Steel (7.8, 6.2), Managed Health Care (19.0, 16.6), Internet & Direct Marketing Retail
(56.0, 51.0), Health Care Services (11.5, 10.6), Gas Utilities (17.8, 16.5), and Brewers
(11.9, 11.1).

(5) Different strokes. After selling off for almost a year, some industries typically considered
safe havens are looking expensive, while the multiples of some growth industries have
become much more reasonable. While the S&P 500 Personal Products industry’s forward
P/E has fallen to 28.8 from 40.3 a year ago, its forward earnings growth rate is 7.8%. Water
Utilities has a forward P/E of 28.7 and a forward earnings growth rate of 8.9%, while
Hypermarkets & Super Centers has a forward P/E of 25.9 and a forward earnings growth
rate of 8.1%. Each of these industries’ forward P/E is more than three times its forward
earnings growth rate.

Meanwhile, some growth industries have forward P/E multiples that are about twice their
expected forward earnings growth: Application Software (forward P/E of 26.9, forward
earnings growth of 14.3%), Systems Software (22.8, 12.3%), and Internet Services &
Infrastructure (20.2, 9.9%).

Energy: Sliding Demand. President Joe Biden was understandably upset when Saudi
Arabia and OPEC+ decided on October 5 to cut oil production by 2 million barrels a day
(mbd). Prior to the meeting, the price of Brent crude oil futures had fallen to the low- to mid-
$80s from their peak of $123.58 on June 8. Since the announcement, the price of Brent
futures rose to $97.92, before dropping back down to $94.29 on Tuesday (Fig. 13).
Anything that boosts the price of oil not only hurts Western economies but also boosts
Russia’s oil-related revenues, padding its war coffers.

So far, the impact of the supply cut hasn’t been dramatic because of the global economic
slowdown. A strong dollar and more Covid-related shutdowns in China haven’t helped the
oil market either. And looking out into the future, the growing adoption of hybrid and electric
vehicles may curb demand for black gold.


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8S3q8_QV1-WJV7CgNDXW6yMjGS4GYFWNW3L83y6774b0xVd7XM-5ZhwmZVWZgd94vTN7WW7JKsZ31GVngXW2Lwpgn1b9CsMW4bnXj31pg23fW1mn2rg7F91qgW11npQK9lDcVgW3rdbmm3vF1BDW4n2bWJ5xdgNSVCZ9cN1BYLXRN1WkgNl9DG4yW8LD_QV13xjGrW6sCGDn6_F72qW3lm0z55LylgsV3pk376-TT08W8pbXdN2XZr5lW1P4BdZ4TQRVNVp3jFq8F4_1CW5LZXs47HRpZDW5QKHq73cCH5Q3bCm1

Let’s turn to some of the moving parts affecting the price of oil:

(1) Fears of global economic slowdown. It's not often that the whole world’s economy faces
a synchronized economic slowdown, but that’'s what appears to be occurring. In Europe,
high natural gas and electricity prices are crushing consumer demand and boosting
corporations’ expenses. And missteps by the UK government’s new leaders have spooked
that country’s financial markets, sending interest rates and inflation spiraling higher. The
latest reading of German industrial output fell by 0.8% m/m in August.

In Asia, China’s economy continues to be dragged down by real estate developers
defaulting on their debt. The latest defaults occurred on Monday as payments were missed
on $225 million of trust borrowings owed by units of China SCE Group Holdings and
Shimao Group Holdings, an October 10 Bloomberg article reported. SCE is ranked 27th
nationwide in sales.

Widespread lockdowns due to a very small number of Covid cases has also hurt the
Chinese economy. Cases jumped to 2,089 on October 10—the highest since August 20—
after domestic travel increased during “Golden Week” earlier this month, an October 11
Reuters article relayed. Increased testing and targeted lockdowns reportedly are occurring.
Nomura estimates that 36 cities are under various degrees of lockdown or control, affecting
196.9 million people.

The preventative steps are being taken days before the Communist Party Congress starts
on Sunday. The latest dour economic reading arrived earlier this week: The Caixin China
General services purchasing managers index fell to 49.3 in September, down sharply from
55.0 in August.

Earlier this week, the International Monetary Fund lowered its 2023 estimate for global
economic growth by 0.2ppt to 2.7%. That’s slower than the 3.2% growth expected this year
and the 6.0% growth the global economy produced in 2021. OPEC also lowered its global
economic growth forecast for 2022 to 2.7%, down from its prior forecast of 3.1%. Its
forecast for 2023 economic growth was also lowered to 2.5% from 3.1%. “OPEC also
lowered its oil-demand growth forecasts by 460,000 barrels a day to 2.64 million barrels a
day for 2022. For 2023, the Vienna-based group lowered its forecast by 360,000 barrels a
day to 2.34 million barrels a day,” a WSJ article reported yesterday.

(2) Strong dollar packs a punch. The strong US dollar may also be weighing on the price of
crude oil, which is largely traded in dollars. The greenback is up 16.5% from its 2021 low


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz9r3q90pV1-WJV7CgRMjW3YTfll2PdbQvN473L1K_Ns50W4lNT8f7jlTVWW2w099J7WzDgtW8qZ8xm15gwWPW4TfdGD21WsG1VPng265k3YM9N25jS3Vf7KsCW4czsWp7mVK71W7b_8_j64LKzVW84HMwZ1MblgwW7WGkGd4z22dwW4QCQyW3WpNRgW7HGpTN4XqGwmW3qCWVl2mfcGcW5zDCxZ4qDd53W6vCnqJ7t9Np1W5LJKcL5y9ZbCN7vy2jl3lTjTW3hGJkC6-zg8rW211MDv4RFh4hW4kQL_L8xKbYtW2tJ-n01tY746W7MnBRB3_HMDFW7fwb5c4l-xw2W5rJ87K5C_GK93gyZ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8f5nKvpV3Zsc37CgGQVW1g8-Z13gzxKTW6dm7z25tYvTcW37FDGD9hRrFvW4VR1QB5MPmBJVSTHxW7RMHffW5bBRz_5klKkHW1WyGKl1ZbqpdW88FdKX71QcqVVjq-7H3PPdgfW6V7ywy2B1h9NW8rRLfS6sxZ92W8nwhtY6Kf9_jVNkpWp5Ys1P2W8ZxXPp69hJDFW6jDxrr8clHG7W4P2zv_1lZYrLW45K-5n86HmhFN7Fs3qmtccXkW3HdH1186n7ddW50w2Hb478MRdW2V7rsN46N50vW2G766S2vZvZqW7Sp-CX3l2KJMW5ZZ5lN81t0C_W8bs73g81YBm1W1n0l9F79X44_W6bDYLl4yvlYtN1y5CH1RL_CdW3dqKSl877xqYVbh1Nv4wkpl5N8s387F6khtMW6pptPR1ZGFM6Vy-zNS1xWZ1CW4cP5_g4LPpBh31yK1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8f5nKvpV3Zsc37CgF8CW8jfZ-m5qkxXSW6-_Mg27lqGVsW4fZPWS1DQkvNW1tHr5C8gshw5W2NBSmw8t9zp0N8y8TJZrzZTNW5dtlQs46zlw6W21ZWY_7cgwdmW5TTKpg3STmq8W3rnwcm92Zl1MW3tdXg82kYCXkW1p3tfh2LPBRZW3_V8dc2m1pclW1dL8ms7XknxhW11SX1515ZG7jW8xGcd46sN4T3N7pFN17z0tMtW2pjm9R2Gn69vN13dh4P7h0tfVdBvB_3LQQ5PW8gW-g73JYJszW8HH5tw87QVRxVrx8kH8Prr74VGDznj2qvTjVW7Ykn0y3TV9KJW8MFQQ52m05m8W7Fc2h91731_SW6n3K2q8698vsW97jg7d5csbMLW2CcvTs95g4nyW1sNgfF7KDx0VW3Ry8dV2DX7LnW3DyxYC63LndcW7nRPWT8mwyPq3cW61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz7Z5nKv5V3Zsc37CgLkMW4yHTr78xJ6jNW1KhR3S7bZR61W52Pk-15QBncVN1ktLBw2D_1mW6Zxn7J1jmp4NW6bSlz08K_Zw5W4W9GSZ5V9_WlVYFFPd8VDF51W5vBVjV55yC7ZW8HDdLg6QXyFKW2wZMjs7HQ1jkW66MyMp39z7tzW3JJt3t3h2W00W3ZSMk-8Mh9XtW1D2rY82FjCn-VXPtfd2d-pXtW2t6D1s61CzjTW2gW-YS116l56Vb-Yy-5tdxHjW6V_JMk6z4JczN4_-SrX32sq1W59pHVK7NlLVPW9bc6fK5-93L5W7Z32Br1FmT-VW2JrhZt3SwXbkW996vBw8C649xW7z9Zc86crHgnW2WyCdj2plR1CW83l3qb63W55lW7wTDM02LsfKkW3CN3Pd6sNdTpW860plR22_xRZ3mHw1

(Fig. 14). The higher the dollar, the more expensive it is for other countries to buy oil, and
that hurts demand.

(3) EVs starting to pinch? Global sales of passenger electric vehicles (EVs)—both battery
electric vehicles (BEV) and plugin hybrid electric vehicles (PHEV)—continue to grow and
take market share. In August, 847,580 EVs were registered, up 60% y/y, an October 3
InsideEVs article reported. Market share increased to 15% of new vehicles registered,
which includes 11% for BEVs and 4% for PHEVs. (Excluding China, PHEV sales fell 9%.)

The International Energy Agency’s 2022 outlook estimated that the global EV fleet in 2030
would displace about 3.4mbd of diesel and gasoline, assuming that EVs reach just over
20% of sales in 2030. If EV sales represent more than 30% cars sold globally, they could
displace about 4.6mbd, up from about 0.3mbd in 2021. The impact on the market will also
depend on whether the demand for crude oil-based fuels by industrial users remains flat,
increases, or decreases.

In the US, roughly 45% of US crude oil is turned into gasoline and used by cars, according
to US Energy Information Administration data. The impact of EVs on fuel demand has
caught the attention of some state finance departments that collect gasoline taxes. Fuel
taxes provide roughly 40% of the revenue that states use to fund transportation spending,
and much of it could disappear in the coming decades, according to an October 3 report by
Pew Charitable Trusts.

West Virginia’s Department of Transportation in 2021 estimated that fuel tax revenue could
fall by 11%-20% from 2021 through 2030 and by 31%-52% from 2031 through 2050 as
more EVs hit the road and the fuel efficiency of cars with internal combustion engines
improves. States will need other revenue sources, which might include a mileage-based tax,
a new real estate or sales tax, or a general transportation fee.

A 2021 report by the Connecticut Office of Policy and Management noted that revenue from
the state’s motor fuels tax was growing until 2020, when Covid hit and consumption fell. In
early 2022, consumption remained below pre-pandemic levels and was not expected to
recover over the next five years. But even apart from the pandemic, the state had assumed
that the growth in motor fuels consumption would drop either because gas prices jumped or
because “alternatively-powered vehicles” would increasingly be used. The state estimates
that the motor fuels tax will recover to $490.2 million in fiscal 2023 and gradually decline to
$485.3 million in fiscal 2026.


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8S3q8_QV1-WJV7CgKvqN4YYPNv-wRfjW4cy8CT6Ps_KfW4gR05n6LNCMqW4mg22V5GQj-mW36s2W17G2T6CW7Rm-cG6HlcLBW7YSvgp8qKcKkW2JgG7r8Wg11NN3_V-j3XFwK6VV-Kyg5xRHYPW5yPtJx5LTLVCW453dbf3qyw-FW43QD0T566HycW2kr4QG4fjp1PW3rYVVp6gqT7QW8b4L0r15zxQ3W8nXFpp9lf1wCW6dX76t1F29dFW8Lmtts8QK9l2W4LNcS56DBN62V2zGqN6Zcdr2W6SJfWZ8Kksbk3q731
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8y5nKvJV3Zsc37CgDGtW26CQCC61WTWWW2j5DlY8W0zYYW52XKRL829xhKN22zVh5r9B8yW8dhN9P4KNf7VW8pZDVY7nJj-TW8mLpd75jkx7SN8W9Rgj9ZpL7W5vPF434-qcvhN1CkMNkLXHdMW69r63H3Hk7CkN4JyG23WYm39W4P3WVC1c9y_-W7btc107JxNBFW4G4h995Fmh99N3fVkpHllX-YW2kGgw62CTSCQW2vp-j37J_LlYVXkcjt13fn-gW8q0zxR2BzkP3W33SqmW1b-g0_W3tn3_L6G3B0NW2CLjyl5HvLpjW13QSDB1Yb6RJW4XsG-T5D0PDXW4ZGy6d5vrZ1jVx3vl86c960TW4nrLq78J85bQW5QsNq73HvZgHW8P1d_c948KH0W3cxjjp6VfGSkW8D-_GL3qTjw6W9jyR8x3F1lvPVWxpz_5kFxljW541YlF67mjjCW7sMBs17Sv5R53gMx1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz7Z5nKv5V3Zsc37CgF59N3Bcs77mnQVwW8-ljx_6yKl1XW4frQks9lBsQMW6NpTZD76H1XYN64rhFKhCRngVK_HpC4tbZcnN1JRr8hTNWcnW2xL8D28HmzFrVtt-pP35__R8W6Ysyp_811VL7W4nvBGv50FN89W6z8QRH9dV3YJW4R0BNx6J2K2JW4M3rL94qW0ShN9fkJTP6YkHCW4fXLDw3HfvJMW7y6m5h1LTw2dW4g7WmP8dRwXlW6vHnB093gJg_W8QWTzL2XkpvXW25LhPG2kQ3yYW1m4xsq41z3K0W7LPycx1v4P_JW1c3bsc3YyqH_VJClby6Hl1Z1VVZrR-2_2dsSW6k1yfB2Pk_V_W2jwrx52bHyVQW2Lp1dV66sGl1N9gbJc48yNsbW532FVt8D4xwgW1rz8Vp6k5bm532T91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz9r3q90pV1-WJV7CgBgSW4Chvx_6Km3KgW3NcHMg1vk0T_N8tPYDSx7mWNN7xN2Gz9kPh3W7_780_8M7YswW5bf8W_8M7btxW4dK6lH47_qk9W6-WGZ4497RfpW5VHkj32cFWx_W463Zfg3mwlSYW3NFlzF2Hq-PVW5glXqc6JLCndW99YHH_1Z3Np1W8sldJK8YGDXfW6d89Y-6nmj9SN6GC_BFpRTmzN8SfwzhhKfLYVl_Z2D5Yvj9bW1KPCDN8r0tTSN1dcfx817CTCW4cmkwT4D3kRQW3zTZmv78Hl2RVYX6wx5CbkYSW1Y49N_2wh6ryW8qYnJf6303NSW7wHMYn9hBgHF3hkp1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VX1NtZ37YQyrN5Dfz3TBclCRV7Wb0N4R3BwfN99fz8y5nKvJV3Zsc37CgMn5W16pnbR7dSH0fW746B5n4fxWR7W6mfpy64C05jjW1m2T6j3xgHdhW30qNw032L3YJW459kBH1JR6nKW6t5Xfv3HJ5clW8MZFcW1X-cBxW6pR5tN5rB1X5W1lPg4d1zF9kfW1bY1n739jD0hW46fGXQ6bt-XLW30nmHR5GLVbFVxf78y3GbbXkVXSwk47k_xH8W3R7WPP7f4Yr-W3TpMJw3ybmBfW254dll6hDMLTW2Tbtk73G-tD6W4J6d1T3-cJQ8N6nvxq8KmqgGW2cwbTh6g7hDKW1TnFq77Cg98HW6ZTgm_3pwmjDW5BPn1h7JHpFmN6dwnNHccf_bW6Y4f-86ZGB4zW15k9845LCq1fN3M1NnD4L5mPW2Xqz3r5K2TnDW6D36g41WShQGW4rDVPM2y6mV9W6Gxk6z2QmPyyN3jDxjwxY2dYW9j1Nrp2xRy4JN3VTcXLPdF-c384L1
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Calendars

US: Thurs: Headline & Core CPI 0.2%m/m/8.1%yly; 0.5%m/m/6.5%yly; Initial &
Continuous Claims 225k/1.365m; Federal Budget Balance; Natural Gas Storage; Crude Oil
Inventories; IEA Monthly Report; IMF Meetings. Fri: Retail Sales Total, Core, Control Group
0.2%/-0.1%/0.3%; Consumer Sentiment Index Headline, Current Conditions, and
Expectations 59.0/59.9/58.5; Business Inventories 0.9%; Baker-Hughes Rig Count; IMF
Meetings; Cook. (Bloomberg estimates)

Global: Thurs: Germany CPI 1.9%m/m/10.0%y/y; China CPI 0.4%m/m/2.8%yly; China
Trade Balance ¥81.0 billion; China Exports & Imports 4.1%/1.0% y/y; BOE Credit
Conditions Survey; Mann; Nagel. Fri: Eurozone Trade Balance; France CPI -
0.5%m/m/5.6%yly; Spain CPI -0.6%m/m/9.0%yly; Eurogroup Meetings; BOE Quarterly
Bulletin; Mauderer. (Bloomberg estimates)

Strategy Indicators

Stock Market Sentiment Indicators (/ink): The BBR sank further below 1.00 this week,
dropping for the fourth consecutive week to 0.57 (the lowest since the March 2009), after
rising from 1.00 to 1.15 the prior week. Bullish sentiment slipped to 25.0% (the fewest bulls
since early 2016) this week after holding steady at 25.4% last week; it was at 45.1% seven
weeks ago. Meanwhile, bearish sentiment exceeded bullish sentiment for the fourth week,
moving higher for the fourth week by 15.9ppts (to 44.1% from 28.2%), equaling the mid-
June peak reading. It was the largest group for the second straight week, unseating the
correction count—which had the top spot the prior four weeks. The correction count
dropped for the second week to 30.9% this week, after climbing from 38.6% to 40.3% the
prior week. In the meantime, the AAll Sentiment Survey (as of October 6) showed optimism
rebounding though remaining unusually low, while pessimism fell after moving above 60%
for a consecutive week, though remains unusually high. The percentage expecting stocks
will rise over the next six months rose for the second week by 6.2ppts (to 23.9% from
17.7%) after falling 8.4ppts (to 17.7% from 26.1%) the prior week, with optimism remaining
below its historical average of 38.0% for the 46th consecutive week; it was unusually low for
the sixth successive week and the 29th time in 40 weeks. (The breakpoint between typical
and unusually low readings is currently 27.6%.) The percentage expecting stocks to fall
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over the next six months fell for the second week, from 60.9% to 54.8%, with nearly the
entire decline occurring during the latest week; it had increased five of the prior six weeks,
by 24.2ppts (60.9 from 36.7), with 14.9ppts occurring during September 22 week. Bearish
sentiment has been above its historical average of 30.5% in 45 of the last 46 weeks, and is
at an unusually high level for the 30th time in 38 weeks. (The breakpoint between typical
and unusually high readings is currently 40.6%.)

S&P 500 Earnings, Revenues, Valuation & Margins (/ink): The S&P 500’s forward profit
margin remained steady last week at a 14-month low of 13.0%. That’s down 0.4ppt 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 back up to a fresh record high as forward earnings edged up less than 0.1%
w/w to 1.7% 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. The consensus expectations for forward growth remained steady w/w
as analysts awaited the start of the Q3 earnings season. Forward revenues growth tumbled
0.5ppts w/w to a 25-month low of 5.1%, 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 down 0.1ppt w/w to
a 26-month low of 7.1%. 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 0.6ppt to 12.6%. They expect revenues
to rise 11.8% (down 0.1ppt w/w) in 2022 and 4.0% in 2023 (down 0.1 ppt w/w) compared to
the 16.4% gain reported in 2021. They expect earnings gains of 9.0% in 2022 (down 0.2ppt
w/w) and 7.0% in 2023 (down 0.2ppt w/w) compared to an earnings gain of 50.2% in 2021.
Analysts expect the profit margin to drop 0.4ppt y/y to 12.6% in 2022 (down 0.1ppt w/w)
compared to 13.0% in 2021 and to improve 0.4ppt y/y to 13.0% in 2023 (unchanged w/w).
The S&P 500’s weekly reading of its forward P/E rose 0.3pt w/w to 16.2 from a 14-week low
of 15.9. That compares to a 15-week high of 18.2 in mid-August and is up from a 26-month
low of 15.8 in late June. That also 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 0.04pt w/w to 2.10 from a 29-month low of 2.06.
That’s down from a 15-week high of 2.38 in mid-August. That also compares to a record
high of 2.88 at the end of 2021 and a 49-month low of 1.65 in March 2020.
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S&P 500 Sectors Earnings, Revenues, Valuation & Margins (/ink): Last week saw
consensus forward revenues rise for four of the 11 S&P 500 sectors, forward earnings rise
for five sectors, and the forward profit margin rise for five sectors. Nearly all of the sectors
are below recent record highs in their forward revenues, earnings, and profit margins.
Consumer Staples is the only sector with forward revenues at a record high this week, and
Energy is the only sector with forward earnings at a record high. Energy still has forward
revenues well below a record high, and Utilities’ forward revenues and margin are lagging
too. All sectors now have forward profit margins that are below their record highs, but those
of Energy, Industrials, and Real Estate remain closest to their post-pandemic highs. Only
three sectors posted a higher profit margin y/y during 2020: Consumer Staples, Tech, and
Utilities; during 2021, all of the sectors but Utilities posted a y/y improvement. Just four
sectors are expected to see margins improve y/y for full-year 2022, followed by seven
sectors in 2023. Here are 2022’s gainers: Energy, Industrials, Materials, and Utilities. Here'’s
how they rank based on their current forward profit margin forecasts along with their record
highs: Information Technology (24.5%, 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, down from its 19.2 record high in 2016), Communication Services (15.3, up 0.1ppt
w/w and down from its 17.0 record high in October 2021), Utilities (13.8, down 0.1ppt w/w
and from its 14.8 record high in April 2021), S&P 500 (13.0, down from its record high of
13.4 achieved intermittently from March to June), Materials (12.3, down 0.2ppt w/w and
from its 13.6 record high in June), Health Care (10.5, down from its 11.5 record high in
March), Industrials (10.2, down from its 10.5 record high in December 2019), Energy (12.1,
down from its 12.3 record high in August), Consumer Discretionary (7.5, down from its 8.3
record high in 2018), and Consumer Staples (7.2, down 0.1ppt w/w and from its 7.7 record
high in June 2020).

US Economic Indicators

Producer Price Index (l/ink): The final demand PPI rose for the first time in three months in
September, climbing 0.4% after a two-month drop of 0.6%. The yearly rate eased for the
sixth month, since reaching a record high of 11.7% in March, slowing to 8.5% in September.
Meanwhile, core prices—which excluded food, energy, and trade services—advanced
0.4%, following gains of 0.2% and 0.1% the prior two months, with the yearly rate holding at
5.6%, down from March’s record high of 7.1%. Final demand goods increased 0.4% last
month after declines of 1.1% in August and 1.8% in July—attributable to sharp drops in
gasoline prices. Sixty percent of September’s increase in final demand goods was
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attributable to a 1.2% increase in foods; energy prices were up 0.7%. The yearly rate for
final demand goods has dropped 6.3ppts to 11.3% from June’s record high of 17.6%.
Meanwhile, final demand services increased 0.4% last month, following gains of 0.3% and
0.2% during August and July, respectively, with the yearly rate moving up to 6.8% yl/y after
easing steadily from a record high of 9.4% in March to 6.5% in August. The PPl for personal
consumption climbed 0.4% in September after no change in August and a 0.6% drop in
July; it averaged monthly gains of 1.0% the first half of the year. The yearly rate has eased
steadily from March’s 10.4% record high, falling to 7.4% by September. The yearly rate for
personal consumption excluding food & energy ticked up to 6.1% y/y after easing from a
record-high 8.1% in March to 6.0% by August. Looking at pipeline prices, pressures remain
elevated, though have eased from recent highs. The yearly rate for intermediate goods
prices eased to an 18-month low of 13.1% from a cyclical high of 26.5% in November, while
the crude goods rate slowed to 33.9% y/y after picking up a bit from a 17-month low of
32.2% in July to 37.2% in August; it peaked at 59.0% last April—which was only a tick
below its record-high 59.1% in August 1973.

Global Economic Indicators

Eurozone Industrial Production (/ink): Headline production, which excludes construction,
rose for the third time in four months in August, by 1.5% m/m and 1.4% over the period; it
had contracted 2.3% in July—which was the first decline since March and the third this
year. During Auqust, production of capital (2.8%), consumer durable (0.9) and consumer
nondurable (0.7) goods moved higher, while intermediate goods (-0.5) and energy (-2.1)
moved lower. Compared to a year ago, headline production was up 2.5%, with capital (8.2)
and consumer durable (7.0) goods output up sharply, while energy output dropped 2.9%.
Consumer nondurable (0.4) and intermediate (-0.5) goods production levels were basically
flat with a year ago, with the former a few ticks above zero and the latter a few ticks below.
Production data are available for the top four Eurozone economies and show both France
(2.5) and ltaly (2.3) posted solid gains, while Spain’s (0.5) output was fractionally higher and
Germany’s (-0.5) fractionally lower. Over the 12 months through August, Spain (5.4)
showed the biggest increase in output, followed by lItaly (2.9), Germany (2.4), and France
(0.8).

UK GDP (link): Real GDP in August unexpectedly contracted, with industrial production the
main contributor to the decline. Real GDP fell 0.3% in August following a 0.1% uptick in
July, as industrial output sank for the third month, by 1.8% m/m and 3.2% over the period;
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manufacturing output was down 1.6% and 3.5% and mining & quarrying down 8.2% and
7.6% over the comparable periods. As for the main industrial sectors, output of capital (-
12.7%), intermediate (-11.0), and consumer nondurable (-9.2) goods output are down
sharply from their record highs during December 2020, November 2020, and December
2021, respectively. Meanwhile, production of consumer durable goods remains in a volatile
flat trend at a high level, near the middle of the range. Services output ticked down 0.1% in
August, only its second decline since July 2021, dragged down by declines of 1.3% and
5.0%, respectively, in human health & social work activities and arts, entertainment &
recreation. Construction output expanded for the second successive month, by 0.1% m/m
and 0.5% over the period, after contracting 0.7% in June. Output in consumer-facing
services contracted 1.8% in August after a 0.7% gain in July.
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