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Executive Summary: Our bond market analysis suggests that the 10-year Treasury bond yield might
peak at 4.00%-4.25%, probably in November after the Fed raises the federal funds rate by 75bps and
possibly in anticipation of one final 75bps hike in December that puts the terminal federal funds rate at
4.50%-4.75%. ... Our stock market outlook involves the S&P 500 remaining in a volatile trading range
between 3666 and 4305 for the rest of this year. ... Also: Why hasn’t the labor-force participation rate
snapped back to its pre-pandemic levels now that the pandemic has abated? Melissa explores various
reasons. ... And: She examines trends perpetuating today’s extreme labor shortages.

Strategy I: Fishing (& Wishing) for a Top in the Treasury Bond Yield. Forecasting the
cyclical peak in the 10-year US Treasury bond yield is easy. The hard part is getting it right.

We know that historically when the yield spread between the 10-year bond and 2-year note
has been inverted, we were approaching a peak in the bond yield (Fig. 7 and Fig. 2). That's
because an inverted yield curve signals that the Fed’s monetary tightening policy is
increasing the risk of a financial crisis that might trigger a credit crunch and a recession
(Fig. 3 and Fig. 4). In other words, tightening monetary policy increases the chances that
something will break in the financial system, slamming the brakes on economic growth,
which forces the Fed to ease and causes the 10-year bond yield to fall (Fig. 5).

The daily 10-year versus 2-year yield spread has been inverted since July 8 (Fig. 6). Since
then, the 10-year bond yield has risen from 3.01% to 4.00%, while the 2-year note yield has
risen from 3.03% to 4.48% (Fig. 7). We know that the 2-year tends to anticipate the terminal
federal funds rate (FFR) during monetary tightening cycles (Fig. 8).

So all we have to do is to forecast the terminal FFR. That forecast will tell us when the 2-
year yield has peaked. Then all we must do is add the (negative) yield-curve spread to the
peak 2-year yield to derive the peak level of the 10-year yield.

Let’'s assume, as we do now, that the Fed will hike the FFR two more times, by 75bps at
each of the November 1-2 and December 13-14 FOMC meetings. That would put the FFR
at 4.50%-4.75%, which is our forecast and probably the current consensus forecast as well.
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The 2-year yield is currently around 4.40%. So it is very close to our forecast of the terminal
rate.

This suggests to us that the 10-year bond yield should peak at 4.00%-4.25% assuming that
the yield-curve spread remains around the current -50bps. The bond yield most likely will
peak following November’'s 75bps hike in the FFR. It might do so anticipating that the
December hike will be the terminal one.

Strategy Il: Fishing (& Wishing) for a Bottom in the S&P 500. The interest-rate outlook
above is consistent with the likely scenario for the FFR as outlined in an October 14 Reuters
interview with St. Louis Fed President James Bullard.

As we observed in yesterday’s Morning Briefing, Bullard said that he favors “frontloading”
hikes in the FFR, with a wait-and-see stance on 2023. In other words, he suggested that the
Fed should go ahead with the widely expected 75bps hike in the rate at the November 1-2
meeting of the FOMC and another 75bps hike at the December 13-14 meeting. That would
bring the FFR target range up to 4.50%-4.75%. But then Bullard went on to imply that the
Fed should pause for a while.

Joe and | think that’s one reason that stocks rallied on Monday. Another reason, of course,
is that Bank of America reported better-than-expected Q3 earnings. The net interest
margins of the S&P 500 Financials (particularly the money center and regional banks) have
widened significantly this year.

We are thinking that instead of a V-shaped capitulation bottom, the S&P 500 may very well
remain in a volatile trading range around the June 16 low of 3666 for a while longer before
moving back toward the August 16 high of 4305 over the rest of this year.

US Labor Market I: Fishing for a Bottom in Labor Supply. Sure, Covid caused many
workers to leave the workforce owing to health concerns or for caregiving purposes. But it's
not the only reason for the depressed US labor-force participation rate. Now that the
pandemic has abated, life has normalized, but labor-force participation hasn'’t. In
September, the participation rate was merely 62.3%, over a full percentage point below the
level just before the pandemic, in February 2020, of 63.4% (Fig. 9).

One of the main reasons for the lack of a post-pandemic snapback in labor-force
participation is that the long expected tsunami of Baby Boomer retirements is here
(Boomers, born between 1946 and 1964, are now 58 to 76 years old). Accordingly, the
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number of people who are not working—and are not looking to—has increased even though
job openings are plentiful. The historically low unemployment rate of 3.5% excludes these
NILFs (i.e., not-in-the-labor-force) from its in-the-labor-force denominator. Job openings
exceeded the number of unemployed workers in the US from the start of 2018 through the
start of the pandemic, and since July 2021 (Fig. 10).

Here’s a deeper look at factors that have been driving up the ranks of NILFs and weighing
down the labor-force participation rate:

(1) Age distribution. The age distribution of a population can profoundly influence its
percentage of NILFs. The participation rate of the prime-working-age population, 25- to 54-
year-olds, has recovered from its pandemic-depressed lows (Fig. 17). That’s not the case,
however, for the over-65 cohort (Fig. 12). Many Boomers retired during the pandemic. Just
as Boomers’ outsized impact has been skewing the overall population older, it's been
weighing on the overall labor-force participation rate.

(2) Pandemic retirements. About 2.5 million people retired earlier than normal during the
pandemic, found the St. Louis Fed. Fear of Covid complications among older people was
one big reason. Another reason was that rising asset prices during the pandemic provided
many people with sufficient nest eggs to retire, many of them without even collecting Social
Security benefits yet (delaying claims increases the benefit amount up until the maximum
collection age of 70). Remarkably, Social Security claims remained flat amid this wave of
retirements. This raises the possibility that some retirees will reenter the labor force as a
result of this year’s negative wealth effect on their portfolios.

(3) Declining population. Nevertheless, continuing retirements are likely to put additional
downward pressure on labor-force participation rates over the next decade. Low labor-force
participation compounded by the low growth rate of the working-age population is
contributing to labor shortages. The size of the labor force equals the size of the population
age 16 and older multiplied by their labor-force participation rate. Kansas City Fed
researchers decomposed changes in population size and changes in participation rates.
They found that population growth helped offset declining labor-force participation in most
states between December 2019 and December 2021. But lower birth rates and lower
migration trends (as discussed below) also contribute to declining population growth rates
and the declining labor force.

(4) NILF newbies. Prime-working-age women (aged 25 to 64) faced a slightly larger drop in
the labor-force participation rate during 2020, a 1.7ppt decrease compared to a 1.6ppt


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW5Qd66nmYM9W14nk4X6dzNWpW52hptB4Rg3M_N4-lLgy3q8_QV1-WJV7CgDJ9W93DrBt1zBTzhW1TqX0r11Rqj5W5fwV-l1Xkw3pW7jpxz37RG_m8W2WYBcc5c8Q2JW3kQqD59l13c_W47-tDG2ZD5k3W4ccnhM4-6s-SW3FXrfz9f7J8pN2QwqcZR3y6ZW6-mgw82HYVSwW2Y9Kch6FZFQvW4JxHv828NpTBVPZRYk7Ky19rW9fGQvk1jCrV_W8MKsjQ87Lf84W2C2kzr2wNc-9W2pGQwL1nwdjqN3C4Wbv-FH10N759cMbfXs3cW8zrdJ-1SYK1TW7Dy8FY1nYs0T3klP1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW5Qd66nmYM9W14nk4X6dzNWpW52hptB4Rg3M_N4-lLgy3q8_QV1-WJV7CgWT3VXPTdR4KS7MWW3s_S708HD9gfN1PT2jPgNZQCN2B_7Ly8YWn7W96_6_v1btLl4W2mm0Bd6Bm_HcW19kCCx67mYyhW2_hJnD5t88J6W1X9htP4Ydbc-W6Qy1672QL3dpW3zh5Pd5L9xhhW5vxP7C89y817W6jKyLr39g1jPW3-55n26T7yJpM6VllfSHhfCW8RrbvH6gWphrW2CflvB4k8Nz8VqSjYv5bH71_W2h4J242ht1PtW8s3jlw8fTldHW8YYDhJ3C75L1W2BGzWy8mBcvZ3kP11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW5Qd66nmYM9W14nk4X6dzNWpW52hptB4Rg3M_N4-lLgy3q8_QV1-WJV7CgX4RW2gtqM33hs17kV-ftzS6WdhCFW4t_l-b5JCS10W734Wpc3tKYHJW4Bfl7f7MRkWXW6YJvwF3BlkhvV9RxG53KkvyhW2lsK_N4Q_fF9W68vXfy44lyNXW9jCHMY2vx3l6W8J25KF2tH4YqW17TmFg2k4vMPW7Vgyjl1kSV57W8NtwRv7KrrNJW35ZNZH99bWF6W68bR4h4k6yTqW4vmgzK7PpWT-W61Tkzs28L9wKW5cd1hQ1xr9lsN65jSWxJN3mcW7k3dBQ8hcbtFVpyxRd4VzNfZ3byR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW5Qd66nmYM9W14nk4X6dzNWpW52hptB4Rg3M_N4-lLhL3q90_V1-WJV7CgFgdVbmgNX44X6XXW6lGmM98vQyzxW5BgVY72vPWvWW8Y6wwD67lw04VBhFz85PbC9xW3CX3Q3444XCtW8TwHzM4mg9RzW4Ymqb31J9hkdW3cWHC832ZR8zW4Px02N29P6ykW4w84Xq59gKfZW96TDhv94Kb4QW1p9vdK4Rjm_CV65NLq3Nmhh4W3pghm56HvYd-N3-hyywM5BVcW7yrtMn41WdTTN4dYLmGnTQ7vW7hbDVZ96ppYxW34f6mn1Z8b0-W2yGT7q5XNvH3V6_50P5WlfVmW5Xflh6530DLfW2QB5V782qWVjW8RLVSX8y_gXsVbdXfv8VDtGBN7KTdhYBL7KsW49vxCN4WFzdxW77XwJS7pvBF5W1McPvk4mvhm43c0g1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW5Qd66nmYM9W14nk4X6dzNWpW52hptB4Rg3M_N4-lLfG5nKv5V3Zsc37CgXLmW8Dvt3C3qqslnW54-fXK6fqb-gW8Q_Xxm131dpDW46D9d514jGVGW5ZNS7t3wbfcdVVSq677q_K4dW667rqJ1KqpTrW91WFQ-7qlsr4W3yxZNk8TNHQXW19rRVb8D0y3nW6yz9n49jPqffW6JwbHp2pC1X3N9cZMzpDcgjSW4Hg9kH2SG4csW5dynvz33__nmW5BlJXv9lWy6GW5XdYMY3M_9SDW223Bn01Zfd1RW3_BbcZ1XdrjBW2LkfPd1zs48TW8Qlzmm1fZkzFW3fVm7N1pjsTNW2skVLQ82RtjjW521zxf9g75d6N7SkwNHVN99hW28-NrS9kh5W0W69Tz_D240X4RW19P3BB5sqgVzW6KrmKc52BFLBW2NpY404BHTd_W5CG1fc8-tv1-W7ZVnct2p4V_D36y41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW5Qd66nmYM9W14nk4X6dzNWpW52hptB4Rg3M_N4-lLfG7mf_hV5X_Kf7CgHpCW96ckMK2mJY_YW2k_6tD2GC2c8W1J-pCY77gw9lW5gCvhk3DwCT6W2_jwC68dzVszW7g-fXM3cWW-FW7h34kF1-3FSTW3-lkGP66tBBJN7v2gm9sLN5TN5tyTJDqMHgqN71Grr_xhmQGW9bzxxk3qqqCCW4fZ7ZR6Bmf9hW4qmSFD6YT2B3VlxDmR7DrF2QW8VDCns5V5nK9W5fT8ft6x86vxW7wm5pQ3dW4lzW69l5GT4rhkRBW5Tg2hH7PVltYW2QFqSN3CfDxCW6_hkWC6D47pNW1HQv-D2z433tW7VFmYn67hVx1N84lZ5kXnq4VW4pdzsZ3_ydjVW91pTNX83HCDMW95RG902J_pnpW4dMVKw2qRCdlW2scHkD8tz-GtW6kYhcS8r9-rYW1_Qj3r7zr0wyN2rmtmQx4NybW8QvpwR75tVrrVqq13f3KlnY5N5wX8VGyqWtCW3frH9p3z493jW2lcdW24qtL_3W4KgMqL79q4YrW8rk5xw68w-M8W4P3KXj4RBZT9N5mDS1M5hLNKW8Gc0TJ5Wc-ZYW423MnM7dy-l3W4t_mbj73-Z_GW8M37T74-JFR-W4rspjy5_JPdJW5V-Bgz5yHH5P3jBm1

decline for men (Fig. 13). As many children returned to in-person learning at the start of the
2021-22 school year, the female participation rate rebounded. The current prime-working-
age female participation rate is 72.2%, 0.5ppt from its the February 2020 level of 72.7%.
The rate for men is 0.4ppt below its pre-pandemic level of 84.9%.

What’s been keeping some pandemic-era NILF newbies out of the labor force still? Federal
stimulus funds sent to households aimed at boosting economic recovery could have
influenced many NILFs to drop out of the labor force. These transfers, the Richmond Fed
found, are estimated to account for almost 20% of the shortfall in the labor-force
participation rate between February 2020 and August 2021. But the labor-force participation
rate is expected to increase as many spend down their stimulus funds.

Disability spurred by long-Covid could explain why some prime-working-age NILFs have
remained out of the labor force. A July 2022 Census Bureau survey found that 16.3 million
people (around 8%) of working-age Americans currently have long-Covid. Of those, 2-4
million are out of work due to long-Covid. Some of their ranks, however, may be offset by
previous NILFs now able to rejoin the workforce thanks to the growing remote work trend.

Labor Market II: Fishing for More Explanations for Labor Shortages. Here's a closer
look at changes in the nature of the labor market since the pandemic:

(1) Lower paying jobs seeing most labor shortages. Baby Boomers presumably are mostly
retiring from higher paying jobs that require more experience. So many younger folks have
had the opportunity to hop into those higher paying positions, leaving a shortage of lower
paid labor. Foreign-born workers, discussed below, typically would fill such a gap, but they
also have been in short supply. The shortage has been felt especially by employers in lower
paying, immigrant-reliant industries such as construction, hospitality, and other services.

(2) Shortage of teachers is notable too. Interestingly, educators retired in large numbers
during the pandemic. The teaching workforce is now suffering from an incredible labor
shortage. According to the U.S. Bureau of Labor Statistics, there were approximately 10.6
million educators working in public education in January 2020. As of February 2022, there
were 10.0 million, a net loss of around 600,000, according to the National Education
Association.

Some educators were motivated to retire by early retirement packages and others by fear of
working in schools during the pandemic. The teacher shortage soon could get worse, as
more than half of teachers are over 40. To address the shortage, some state governments
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are making it easier for retired school staff to return to work, according to edsource.org.

(3) Inflation may drive some out of retirement. Determining who is retired versus out of work
can be tricky. A May article in the Washington Post noted that an estimated 1.5 million
retirees have reentered the labor market over the past year, according to an Indeed
economist. That means the economy has made up much of the excess loss of retirees
since February 2020.

Some returning workers cite difficulty dealing with rising costs on a fixed income as the
reason. Some are going back to work until they’re eligible for Medicare due to the high cost
of private healthcare premiums. A survey from the Nationwide Retirement Institute found
that some 13% of Gen Xers and Baby Boomers say they have postponed or considered
delaying plans to leave the workforce due to soaring costs.

Vanguard research observes: “Except for pensioners, those who retired earlier than
expected would have had to amass financial assets equal to as much as 10 times their
annual income to confidently meet living expenses through at least age 84.” That suggests
that some retirees may be returning to the workforce for one reason or another. But even if
that were the case for many, the trend wouldn’t halt the inevitable Boomer-induced labor-
force drain, just delay it.

(4) Immigration problem could be labor-force solution. “If retiring baby boomers are creating
a labor shortage—immigration could be the solution” was the title of a September article in
Fast Company. A July 2021 Peter G. Peterson blog noted that foreign born workers made
up nearly one-fifth of the US labor force.

Tighter immigration policies and travel restrictions stemming from the Covid-19 pandemic
reduced net international immigration to the US from 2016 to 2021, found the Kansas City
Fed in a study. As of June, there were about 1.7 million fewer working-age immigrants living
in the US than there would have been had immigration continued at its pre-2020 pace,
according to an economist quoted in an October Bloomberg article.

More temporary workers are coming to the US, according to a Pew Research Center
analysis cited in the article. But the number of workers still doesn’t match the level prior to
the pandemic. Moody’s Analytics has shown that for every 1% increase in the population
made of immigrants, GDP rises 1.15%, the article observed.

(5) Age wave and inflation. By the way, the formerly accepted notion that elderly
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populations tend to drive inflation down may be challenged in the coming years (Fig. 14).
Recent research from the International Monetary Fund found that when there are high
concentrations of dependent populations relative to the working-age cohort, there is a
tendency toward consumption, which inflates inflation. BCA Research also recently
highlighted how Baby Boomers control more than half of US household wealth and
increasingly will have an outsized influence on consumption over output. That’s all
according to a September article in Forbes.

Calendars

US: Tues: Headline & Manufacturing Industrial Production 0.1%/0.3%; Capacity Utilization
80.0%; NAHB Housing Market Index 44; TIC Net Long-Term Transactions; APl Weekly
Crude Oil Inventories. Wed: Housing Starts & Building Permits 1.475mu/1.530mu; MBA
Mortgage Applications; Cushing Crude Oil Inventories; Gasoline Production Beige Book;
Bullard. (Bloomberg estimates)

Global: Tues: Eurozone ZEW Economic Sentiment -61.2; Germany ZEW Economic
Sentiment -66.0; Canada Housing Starts 261.5k; China FDI; Adachi. Wed: Eurozone
Headline & Core CPI 1.2%m/m/10.0%y/y & 1.0%m/m/4.8%yl/y; UK Headline & Core CPI
0.4%m/m/10.0%y/y & 0.5%m/m/6.4%y/y; UK PPI Input & Output -0.4%m/m/18.8%yly &
0.3%m/m/15.7%yly; Canada CPI -0.1%mm/6.8%yl/y; Japan Merchandise Trade — ¥2,167b;
Australia Employment Change 25k; Australia Unemployment & Participation Rates
3.5%/66.6%; China PBoC Loan Prime Rate; Mann. (Bloomberg estimates)

Strategy Indicators

S&P 500/400/600 Forward Earnings (/ink): Forward earnings fell for all three of these
indexes again last week. LargeCap’s and SmallCap’s forward earnings dropped for a
second straight week, and MidCap’s fell for a fourth. LargeCap’s forward earnings has fallen
in nine of the 16 weeks since it peaked at a record high in late June. Over the same time
period, MidCap’s has dropped 10 times, and SmallCap’s moved lower nine times. For a
16th straight week, none of these three indexes had forward earnings at a record high.
However, forward earnings levels remain close to their record highs. LargeCap’s is at a five-
month low, but just 1.6% below its record high at the end of June. MidCap’s is at a six-
month low and 2.9% below its record high in early June; and SmallCap’s is at a four-week
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low and 2.4% below its record high in mid-June. Forward earnings momentum continues to
weaken. In the latest week, the yearly rate of change in LargeCap’s forward earnings was
down to a 19-month low of 9.0% y/y from 9.7%; 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 19-month low
of 17.4% yly from 18.3%. 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 down w/w to a 19-month
low of 14.5% yly from 15.3%. That’s 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 heading lower now for both years. Here are the latest consensus
earnings growth rates for 2022 and 2023: LargeCap (6.9%, 7.7%), MidCap (14.1, 1.1), and
SmallCap (10.9, 7.7).

S&P 500/400/600 Valuation (link): Valuations were mostly steady last week after falling in
six of the prior eight weeks. LargeCap’s forward P/E fell 0.2pt to 15.2, and was just 0.1pt
above its 30-month low of 15.1 at the end of September. That 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 steady w/w at 11.6, up from a 30-month low of 11.1 at the end of September. That
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 was flat w/w at 10.9, up
from a 14-year low of 10.6 three weeks earlier. 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 24% discount to LargeCap is near its biggest since September
2000. SmallCap’s P/E was below LargeCap’s for an 113th straight week. That’s the longest
stretch at a discount since 1999-2002; SmallCap’s current 28% 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 70th
straight week; the current 6% discount is up from a 9% discount in December but remains
near its lows during 2000-01.
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S&P 500 Sectors Quarterly Earnings Outlook (/ink): 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 tumbled 60 cents w/w to $54.83, and is now 7.8% below its $59.49
forecast at the start of the quarter. Analysts expect S&P 500 earnings growth to weaken to
1.7% yly on a frozen actual basis and 3.6% on a pro forma basis. That's down from Q2-
2022’s 9.9% yly gain on a frozen actual basis and 8.4% y/y on a pro forma basis. Double-
and triple-digit percentage growth is expected for just four sectors in Q3-2022, and y/y
declines are expected for seven. 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 blended earnings growth rates for Q3-2022 versus
their Q2-2022 growth rates: Energy (121.2% in Q3-2022 versus 295.5% in Q2-2022),
Industrials (26.3, 31.6), Consumer Discretionary (12.8, -12.1), Real Estate (10.9, 13.1), S&P
500 (3.6, 8.4), Materials (-5.1, 17.5), Consumer Staples (-2.0, 2.2), Information Technology
(-4.0, 1.5), Health Care (-4.8, 8.7), Utilities (-7.3, -3.7), Financials (-11.1, -19.3), and
Communication Services (-16.5, -20.3).

S&P 500 Q3 Earnings Season Monitor (/ink): The Q3-2022 earnings season is off to the
poorest start of a quarterly reporting season since Q1-2020. With nearly 8% of S&P 500
companies finished reporting revenues and earnings for Q3, revenues are ahead of the
consensus forecast by just 0.9%, and earnings have exceeded estimates by 5.1%. At the
same point during the Q2 season, revenues were 1.2% above forecast and earnings had
beaten estimates by 4.1%. For the 38 companies that have reported Q3 earnings through
mid-day Monday, the aggregate y/y revenue and earnings growth rates have slowed from
their readings from Q2-2021 to Q2-2022. The small sample of 38 reporters so far
collectively has a y/y revenue gain of 9.1%, but an earnings gain of only 0.4%. Just 63% of
the Q3 reporters so far has reported a positive revenue surprise, and 68% has beaten
earnings forecasts. Furthermore, fewer companies have reported positive y/y earnings
growth in Q3 (61%) than positive y/y revenue growth (90%). These figures will change
markedly as more Q3-2022 results are reported in the coming weeks, particularly from non-
Financial firms with greater exposure to the strong dollar. While we expect y/y growth rates
to remain positive in Q3, we think the revenue and earnings surprises will deteriorate q/q
due to the slowing economy, missed deliveries, higher costs, and currency translation.
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US Economic Indicators

Regional M-PMI (/ink): The New York Fed has provided the first glimpse of manufacturing
activity for October and showed growth contracted at a sharper pace than in September
after rebounding back near expansionary territory in August. Meanwhile, firms do not expect
business conditions to improve over the next six months. October’'s composite index fell
further into contractionary territory, registering -9.1, after jumping 29.8 points in September
to -1.5 from -31.3 in August—which was the weakest since May 2020. The shipments
measure plunged 19.9 points to -0.3 this month, indicating a levelling off of shipments, after
soaring from -24.1 in August to 19.6 in September. The new orders measure continued to
point to a modest increase in orders, holding steady at 3.7 in October, while the unfilled
orders (to -3.7 from -7.5) gauge climbed closer to the zero breakeven point. Delivery times
held steady, with the measure fluctuating around zero the past three months, falling to -0.9
this month from 1.9 and -0.9 the prior two months; inventories (to 4.6 from 9.4) accumulated
at a slightly slower pace than last month. As for the labor market, both the employment (to
7.7 from 9.7) and average workweek (3.3 from -0.1) measures pointed to small gains.
Looking at prices: The prices-paid index showed an acceleration to 48.6 this month, after
easing from April’s record high of 86.4 to a 21-month low of 39.6 in September, while the
prices-received measure fell to a 21-month low of 22.9 this month—down from a record
high of 56.1 in March. Looking ahead, the index of future business conditions dropped 10.0
points to -1.8, indicating that firms aren’t expecting conditions to improve over the next six
months. Both orders (2.4) and shipments (5.6) indicate subdued growth, while delivery
times are expected to shorten. Employment (17.8) is anticipated to continue increasing at a
healthy pace. Both the prices-paid (48.6 from 47.2) and prices-received (36.7 from 39.6)
measures held fairly steady, down sharply below their record highs of 76.7 and 62.1 during
January.
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