
 

 
 

 
MORNING BRIEFING 
October 27, 2022 
 
China and Semiconductors 
 
 
 
 
 
 
 
 
 
 
 
 

China: What Does Joe Know? On October 7, the US Department of Commerce 
announced serious restrictions on the sale of sophisticated semiconductors and 
semiconductor equipment to China. The decision will hurt the revenues of US-based 
semiconductor and semiconductor equipment makers that sell these high-end products into 
Chinese markets. In its press release, the agency explained that the restricted chips and 
equipment were being used by the People’s Republic of China to “produce advanced 
military systems including weapons of mass destruction; improve the speed and accuracy of 
its military decision making, planning and logistics, as well as of its autonomous military 
systems; and commit human rights abuses.” 
  
The new rules “represent a shift in US policy, which is to keep China as far behind the US 
and other countries as possible in advanced computing technology and not just a 
generation or two behind,” Byron Callan at Capital Alpha Partners explained in a recent 
note. “The timing suggests heightened US concern over China’s advances in military 
related high technology.”   
  
So here’s a look at some of China’s advancements in military technology that may have 
President Joe Biden’s administration worried: 
  
(1) China 2027. Shortly after Chinese President Xi Jinping entered office in 2012, he laid out 
plans to build a strong army. In 2020, he went a step further, unveiling plans to build a “fully 
modernized army” by 2027, the 100th anniversary of the People’s Liberation Army. The 
goal: to have a military that’s on par with the US military. The plan includes developing 

 
Check out the accompanying chart collection. 
  
Executive Summary: Today, our focus is the semiconductor and semiconductor equipment 
manufacturing industries, both down on their luck these days. The US Commerce Department has 
barred the door to one of their major markets, China. Yet the CEOs have been curiously acquiescent. 
… Jackie examines the administration’s possible motivations and the impacts on specific players in 
the space. … This bad news couldn’t have hit at a worse time: The semiconductor cycle may be 
heading south. Earnings estimates have been getting slashed, and stocks battered. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVwr5nKwhV3Zsc37CgKdTW6ZbvJc6st4j1N4xfzGsldKDnW35VmBB5z395xVGdrBV5_fZHhW82lMZm1plGT1W778PGx2_cXY5W7xV6pB1bfDbDW3Yh3f52JTfk8W7DQJXv8Cd2dJW6-_LzL7Jxd1pW3wsJ585yg63sW1Bj53J7sKkR9W84Nsql6h01X6W6hhGfZ7ZvjqCW5tjD1S76H0WBVgmzgx3xQkJrW7-plqy5NZctlW1nGSVF1xr0-mW3GlttW4mw6wxW2kKR8r7F0fQrW7Kmw045V5HYzW2W2Nxs7TXVJtW8H91dk5YQLBsW49bFf61Ng_NmW8L2tYx2hYMwlW3cx32b1Tc8JSW5J2wTN7Wfwm2W8B3D238HpQZvW5Rr7lK5QJwZkW1k_Vwl1F4DZbW7V4rLM1rJc7XW7JBYsN4Hq_TqW60FRQP8NgZVhW652HS92vL7DzW4jpBgz2kKlhSW1HQxgt953vQwW7GMlP-6Jf9gQN7qFQNy63RN2W6g0xG91kWG1nVnNV4h7vBr1V3n5p1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvS3q8_wV1-WJV7CgJGqW7CKpvH4-Zp37W83Cklx4GcY3BW43Dw4j8y_Lc9W7KC7Tn5C1HP2W55zG1z3mPRc0W7FZf1T1kNFCYVl1_TJ74FHmyW9gB_J58xNdM3W92zlB38LFJh7W9hhh5M12QF9gW2nK4LS8V97RFW8hVjGT2d-f4vW4mqFFD4HxLjbW6grnPc6sB18BW7CvDSN2gHTSjW5-lxTl8MQ_C_V7v5gL48-gS3VNjPcc1DgGZ9W3GcLjY6NpYtSW7QWymT5TJxG433lw1
https://www.yardeni.com/pub/cc_20221027.pdf
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advanced weapons; incorporating smart technologies like artificial intelligence (AI); and 
modernizing military theories, formations, personnel, and strategic management, a 
December 1, 2020 South China Morning Post (SCMP) article explained. 
  
The country has opened its wallet to achieve its military goals. The amount it spends on 
defense has more than doubled over the past decade to $229.5 billion in 2022 from $103.1 
billion in 2012. Western research shops believe official estimates underestimate the actual 
spending. The nation also has adopted a policy whereby the spending and the products 
produced by government entities and the private sector often are indistinguishable. 
Technological advances made in private companies can be conscripted by the government, 
which means that there are far more dollars actually being used to advance military 
technology in China than the official government budget reflects. 
  
(2) Progress in the air. In 2017, China’s military introduced the J-20, a stealth fighter jet 
comparable to the US F-22. Now the country is working on flying an unmanned, stealth 
military drone on either side of the J-20. The J-20 would be flown by the pilot and carry a 
second passenger—a “weapons officer”—to control the drones. These stealth drones 
theoretically could fly deep into hostile territory and conduct precision-strike missions. 
  
“In tomorrow’s battlefield, joint cooperation between the piloted fifth-generation aircraft and 
stealthy drones will make up a powerful, stealthy air-combat squadron, connecting and 
communicating by information link that is supported by big data,” Beijing-based defense 
expert Wei Dongxu said, according to a October 20 SCMP article. The concept copies the 
Next Generation Air Dominance initiative outlined by the US military. The drones carry 
“smart ammunition” with self-navigation capability. 
  
Recent reports claim that former Western military pilots are training pilots in China. A South 
African company, Test Flying Academy of South Africa, has been recruiting pilots from 
Britain, Australia, and New Zealand to work for it in China, an October 19 Reuters article 
reported. One US pilot suspected of working with the Chinese is Daniel Edmund Duggan, 
who had been in the US military for a decade before moving first to Australia and then to 
China in 2014. His LinkedIn profile said he’d been working in Qingdao, China since 2017 as 
the managing director of an aviation consultancy company focused on the Chinese aviation 
industry, an October 25 Reuters article reported. The company was dissolved in 2020. 
Duggan was arrested in Australia; he now faces extradition to the US. 
  
(3) Progress at sea & with AI. Earlier this year, The People’s Liberation Army Navy (PLAN) 
launched the first aircraft carrier designed and built in China. The PLAN has about 355 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvf5nKv5V3Zsc37Cg-4cW6_vtt46_1ykrW3-mr0-7W8tvyW3b0Ln-5BnXWTN3HrbCw-HwKPN3pX8TRQdDQ5W22JDC-1D5dpSW1XXYS34gNbjHW6QFCy72pV6TQW4SNkS25KFjdlW6DfyB-1jH6m6MBDC-5vCzQSW2L2JgJ1ZZMy4W17R5Nb2Pq-8qW7_FDRR6xChScW2Lzwf-6jT-LNMTYFFJp_kG6W6NKr4z8HMS47W8B0RP877z8d1W5CBh9n352pDTW3Mr5DZ6qGLDgW97fSVV7HNm7QW1c9vwK8z7MB8W3B4F9P3ZFvrDW6mncxb1fDVGjN3rKltYSr7FKW6hlF9c607thZW4kWDXC3D9LmgN6Wj4dzyhSnlW2MTFTY6Pzt3qN9kRMHWrSx_SW2QMRxG5XgLHCW1R03J_2thjqB36j41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvS5nKvJV3Zsc37CgS1gW1RgZ2H6Jysd0V2LQ3_2xTYd2N2wl1v5Tf6gqW7gncr24kRrNDW7tTQCZ58bMwNW6PkktH72l2M6W89_KPj5T4FySMG4t6Q_CYMfW7XKgwt3VJpkBW8yqMfq8DWbT3W850TDK4HvWQrW1rbPd_37KBz1VzNvBl4RWKckW7BsC4h6TfRMXW5mWJWT87J4WnT65SB4XqX2kW7_G3Sr2ZjJbtW2ftr4F2XK1WbN8TcvdnT999YW48jWj36Gqt0tN22CP1jTTjjXVsVSfg37hN--W73R2FZ33jwy7W7J7k2q2CMz_SW4_L69-8Zwn1fVbwGKY1SHjW8W5TSqCt48yHddW4CmB592NKxlkW3Pmhb986L_JYW4spt-47GvG4zW7SSfT83Y4SYdW4V6Khh1KzgJLW8l6PKZ7QMN5hW2KQGnT343t5LVRDghR3PmN_4W5-mxWB3ZplgP3hRy1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvf5nKv5V3Zsc37CgNS0W50MJ-R7PFQr3V-9V_31Z0SrkN9kgC7nN-HtQW5sLsd98wlQH-W18C0NN61gm4_W3wnvnM11W_8yW3Wyl9M3QwYkKW6QbnRk5scSxgN8qlyq3NlNqyW5kP6Mh4Fk7C4W6KXRBS12y9c4W2LLp_66m5WXMW1Sxb9B7VM4g5W2yZ1bR5KMVLXW6dRh8B3YbwV-W2krVX68MNb-YW5jKN1t556r6HW6YXC725DHB_nN22XbX5yKKs1V-Bs9B1ZfS5vW2Scyy57F6QBXVQ1pv82HkyW-W3JNH6j7Xgl76W7PMz191TR7GDW5dwFnT3FcnrPW2TYCPP5tkYL6W5P080V1jxVdDW25HHyc4h4VHNN5Z4SqNdWsbhW2RQDsB1psJ3fW42Lj9H7DNyRgW6KM3xc17PNHj3j211
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvf5nKv5V3Zsc37CgW0CW3pBX8P3d6cbzW2_6y3C82YHqNW1PNQKW1DG-27VhPHCq2S3_d1W4lGYhC190G_SW4L8S397NV1lWW46gx1H8jgt4yM1rhH0H0qr_W2WL9_x7VrW8MW3pyW2S4B4yS6Vr4fV53Bw8KXW8LbmTF8pf-75N28jNwj-7vg5W7PzzYN68f10xW5rcZTk4czxXDW5Fr2H68WBX08N1B5GJTS5YZtW6DM1dw38ZTcGN2ZcRdWwWgW1W7LZfvz8RY9fGW3zyS_S8YJjpzW6H6rhN4_N5VsW43TxKT5g00rhW1K2NJM3Y1h6-W6wmKH66WDMT_Vp7FB75PhHrnN84YtHrhnj6xN57gFHKrC582W6Y5VsP3RSMZnW38m8nF47NdGyW8tfVYj3qYCScW359qYC80nN8v35_c1
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ships, including submarines, and the US estimates the figure will grow to 420 ships in 2025 
and 460 by 2030, a June 17 Associated Press article reported. 
  
Like the US military, the Chinese military is exploring ways to use AI to make operations 
more efficient and more deadly. AI is being used to determine maintenance and repair 
schedules, detect leaks, and automate ordering. It’s used in war game simulators to train 
officers and study the outcome of theoretical conflicts. Military intelligence, surveillance, and 
reconnaissance are using AI to aid with “geospatial imagery analysis, media analysis and 
intel acquisition,” according to a February 21 article originally in Analytics India Magazine 
and republished by Georgetown University. More ominously, AI is being used in 
autonomous amphibious vehicles for automated target recognition. 
  
There are fears that systems using AI could misinterpret something as an attack and 
mistakenly launch a counterattack. The US Department of Defense attempted twice to 
begin a dialog with its Chinese counterparts about AI risk reduction, and both times the 
Chinese military refused to put the subject on the agenda, according to a May 20 
commentary by AI expert Gregory Allen of the Center for Strategic & International Studies. 
  
(4) Ahead in hypersonic missiles. China appears well ahead of the US in the development 
of hypersonic missiles. Last year, the country tested a nuclear-capable hypersonic missile 
that circled the globe before missing its target. The missiles are designed to be launched via 
a rocket into space, then orbit the Earth using their own energy. The missiles fly at five 
times the speed of sound, which is slower than a ballistic missile; but they are 
maneuverable, making them difficult to track and destroy. 
  
The missile launches “stunned the Pentagon and US intelligence because China managed 
to demonstrate a brand-new weapons capability … [which] appeared to ‘defy the laws of 
physics,’” an October 20, 2021 FT article reported. The Chinese foreign ministry denied that 
it was a supersonic weapon at the time. The tests came after satellite images showed China 
“was building several hundred silos to house intercontinental ballistic missiles.” 
  
The Chinese hypersonic missiles reportedly were developed using US software designed 
for computer simulations of hypersonic weapons by companies that had received funding 
from the Pentagon, according to a recent Washington Post report. The paper also claims 
that a Chinese semiconductor company uses US electronic design automation software to 
design microchips for supercomputers that run hypersonic weapons simulations. The chips 
are manufactured in Taiwan, according to an October 19 Asia Times article. In August, the 
US moved to ban the export of this software to China. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvf5nKv5V3Zsc37CgVtJW1F5mtg4kFCn5W58PH2S97kMkdW8H9bqx8xfbKsW1DgKW981_-jxW1qwhMJ2sZk4wW5x-kLs4jgXfFW845-FP7CzKM3W2Fw-nF2Tq205W4CjtWY6nLd1nW1l--1Q7WSD7PW7Py8ZG1rwnG2W8WfSdy1qMrGKW6z_NJS1jGdX0W5gNVcY8Z098SN7xpssDnyd5CW2JwTFW57V--nW5Pt6Yb82KH6ZW823NNf7k9DtzW4YpqgQ7KJLrYW9m2CWL3WNCJCMYYCghvwGykW5fbsvJ1ZCQDrW6TqjhP6wn-4zW2_9t7t5VF4wBN4lkxH3PCZ9KW5yWwZ42j-SXjW5y9WLt8xdbP2Vf_zDJ8DLMTqW8fPkZJ5rS20QW6CCVm036rF9rW2nD1fM92J_T7W7gkH-Q40RyC531Dj1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVwL3q90pV1-WJV7CgXx3VsT6p61Pq87bV_JGvR16SldMW2QXdHm7QXZ52W6b_JWG2Jy7gqW6LNVp47DyfV4W2JPFvB7bXVFlW1hvnDc2ylhjFW3RLK48327TfVN6WYLYkvDd33W6dlx5k3P6ZXVW7v252K894tpXW91NYpF66ZL6VM_Z2knDGcT-W7VFQLF9cJPn4W9238Y36LR8WdW7n8kB-6-gFZbW34gtzd21-Wf4W3DRWCn5XFhL0W5d9CRR546FZ3W8MQwQh623R-6N4qHg2_VL8SGW6XJ9y02R6zcdW5DJQDp36h5vgW830Q0n513NzsW7F9Mvz5qJhcfW3nJdsb8txykW3ngl1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVxk3q90_V1-WJV7CgKfnN4DkDkBmqp1RW6nXZ5F3Z1zN3W4ff6xL5GmP_fW3VmCGR4lyQcWW6vFXFy5ykmzjW5Vz6GM5mpgbGW7HbgJc1HSvQtW346pj38DKxMhW1lrxW14W7mMrVr7GHT2k-PM2W7xfkDP6qtRz3W1n6lxr13BvzsW24jp_19fNBKJW72RBjs2wHZZkW7QPrx86N2rxXW2Dg15v6qZ1DVW6gj7rS63n_YjW3s69mx1M8q9wW3dSvWg8zK1h4VfnkYl863qmRW1g8hPx3Q5KYXW43F7yz1FK1dkW1zD4xM3pwS2fN8xrCB2XWJBXW6ZxPh0730LvzV6ZrFd8Dzv33N7wVN_pTTFcmW5D_w-C3XGzQLW20HQz47PwqnmW92sCbP2r_SG839vM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVwL3q90pV1-WJV7CgRGGW836ksg3BCMJJW7pJnpc6PmwQhN7Sk4T4VzTwLN2wY5m9KMCx9W3sScqD3CYx3nW1tqbf36Y1V75W93fngD2thxYGW6MF3712MMwR8W3KyKK26qJ8LVN7PRN_3PD-DLW5vrnGr5WZX7JW7njc7t58bcvvW1qV51N5jh-cVW6X0-bP8YKV4XW1cxgKZ4dgp_yW4zCnLz530t2lMZFQVYyJ0n_VL7hwv14b3HqW8tr9741FcX9mW26PrHg1y-V42W3wDG-T58S8CpN6cM_6HTkT8PW7gd3Rv2TLXf5W3jKq7Y92YTqSW54F_1k16bbj5N2rKwrLw0kW_28N1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVwL3q90pV1-WJV7CgTyBVhqhCz2HXVnsW3bwj4Q2X5c9XW7kLZY35FVVljW33CH3M6R5_V3W1zrv213JXG2pVWXhQ97KN5d8W4wRlW42DfrQNW6DqxBK7kbTJPW81tZlt5dxGyyW6t99wY5HF5fJW4vGgMq4B736bW96ZX1-6s3-LBW5DWCBJ6kMq1lW4ZCpH06SKxtqW16zHcT3Dv3JqW8FQQ0_4FYvLNW5h814B2nX0hmW33vmpT3zkkcnW6s66BG3m4BlFW1yzP045LFZTyW3BBmbf1Z0R8sVnhS_2827rcMW7yRfC_64RN0PW3cvRNs1Vwpd6W7v62Wz2VPpdcW99D2wB1QN3-g3kY01
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Meanwhile, the US is playing catchup. Raytheon Technologies announced that it was 
awarded $1 billion to develop the Hypersonic Attack Cruise Missile for the US Air Force. In 
its Q3 earnings conference call on Tuesday, Raytheon said the “first-of-its-kind” missile can 
travel at hypersonic speeds of Mach 5 or greater. The company also said its “R&D 
completed the systems requirement review for the hypersonic glide phase interceptor 
program prototype. This is designed to protect the United States from increasing hypersonic 
missile threats.” 
  
Semiconductors I: CEOs Awfully Quiet. US CEOs of semiconductor chip and equipment 
companies have been quite subdued in the face of the US government’s massive policy 
change. Perhaps they realize that here isn’t much upside to fighting the US government and 
are concerned about appearing unpatriotic. Perhaps, knowing how important 
semiconductors are, they’ve been wondering what took the US so long to put restrictions in 
place. Or perhaps they suspected this was coming when the US Congress this summer 
passed the Chips and Science Act, which provides $53 billion of funding, some of which will 
be given to companies building semiconductor factories in the US. 
  
Here's what companies have been saying about the hit to their bottom lines since the 
government made its announcement: 
  
(1) Intel comments. Intel’s sales in China last year were north of $21 billion—or about 27% 
of total sales. However, often the chips sold to Chinese electronics manufacturers were put 
in laptops, desktops, and other equipment that was ultimately sold in other countries. 
Despite the large potential impact, Intel’s CEO Pat Gelsinger seemed resigned to the US 
restrictions. “I viewed this geopolitically as inevitable,” he said in an October 24 WSJ article. 
He believes the location of semiconductor factories will be more important geopolitically 
over the next five decades than oil was over the past 50 years. 
  
(2) Applied Materials & Nvidia. Intel isn’t the only firm feeling the impact. China represents 
22% of sales at Applied Materials, and the US restrictions mean that sales in its fiscal Q4 
(ending October 30) will be about $400 million, or 6%, lower than its previous fiscal Q4 
sales estimate. The company lowered its adjusted earnings-per-share guidance for its fiscal 
Q4 to $1.54-$1.78 from $1.82-$2.18 but didn’t comment on the new export rules. 
  
Nvidia will also see next quarter’s sales fall by $400 million, about 7%, because it won’t be 
able to sell two of its fastest GPUs for machine learning systems to China, an October 22 
FT article reported. Nvidia’s CEO Jensen Huang noted a September 21 Reuters article that 
the chips affected by the export restrictions are part of Nvidia’s much larger product lineups 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvf5nKv5V3Zsc37CgCD_W8Z3p1J50-LT-W1gG-BC8NnzV8F2Jn9cNf1cCW5lm9353yn2HBW6YBydd92C4vrW2-d24h175sTtW7ZW93S4cBwPtW8qHHBC7Tg7MnW46KpfQ69D-n2W5kL-dK1flvVhW4vwlw25qz8phW8BQFwF36JLYGW8rZRws4GY2fgN6rzMwQjg8BKW20tjVD1cK-_-W732tZT235FGQW4-xQM35y58WTW7QWRHj1s-xVsM8cJtgm2ZXlN4K2xQmyLpM4W39jRc_82F_8XW4g3S865nyVQ7W62ZDPB1XVD02W1YjxV93qr8fwW4Sckt55_GbqdW49NqH34t6qTQW7Pmlz81WvWQNN1NTBfCBwv7LW7C02h57ZqyPDW3hcybS7LnPFhW6b0D9T7dJR7hW2P6drm1myqrJ3bTq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvy5nKvpV3Zsc37CgL9hW3Slyg06xmytBW6_XFpY8xsL1YW4MYz_74Dc8NlW3fg91L7GZTM0W1HNng94J-H7NW6-wNbK1MwMDCW553dJ33HgqyFV79-sH2fX6jJW55p89J1174ssW2rkhDt800TcWW6jn-0h6Y43wBVRkCNY38ygGcW2dySVp75-d9vW1wbTZ35Pr5wfW82mHJq433n5rW2C9Nmc3p0zWpW7L0ZB14nqrgyW3wBPfq5Gf_NcW3C8VB92Dl2CmV26hKD5NHpDFW6cntbV1svmZlW9g91st98lXr0W4hmtsv7XlH-hN4b9DY2Lcd_9W8LXDgn3wSyXRW5KhfXW1Sn9dRW4q89Hk5-3nn2W2vG7Z-8zDFnWW187cLZ6VZfDlW7V9p1K7kVFd7W5MPJGV59Gs5dN41-ZjJ3nZXBVKNgTx556fsJMmQHbpKdDjY34Gf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvy5nKvpV3Zsc37CgNGXW1085yv4XYK7qW25Fq721nK5GNW1qKbXw7fqyg8W6yR0s94r5znxVy-Ryz3n-z-XW3_jLg_1K2q_dW22Q2Hc2QM5GZW6XF4T78CP67QW2Gz9cd6gqW_lW7Q_-HG8HypQxN8NC1RCd09ChN3Kvjr9pttSHW5SCldD1brhpLW30pPlr7TBQXkW16wWl84BmM4yW6b5HSH8LHdvjW6nNZCw8mMlFqW3wDWNB8S_t03V439Fw7h-1CXMGyhP8b_DkfW8F9g3020_dlwVxD67D1GpBzVN3ydv0bmfCFhV-FLl13pm0GZVxR4r27cd-GlVCg3B-8Z1-xRW1JhhDq6ygksjN4tqSYPZ-KmBW7f7l1M80kRJjW8TdVS251M2QxW4j_FH97KYryhW6w_RRk6mTvm-W4PnyQk1Qk0YkW4_xcbM3q1_1P3gWq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVwL3q90pV1-WJV7CgCzKW20TDKp1srTkjW25btmd2qJzJjN86mXKxwgBHkV9R9N292Wl2tMJt3bcPTss0W5cl3L01STZ-rW4Kw99n3bnqH-W2SLyHP5g68CcW3QJ3Rl7BSPxQW1rbDwk1JHfTNW8vxD_X1qSRgMW1m0LH595cM5NW5BD7GJ3hnjGCW1bY95F3_PjjxW3wvrPW15LFKyW8BFbwV3-H-fnW90D3_671gHW7W51Jrqh3Lqf4cW56RpLW30wrPVW2rl2fG809wm6W8ByBZw1RJ8s-W433Cj81KPzb7W148bP83l12_HW4vN_3V5fZ6tGN2J6yxZ3GmxsW1ft8Jg47bGbs2kb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVvf5nKv5V3Zsc37CgWlxW1Th--R4JVLLRW2dXxmm1M-j1pW83zzXH7fFRpXW35bD-q49zmPlW6FGt3T7NKb5nW3VPr7540PsmVW840H8b2W50kKW6MCwqr8j9S5BW7SRmgc7tPG6lW41w7fr49Qw4kW82GGVR5M1ZS4W1R-Twq9hdn9GW1kj03C3gx85fW2BqXTc3Y6vkGVkKkPV6SwxGXW22FX1-9dLfj0W5bBwVP2QhD0LW3tXMmc7rMHGcW5GtRGy7sBL_GW1hgQDT91_PRXW3x6rQG48s_kTW7ZBb8f7rPFyGW6KYrgd60jKMFW1-LpLF2Bf6lNW2x3zyj4Wl4CkW98Scrq4WhPbKV72WT44RcZZYW5YZsS467qljlW1x8jG65Ky7mdW3TwR9M3nJmHTW4TSR853RF7KTW1L72Wc5V-sc43gdj1
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that can still be sold to China. And Nvidia will seek licenses to sell even restricted chips to 
Chinese customers. 
  
(3) Lam and ASM. Sales to China are 31% of Lam Research’s revenue. The company said 
the restrictions would cut as much as $2.5 billion, or about 15%, from 2023 sales, the FT 
article reported. Conversely, Micron Technologies could benefit, as it had been facing 
competition from China’s YMTC. 
  
ASM International, a Dutch semiconductor equipment company, expects US restrictions to 
affect more than 40% of its sales in China, which equals roughly 6.4% of the company’s 
total revenue. The company went on to forecast flat q/q sales for the October quarter, an 
October 25 Reuters article reported. 
  
Dutch competitor ASML Holding has said that demand was strong enough that any 
equipment that couldn’t be sold to Chinese buyers could be sold elsewhere. 
  
Semiconductors II: Analysts Cutting Estimates. On top of the bad news about US 
restrictions on semi sales into China, there’s mounting evidence that the semiconductor 
cycle has taken a turn for the worse. 
  
Texas Instruments, which sells basic chips that likely won’t be affected by the new 
government export regulations, warned on Tuesday that it was seeing rising order 
cancellations and lower order rates. It experienced the expected weakness in personal 
electronics and warned that the weakness was expanding to other industrial sectors outside 
of autos, an October 26 Barron’s article reported. 
  
Likewise, memory chip manufacturer SK Hynix reported a 67% y/y decline in Q3 net profit. 
It expects further declines next year and warns of a softer market for corporate servers. 
  
Semiconductor stocks continue to have a tough year as the industry flounders. The S&P 
500 Semiconductor industry’s stock price index has fallen 41.7% ytd through Tuesday’s 
close, and the S&P 500 Semiconductor Equipment index is 36.2% lower ytd. Both indexes 
are trailing far behind the S&P 500’s 19.0% ytd decline and the S&P 500 Information 
Technology sector’s 26.3% drop. 
  
As for performances this month to date (through Tuesday’s close), the S&P 500 
Semiconductor index has risen 5.4%, and the S&P 500 Semiconductor Equipment index 
has climbed 2.3%, while the S&P 500 rose 7.7%, and the S&P 500 Information Technology 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVxk3q90_V1-WJV7CgZ3_W6DmmqP3_jJv2N54HW8n58FwYW8q70Dt2_mq5RW6ptNGw6h5GPYW8f7mkX2f408TW2RQmVC4YTQCnW1jKPHy4LVHz0N9dmX5Hr314RW6zrl843zq6ktW2VcDVc49_7nHW2SS3pM968wpDVFVnbT9cLpHRW2CB1Fy5n8c9KW5QDzD036r3F2W6nsx8k7DYjpBN7Fl7cK7WRKKW5z-GCC7bxKjMW4wyjVS5JXCvdV7MRKx10wqF4N1dWs9KdhjdXW6l-mmJ8tJ6lhW2NVSRM7znWDQN5vtqXvmkGjrW1vybh55b7pn3W3zy5zK1zSFn6W7pNcpQ6WrvjbW2_kmq1869f1wW8gJG8c1gVJ9pW1M11JX1bPHMvW7H-CvC5bT6kz33PL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVx15nKwVV3Zsc37CgKFcW5FGLMy3T31qFW5fk_c45SPcmXW3TkzhL44hXslN4x8cCZngLCHVhrzr08nlGTjW689zh275HtbvW317Lxg7NmXbHW3X9QCr7Qx83FW3Lq_z84TJ1SxW2h_X2j8yQtP0W13pND_4wwnfdW8nShJT4gLjk5W1Xdp3D6ct5KwN823v3npCSwgVmsn_B6wBc3gW6vwP--76SQhRVr17sV58w3rDW3XKDVz4VbvxzW3MYMBS52v9bZW36cpHv84Sx2PW5-n0w73jjYMSW5pk0cZ5Lz8MFW36K2rd8zg9V-W6TTdmN8HYLDtW5nTkk_67cTSDVb2pdl362nzcW6Lxlvs8jK6WjW43354m5fn6lkW36GfBn1cdMYbW99CRn14bBMcnW1qbQLJ3Mcz6mW42B_xH2hwQJzW5tl7n87r364TW7TSJS47hW0nZW8L-10b99fqhtN691q5c9xFXdW7RLGzm58t3QhW1Fzn811Pf2k1W4th06Y1VpTfxW2fr09V5tV7tFW8Cvg063t3zBtVVxtnd3NlVG3V2T2074RW7WSW2d25sD7tlbmj3nP51
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sector added 8.2% (Fig. 1 and Fig. 2). 
  
Analysts have been cutting their earnings estimates in the semi space, but it looks like 
estimates need to head even lower. The S&P 500 Semiconductors industry’s earnings for 
this year are expected to rise 0.9% and then fall 4.0% in 2023 (Fig. 3). On July 1, the 
earnings estimate for 2023 was 8.4%. The industry’s forward P/E has shrunk to 14.4 from 
24.5 at the start of this year (Fig. 4). 
  
Analysts still expect the S&P 500 Semiconductor Equipment industry to grow earnings by 
16.8% this year and 2.9% in 2023 (Fig. 5). The estimate for 2023 has been reduced from 
18.0%, where it stood on July 1. The industry’s forward P/E has fallen to 13.4 from 21.7 at 
the start of 2021 (Fig. 6). 

 

Calendars 
  
US: Thurs: Real GDP & Price Index 2.4%/5.3%; Core PCED 4.5%; Durable Goods Orders 
Total & Nondefense Capital Goods Orders Ex Aircraft 0.6%/0.5%; Kansas City 
Manufacturing Index; Initial & Continuous Jobless Claims 220k/1.388k; Natural Gas 
Storage. Fri: Personal Income & Spending 0.3%/0.4%; Core PCED 0.5%m/m/5.2%y/y; 
Employment Cost Index 1.2%; Consumer Sentiment 59.8; Pending Home Sales -5.0%; 
Baker-Hughes Rig Count. (Bloomberg estimates) 
  
Global: Thurs: Germany Gfk Consumer Climate Index -41.9; Italy Business & Consumer 
Confidence100.0/93.8; Spain Unemployment Rate 13.0%; Japan Unemployment Rate & 
Japan Job Applications Ratio 2.5%/1.33; Australia PPI; ECB Interest Rate Decision 2.00% 
& Deposit Facility Rate 1.50%; BOJ Interest Rate Decision -0.10%; Lagarde. Fri: Eurozone 
Business & Consumer Sentiment 92.5; Germany GDP -0.2%q/q/0.7%y/y; Germany CPI 
0.6%m/m/10.1%y/y; France GDP 0.2%; France CPI; Italy CPI 1.2%m/m/9.6%y/y; Spain 
GDP 0.3%q/q/39.%y/y; Spain CPI 8.1% y/y; Canada GDP 0.1%m/m. (Bloomberg 
estimates) 

 

Strategy Indicators 
  
Stock Market Sentiment Indicators (link): The Bull-Bear Ratio was below 1.00 this week 
for the sixth successive week. However, it did edge up for the second week, to 0.96, after 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgC30W584NtT5ylsCsN98wjzfQ1n4KW5qlBTn5Lr_sqW2sB3kc598y8tVFjRwM8zKY1wW27_KwT6rsDw9W6gZwKs8GjzVGN1xmh9MjPF5dN3c9njQNbSDHW3QbT275RPfJvW4Xqh7P6ZJPsrW5t-xfq1dW1VdN85hBxD8x-nSVFhgMk5PRMH8V5th104PBfGFW3GcJgs5T8-hsW6QhJ5473wTnDW5CmwvP2tLNrYW9gXFrD80vZQSW1qGt1b19Kz8rW3BHzb-6rRSrzV1Tjvp7P1Q3Z36rN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgRkQN3tFLrQRTF9PW4LhyXP34qCtMW2W91CJ4Bgg6sW5spfBC1Tlh_-W5f8C5d5pWCNSW89rN4T1l6RltW2K_D1V5GZkLyW8My9ZJ1934_kW8BStPF4RhSjLW82P-z93mNNBsW1X9YZx4nYtBlN46xBp28kSZHW7fXx4V8PnZPMW8_mfSn7MQrLHW4BWJxx1p88fNW60M83Y97WDpSW6qvb4d7j6GLsW2Vnbn46NV-lgW24cFKw694nBGW6L7HMc8wqscbN4mb9RsFCrFPVHv03w7d71Wt3kJ_1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgKYkW1_y4QX1b-jNSW1WCGhp7-JLVNW4N-_px7gc24DW3xFCQD5z06mHW8M27x484jpRvW7dPNrX2H8lm6W3DPLHK8H5-3FW38vhDN5sVsW7W17LmtZ5R--42F2W5GxXcKGhW6mWH1812ZY2_W7kgJRn2LSCJ9W177V0l4h1VVDW6JDVpf4k5HnsW7HlPqZ4LWxTsW88XqQH33vBqCW55Zn5m72b0xHW7ss4bH7SwV7gW1YqLgt2qYCpNW4Lw-SX98t8jwW8Drjl03MW_T1W3km8Jk6qk41F3c2y1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgH7vW8lLMD71JmrVzW2x9gN620nks9N11qFN-VFLHTW8Br4hb7Bmp4fN4QsRKRmzv1-W42GWPV6MgSC0MQ5wd72RYxfW6y0tyd5DTS9MW8pQKvm63w7pHVx4zfx6JC2KlW7GkSzQ65BmlJW1r2w4j7pbx5fW2FyWCT85W8PfW67P5Dm14PX07N8P8qvJJfD39W3Mlz6h7YN3PkW14yW5R6m-Rl2W82NKgd5YPdJQW7GhTMp4mFpHcW1nwzG37C5m0tW3lfXjm8vbk2jW6xCGxC9dr6dm3ld11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgMS3W4xl2Fc3_b883W5lz2LV7vsrDfW6-rbY26jCgXQN5DbP9HW89BzW7jqlGj190QRcN402z7TnwrtFW4VY87X7f-dfHW1xl1DJ7-2pYzW5CCR0-8DtGbLW3bsQY395r7KRV5-y9M4N1qTQW1-wrjT4YZGBjW6YghMz8YqyLHV-Ddxh5ZQR1yW6QBLxy7MyhGGW8q9yjB5WcGYfW5wZQ0X2GvNYFW8qZr-G969sBgVXgz4S6XDBZWW1h9STb2Q_YG6W1kbCb821KxSBW8KZwvR2R717b3pBS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgPqHW3yt90P9fTpWZVpjHPz3xBn4wW6Lnvkm6xD953W74zvvB2hHQpBW48yGTg4gTG7JW2Z2Jnn38_3LVW8MNgWb55-TphW45m6CZ8t8GkGW6jGdvz8Jh4K4W7z-vdR8gvLtYVhcwxL5wlyB6W6J06Gv5vKwRgN7rzPL3mj616N2_p3SYSlkh1N6bfyPQR1DH5W7zpPsn2JZlf4W2wN6gm1rV-DrW4ZZYKk8nMn-rW3tnfNv95VnKNN7GjWqcSgc1vW5J8P2l5Gv8_bW6qlz7H6D0lGd3fgM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgTWpV9r8P17BKPYPW1vtn-n494y4_F8BRYRKnsYDW1pXjr24xCWvkW4fy_R32Fw9njW2GHGvm57XSTYW32tZ7152sKPgVvNvC32NYjNwW1pwJzS8294tXW3KVff73TttGkW8XkF_f5G6XSBW5lKWM37P-zFcW2VfLTt72spRMW61LmLl6q5jnXW5VqsfH3GS0g3V4JF-514wGt1W5jjFZP47-fNBW3Y9MZh47xrHsN7vlsRSdsmJVW7Vz_vy5M5jlDW8l1V327WwrQ_W1_WQLp5_DQWG3bXQ1
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falling steadily from 1.15 in mid-September to 0.57 two weeks ago—which was the lowest 
since March 2009. Bullish sentiment increased for the second week, to 36.9%, after falling 
the prior four weeks from 32.4% to 25.0%—which was the fewest bulls since early 2016. 
Bearish sentiment exceeded bullish sentiment for the sixth week, though fell for the second 
week, by a total of 5.6ppts to 38.5%, after rising the prior four weeks by 15.9ppts (to 44.1% 
from 28.2%). It was the largest group for the fourth consecutive week, unseating the 
correction count—which held the top spot for the prior four weeks. The correction count 
retreated for the fourth week by 15.7ppts (24.6% from 40.3%). In the meantime, the AAII 
Sentiment Survey (as of October 20) showed rises in both optimism and pessimism about 
the short-term direction of the stock market—with bullish sentiment unusually low and 
bearish sentiment unusually high. The percentage expecting stocks will rise over the next 
six months climbed to 22.6% after falling from 23.9% to 20.4% the prior week, with optimism 
remaining below its historical average of 38.0% for the 48th consecutive week; it was 
unusually low for the eighth successive week and for the 31st time in 42 weeks. (The 
breakpoint between typical and unusually low readings is currently 27.6%.) The percentage 
expecting stocks to fall over the next six months rose for the second week, by 1.4ppts to 
56.2% after falling the prior two weeks from 60.9% to 54.8%. Bearish sentiment has been 
above its historical average of 30.5% in 47 of the last 48 weeks, and is at an unusually high 
level for the 32nd time in 40 weeks. (The breakpoint between typical and unusually high 
readings is currently 40.7%.)  
  
S&P 500 Earnings, Revenues, Valuation & Margins (link): The S&P 500’s forward profit 
margin remained steady last week at a 16-month low of 12.9%. That’s down 0.5ppts 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 2.6ppts 
from 10.3% during April 2020, which was the lowest level since August 2013. Forward 
revenues dropped 0.3% w/w from a record high as forward earnings fell 0.4% to a six-
month low and to 2.4% 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 revenues 
growth fell 0.2ppt w/w to a 26-month low of 4.9% as the heaviest part of the Q3 earnings 
season approached. That’s down from a record high of 9.6% growth at the end of May 2021 
and compares to 0.2% forward revenues growth during April 2020, which was the lowest 
reading since June 2009. Forward earnings growth was down 0.3ppt w/w to a 27-month low 
of 6.6%. 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 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVwr3q905V1-WJV7CgGKrN2Qq1qqklSX6W3sM8_75KhjGJW6RhK1r99HVmbW7nw4851RbynjN7lb1pjNT4ldN1nV2lxCtjSQW3rkG0f6G8S62VvQnHb4QPj5_W4_Fks38ZlQ7GW5f0rdW1CpPhMW6qCsRN5Z8pK3W1k_5CK3m-XxmW1PCGcX9b8vBSW4dHSWk3XZvdgW2xJmlP41YtNwW78q4vM2tgBZ_W5kKZLs8Xg2RTW2SYVsF23PSKNM3Sp0gy4C3dW397xWm1QTsZQW9fl2ct6xQ-HrW2tvnHt25q_N5W3-6q8L7kSpvPW3-Mj0Z8jVV1833681
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from those forecasts has fallen 0.6ppt to 12.6%. They expect revenues to rise 11.7% (down 
0.2ppt w/w) in 2022 and 3.9% in 2023 (down 0.1ppt w/w) compared to the 16.5% gain 
reported in 2021. They expect earnings gains of 8.5% in 2022 (down 0.2ppt w/w) and 6.6% 
in 2023 (down 0.2ppt w/w) compared to an earnings gain of 50.5% in 2021. Analysts expect 
the profit margin to drop 0.4ppt y/y to 12.6% in 2022 (unchanged w/w) compared to 13.0% 
in 2021 and to improve 0.3ppt y/y to 12.9% in 2023 (unchanged w/w). The S&P 500’s 
weekly reading of its forward P/E rose 0.6pt w/w to 15.9 from a 30-month low of 15.3. That 
compares to a 15-week high of 18.2 in mid-August and is now below its prior 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 0.07pt w/w to 2.05 from a 31-month low of 1.98. 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. 
  
S&P 500 Sectors Earnings, Revenues, Valuation & Margins (link): Last week saw 
consensus forward revenues rise for four of the 11 S&P 500 sectors as forward earnings fell 
for all 11 sectors. Energy was the only sector to have its forward profit margin improve w/w. 
Nearly all of the sectors are below recent record highs in their forward revenues, earnings, 
and profit margins. Financials is the only sector with forward revenues at a record high this 
week and Utilities is the only sector with forward earnings at a record high. Since mid-
August, all sectors have forward profit margins below their record highs. Those of Energy, 
Industrials, and Tech 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 three 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, and Utilities. Here’s how they rank based on 
their current forward profit margin forecasts along with their record highs: Information 
Technology (24.4%, down 0.1ppt w/w and from its 25.4% record high in early June), 
Financials (18.2, down 0.1ppt w/w and from its 19.8 record high in August 2021), Real 
Estate (18.1, down 0.2ppt w/w and from its 19.2 record high in 2016), Communication 
Services (15.1, down 0.1ppt w/w and down from its 17.0 record high in October 2021), 
Utilities (13.8, down from its 14.8 record high in April 2021), S&P 500 (12.9, down from its 
record high of 13.4 achieved intermittently from March to June), Materials (12.2, down from 
its 13.6 record high in June), Energy (12.1, up 0.3ppt w/w and down from its 12.3 record 
high in August), Health Care (10.5, down from its 11.5 record high in March), Industrials 
(10.1, down 0.1ppt w/w and from its 10.5 record high in December 2019), Consumer 
Discretionary (7.5, down from its 8.3 record high in 2018), and Consumer Staples (7.2, 
down from its 7.7 record high in June 2020). 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVwr3q905V1-WJV7CgFMqW6F7GWP7s8p_xW1Mytjw8z95MWW1q8KVx1HmfdnW87x0Bv5PY0-cW3gB5bg18c2QyN5Z7CCq2hY2BW6TplCX8lYpxyW4kpJ3d56yWG9W4M7BYS6VR87sW96MhCZ2zTm-4W5Nr62Z19j9FVW1PXB4M7s0pThW1hs5741Y9PdzW1CFtK-8bcwVlW86_zvH6jWG7KV8mBmV2TqST6W6jG-N54NQ4MrW7vlzk26CBlnSW6CKXWH3RbkgCW2k_66l362NNbMPQd1_WpVmyW6wVdlV4MPngPW3r3pPt1J1lRJVKkJlX8rYmCH2Jy1
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S&P 500 Q3 Earnings Season Monitor (link): The Q3-2022 earnings season is off to the 
poorest start of a quarterly reporting season since Q1-2020, assessed by the four surprise 
metrics we measure for both earnings and revenues. With 34% of S&P 500 companies 
finished reporting revenues and earnings for Q3, revenues are ahead of the consensus 
forecast by just 1.1%, and earnings have exceeded estimates by only 2.4%. At the same 
point during the Q2 season, revenues were 1.8% above forecast and earnings had beaten 
estimates by 5.4%. For the 169 companies that have reported Q3 earnings through mid-day 
Wednesday, the aggregate y/y revenue and earnings growth rates have slowed from their 
readings from Q2-2021 to Q2-2022. The 169 reporters so far collectively has a y/y revenue 
gain of 9.7%, but an earnings gain of only 0.8% as higher costs are pressuring profit 
margins. Just 68% of the Q3 reporters so far has reported a positive revenue surprise, and 
76% has beaten earnings forecasts. Furthermore, significantly fewer companies have 
reported positive y/y earnings growth in Q3 (61%) than positive y/y revenue growth (85%). 
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. 
  
S&P 500 Sectors Net Earnings Revisions (link): The S&P 500’s NERI was negative for a 
fourth month in October and weakened for the 13th time in 15 months. NERI fell to a 28-
month low of -13.15 in October from -9.7% in September. It had been negative for 13 
straight months through July 2020 due to the pandemic shutdown. The 23-month positive 
streak that ended in June had exceeded the prior 18-month positive streak during the cycle 
that ended October 2018, when NERI reached a tax-cut-induced, then-record high of 22.1% 
in March 2018. October’s reading compares to a record-high 23.1% in July 2021 and an 11-
year low of -37.4% in May 2020. Energy and Utilities were the only two S&P 500 sectors 
with positive NERI in October, a count that’s unchanged since August and down from five in 
July. Six sectors had NERI readings at post-pandemic two-year lows during the month as all 
11 sectors had NERI weaken m/m. Among the lowest readings in October, Communication 
Services was negative for a 12th month, Consumer Staples for an eighth, and Consumer 
Discretionary and Health Care for a seventh month. Here are the October NERIs for the 
S&P 500 and its sectors compared with their September readings: Energy (10.1% in 
October [23-month low], down from 19.4% in September), Utilities (1.9, 4.3), Real Estate (-
6.4 [18-month low], -1.5), Financials (-9.3, -8.1), Health Care (-11.5 [28-month low], -9.8), 
S&P 500 (-13.1 [28-month low], -9.7), Industrials (-13.4 [27-month low], -8.7), Consumer 
Staples (-14.0 [28-month low], -10.4), Information Technology (-15.0 [28-month low], -11.8), 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgDtrW3YkSWR1hcWb3W6PPRyz8hNKZ4W6x65hy8H3VcKV7tVv62Nj3pCN7vrkGb8CcJJW47Z9ry79VxkXN4DrKLVv1mMqW7DgNrq7GN2BpW2dpjmR1tRZ2TW63cxbb1S6C4WW7Cs97k88QBlnN1BJ15J53BGxW6n86-32XxLb1W6tcmSl632QWwN6K4dBGwd-qDW7HMXKt4RGkrSVPbp6Q49gT4JN6GR3W4Gw7fdW4bbdMd5kl2TRN34rgvckSTLrW7Hww0C3zS2D7W602z1D4fWwkc33Vm1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgGJ0W4w_ZTt8wgd9DW2hnHWj7xx43DTNdtc5Lb-J5W6ZQrk21KqdmxW8G2vY822my1WVsd7lX6NGRzkW5m-WxD37JlGJW3YDZ3P3bVmCcW801DmM2xvVCMW2NnK6R6hN6VNW8jv18_922XDgW8sf4lt6X4SZwN8ytWvvZ5kLPW8SJVSJ2B_Vk6W3ZH8hf4YlXX2W7wb2Kp3nyNl9W5BPh7P9cgYgZW8fbZ_T4L0bbKW3kh2Y1687t77W44-8_D74LVSsW2HLzZs65QlB1W1FvQXz4zVncn2tm1
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Consumer Discretionary (-19.4 [28-month low], -16.8), Communication Services (-23.5, -
23.1), and Materials (-27.1 [28-month low], -19.6). 
  
S&P 500 Sectors Net Revenue Revisions (link): The S&P 500’s NRRI weakened for a 
seventh straight month in October and was negative for a third month following two years of 
positive readings. It has weakened m/m in 11 of the past 14 months, and dropped to a 27-
month low of -8.7% from -5.5% in September. Before the just-ended 24-month positive 
streak, it had been negative for 21 straight months. That positive streak exceeded the prior 
19-month streak during the cycle that ended in October 2018, when NRRI reached a tax-
cut-induced then-record high of 14.7% in March 2018. October’s reading compares to a 
record-high 25.9% in August 2021 and an 11-year low of -35.8% in May 2020. Five of the 
11 S&P 500 sectors had positive NRRI in October, up from four sectors during August and 
September; that’s down from six with positive readings in July and all 11 during July-
October 2021. Financials, Real Estate, and Utilities were the only sectors to have NRRI 
improve m/m. Seven sectors had NRRI readings fall to post-pandemic lows during the 
month. Communication Services was negative for a 12th straight month, followed by Health 
Care at seven months and Consumer Discretionary at six. Here are the October NRRIs for 
the S&P 500 and its sectors compared with their September readings: Utilities (17.8% in 
October, up from 16.9% in September), Energy (14.5 [22-month low], 24.9), Real Estate 
(10.5, 10.1), Financials (1.8, -1.4), Consumer Staples (1.2 [27-month low], 9.0), S&P 500 (-
8.7 [27-month low], -5.5), Health Care (-10.8 [28-month low], -9.1), Industrials (-11.3 [27-
month low], -5.6), Materials (-12.4 [27-month low], -3.7), Information Technology (-15.2 [28-
month low], -12.2), Consumer Discretionary (-16.7 [28-month low], -14.3), and 
Communication Services (-22.4 [29-month low], -19.0). 

 

US Economic Indicators 
  
New Home Sales (link): New home sales (counted at the signing of a contract) remained 
on a volatile downturn in September, as rising mortgage rates depressed demand. New 
home sales plunged 10.9% last month to 603,000 units (saar), following an unexpected 
24.7% jump in August. So far this year, sales have declined in seven of the nine months—
for a drop of 28.1% ytd. Of the 603,000 homes sold in September, only 171,000 units were 
completed, while 168,000 units were not yet started and 264,000 units were under 
construction. Meanwhile, there were 462,000 units for sale at the end of September (the 
most since March 2008), with only 56,000 units completed and 105,000 units not started; 
301,000 units were under construction. At the current sales pace, it would take 9.2 months 
to run through the supply of new homes, up from 8.1 months in August but down from July’s 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgYj4W4YfvyB6cZglKW4CkgqS244rJMW1yyRrc5z2x2lW5Wm9CR3FbV3PW6ZCRv62ThpfpW7kzcfG507KPYW96kYMl69tXnjW8Cg7Mm3XKZD6W3x0wXx6Vv9XcW4F3CRz4ZWMNWW67xTf27PsM9LW5dWygW6Xz2XwW3Kdwjz8yJ8zLW4r7_rT3ZccrSW3f6nNJ65y7tHW4Xb5CC7vlBSJW3FtL8d7ls_xlW6sY--S4JF-KfN5kFghft7-8kVcT-S081fXgPW6ZNP124WbgkQW5GJcfx8T_yV_35Bw1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW7W9B8T9MV7VRxcV55sMsBmW4TqGZG4RDmyvN7swVw73q8_QV1-WJV7CgP5jW8SnbHp6rHj-vW2R8HLc97_bPPW2SKHt_65VFzXW8hpZJM78gy-7W7YSNNZ404pw8W2VLj7R3SDJwXW5kkwyV1mkWFXW8cF-XC2vt_65W1q0-YH69zMg_W2GzwMG5FxDPpW1Ll33B2v--qNW2Fc6vy178bYpW3_Jc7L5RmD3nN4XYD7RqxDb9W93ClYm1nz8nZW2BQQQq4dGy7zW6J-ns66WSBgqW8gV5TK1XsYwfW662Bkz1cFCf6W60kM_v1Wnth2W8d-P991BC2BYW2wsXRN5Cx19X34fF1
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10.1 months, which was the highest since April 2009. The median price of a new home rose 
8.0% (to $470,600 from $435,800) in September, with the yearly rate accelerating 13.9%, 
up from 7.8% in August but below its recent peak of 21.7% in April. Earlier this month, 
NAHB reported that homebuilders’ confidence dropped for the 10th time this year, by 8 
points in October and 46 points ytd, to 38—half the level of just six month ago and the 
lowest since May 2020 during the height of the pandemic. 
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