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The Fed: What Will Powell Say? This afternoon, the FOMC is widely expected to 
increase the federal funds rate by 75bps to a range of 3.75%-4.00%. There is much 
less certainty about what Fed Chair Jerome Powell will say at his press conference at 
2:30 p.m. after the meeting. The bulls, including yours truly, are hoping to hear that 
after another rate hike of 75bps next month to 4.50%-4.75%, the Fed is likely to pause 
rate-hiking to assess the economic impact of raising the federal funds rate by a 
whopping 450bps during the 10 months since March of this year. That’s probably 
asking for more than Powell is likely to deliver. 
  
More likely, Powell will say that inflation remains persistent. It seems to be moderating 
in the goods sector, though food inflation remains troublesome as does energy 
inflation. If the Russians terminate their agreement with Ukraine over grain shipments, 
that could push global grain prices higher. The drought in the US could continue to put 
upward pressure on US food prices (Fig. 1). A shortage of diesel fuel in the US could 
boost its price significantly, raising the costs of transporting food and lots of other 
goods (Fig. 2). Powell may not get that far down into the weeds, but he certainly will 
mention that the inflation pandemic has spread more broadly into services prices, not 
just rents (Fig. 3). 
  
Nevertheless, Powell is likely to acknowledge that the federal funds rate at 3.75%-
4.00% is more restrictive and getting closer to the median forecast of 4.40% shown in 
September’s FOMC Summary of Economic Projections. A 50bps rate hike in 
December would match this forecast. A 75bps hike would frontload the committee’s 

 
Check out the accompanying chart collection. 
  
Executive Summary: After Fed Chair Powell’s press conference today, investors are bound to see 
more light at the end of the tightening tunnel. We’re hoping he’ll suggest that just two more 75bps 
turns of the federal-funds-rate screw—one announced today and another in December—may be tight 
enough. … Also: We assess the latest persistently high inflation data with an eye toward assessing 
whether our inflation forecast for the rest of this year is overly optimistic. … And: Housing prices are 
falling in the wake of rising mortgage rates. But we don’t see the market crashing as in 2007, Melissa 
explains. The downward drivers then and now are nothing alike. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgRTTW5mwLDh1v2PBrW7CXxzv3km8XMW6vGblh7qMTZmW1lZQlF2jcvYkW5MSCtN5zJK9yW6C49js89H3k4W7bl4Ry6G0LyyW805YCx61p-M3W3c9qYc81GbHRW1DWt7w5Sh7DXW76L56m4TLP0hW3Fm0vj60Pq6BW77WkRf6HpPbsW7zcwZ88z_XBMW6kJqq16z0xbbW6VSFtF6nWMhFN30KrjTz1TG-W3KMWjG9hqrtgN5zw_QbDb7QqVy-j2X88K1cfW8RKkgw4nWp7vW5SrSMl5RXQnJ37PL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7Cg-5yW61H_Dd7-xDR_W3t0g9c1XTQ-PW6qB-ml7ftqHcTqtrx7vVm2zW172DzV8NyNLKW8ZXkf_8_dKfWW7H4f8G96Fl8FW82Pz4B8pV1GsW75KjLd8lwYCRVX4T6K1hlpLqVHtBRl7Np-5LVDT1Mg7FW2gkW6__tnj35DYHZW82Q6Z37V-kccW8LXPvw2hrDlnVCMj_y85t6lTW8j-ddz3489bNW1LJ5306nsh3hW7nRQNd8CBcb1W99-3tv4WXq_1W5GHKQT1np9ydW7RLrzn1TZ-k73d1n1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgZTkN87ZNRwV4YHtW6sb-Xy2xCJ2vW7psnxL2KDRLLN8fDJ0PtddvtW5NH-FJ66yB2YW8_DMyP5g8RzTW4LVjpg6g6F1kMr5HLYRSlYhVBLFq96RfK54W4tz5z66NY3glN6sSf7WckzgtW69z94l5XDMn3W7jZ9-m8p2ldJW16-Vf84-q9QTW3-LS-t221xxsW8J1-n41RZSJHW3NWCQw7WCZwXW9fCqf58lTL2jW6VVntM2cGx-BW8Sz4qF3PrrrdW6kQxNS18SP7cVKgF9q90gVF636gb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4Cf3q905V1-WJV7CgC7CW2Ndrws7f_TvZVpKckF8QqtCNW5zQCCT2b6FlcN85ClZzP4W3TW16zzSg7dhhryW2tYLxK49m73gW1KS_bf4zL2XPW8t2n6r2T9bSDW34QgnS4q3lgKW93NLlm8V14-PW3WDk6t7hx65lW4QHXCY2CtpXqW4wzzSs4lf_SCW7XL3Pr5Vw3hgW4snNZF8KP8-HW37DGG38h4QSnN66Rbtn6Fr4FW8XNKP_9gP7sMW4q4V815ZfN-2W6GT88j10qkjCW6kKg2f59Pr5SW8hV2Pq8wql-7W8fbdsL69LN9yW6Cjh0w1S_SN9346b1
https://www.yardeni.com/pub/cc_20221102.pdf
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4.60% projection for 2023. 
  
Powell undoubtedly will reiterate that the Fed remains data dependent. Any pause in 
rate-hiking won’t last very long if inflation remains stubbornly high. In any event, any 
pause at a sufficiently restrictive level will be maintained for quite a while even while 
inflation subsides. The FOMC wants to be certain that inflation has been subdued 
before lowering interest rates again. 
  
While there is more talk about a 5.00% (or higher) terminal federal funds rate, the 2-
year US Treasury note yield remains around 4.50% (Fig. 4). Also suggesting that the 
federal funds rate will be sufficiently restrictive just below 5.00% is the ongoing 
inversion of the 10-year versus 2-year Treasury yield spread (Fig. 5). 
  
Inflation: Not There Yet. Now let’s drill down into the latest batch of inflation data to 
assess whether we need to change our inflation forecast. We’ve been expecting the 
headline PCED inflation rate to moderate from a range of 6%-7% during the first half 
of this year to 4%-5% during the second half of this year and 3%-4% next year (Fig. 
6). The FOMC’s projection is that the headline PCED will end up this year at 5.4% 
and next year at 2.8%. We may be too optimistic about the rest of this year, while the 
Fed is probably too optimistic about next year. 
  
In any case, inflation remains persistently high. It might have peaked at 7.0% y/y 
during June, but it was 6.2% during September. So it remains in the 6.0%-7.0% 
range. The core PCED peaked this year at 5.4% during February and March, but it 
was still 5.1% during September, basically fluctuating around 5.0% since the start of 
this year. Let’s see where inflation is moderating and where it isn’t: 
  
(1) Commodity prices. Both the CRB all commodities index and the CRB raw 
industrials spot price index have been falling since they peaked this summer (Fig. 7). 
The S&P-GS commodity index also peaked this summer; it has stopped falling 
recently, as both its agricultural & livestock and energy indexes have edged up (Fig. 8 
and Fig. 9). The US national pump price of gasoline also edged up during October, as 
the crack spread has widened again (Fig. 10 and Fig. 11). On the other hand, natural 
gas prices have been coming down. 
  
(2) Business surveys. The prices-paid index included in October’s survey of 
manufacturing purchasing managers (the M-PMI) dropped to 46.6 during October 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgNQgW4hJMSs7nFl8TW7vVT_D6yWVCQW87prq63jhkFnN2q3ZQgbSWFQW22tTjB947YcSW56HY6H32Y48vN6VNK88t9XzrW8TVvLP8c52ssW5kQcyy78nSZcW6M7jx-39P6v8W6xJCqH3Qz-BZW2BsfFS956Jd9W8B4NCT3cKwRWW2Nh8103X9bY_VxS4f_6RngnQW7DGXKC5wcYv2N52f2bV5sW0-W4WXF3S5Yr6ZrW5Fxx2r41pB30N47FVJ7fFC6tW1V0fxz2R4j16W50DZT84NtXlZ336T1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgCPJW39r0RJ3QbZDXW3ZV7k28hCFSpW6qRzgW2qvKgkW7MQMPl3kmKWwN21G22pdMZQYVNfrmV8Wc3TrW47hP414Ld6_LN1Xl4fqcXBH9W4wxQqj8F0ghWW4tdDM44SKPRJN11BFnJ6Q4z1W95nTmy7l-qSTW1tj5pz4C0mJsW1BRlhP7mbXBkN8bWbftnjmnMN3psTpSYDWZxW8Kd1q76cZx0QV9lcPz1Pwpb6W7kPKLg2xjDrqVGtSSh6dPFN_W7JmjMJ4-Jw0zW5mpWhm3cD3JY32VB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgF20V4yRBn6JXGKxW67ks8W2qYDFpW78s7G96062hyW3717tR88L1MQW73c3bH4ct8L0W5s3Gxs4bTVsCW2D80ND5H1qH_W2tZpgK6xfjybW3FtLmd4GlzbMMdTYZdLw0C7W7c8wSC1vbCXKW4-7F-K6k4PySMnlbV-2LkXdW5B005X4SGpxQN771kG7VjmldW6Tpck988S4rVW1RjwZw16y3VsW50d5sd97GpX5VfmJwR3sgXN9N2Tjd2ZKLYmRW6bpxYN4S3wxyW79FCCb8gvVbn376B1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgF20V4yRBn6JXGKxW67ks8W2qYDFpW78s7G96062hyW3717tR88L1MQW73c3bH4ct8L0W5s3Gxs4bTVsCW2D80ND5H1qH_W2tZpgK6xfjybW3FtLmd4GlzbMMdTYZdLw0C7W7c8wSC1vbCXKW4-7F-K6k4PySMnlbV-2LkXdW5B005X4SGpxQN771kG7VjmldW6Tpck988S4rVW1RjwZw16y3VsW50d5sd97GpX5VfmJwR3sgXN9N2Tjd2ZKLYmRW6bpxYN4S3wxyW79FCCb8gvVbn376B1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgQS9W4L7fzc3bRQYHW1YtyFc5rz4bSW2LVVhs924699W5tRxDW8cRsSBN1hjS0XjF4WfW88K6kK2bY6ZZW7LdB7p4z6hXSW7mTvlb878hh0W3l5S3s7K8kN6W5SdpQm58stP_W7RPX6w4G47mVN5t_wcNGtR8LW8trf1N7BSZzLVV-cbX87swV0N4vDYM6yGjNnW70htN13xxJ05W7NLyml3zqfcmN5jt8_CJ_6YZW2zMCGd8rfMjdW1s7lCf5zqVgcV3tPvm5kXx9SW5fPmPM5Kvfnf3hSS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgD-hW3yJMh084PmWpW8Sgj9s9hKt-DVw28Kt5tGfnWW11L_xp7QZ8r-W49TFTj7LtlcvW8cq1Kd41HYjcW1M8W763SxhJ6N1cxYlGJDFcLW3rb4GT1w3vR1W23Yx9P4ZJVhpW7hD3k-2_QMP8W3xfPc67WZHLBW5R-mDW5ptX9wW8z_7_F1-KFD9W7JvGz_4_9X9tW6KgG5r8cn801VMmCBY94T0ccW8LF-nq6NBRqvW2HvHDm52BZqsW7kKKPn36dJ45W51Xk4M7jfhsmW3JHhq-5n7zFT333C1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgJb_N8ZGcpdWw6SzW2RGSXH64TZxHVq7ZzV6sJwChN9lV6ssFKZMJN86vS19L_qKwW730b8s6QcyLCW1NZsqf17tvWKW2zPD7X16m8h8W50bVj54VWzB3W4wcW0M5zjDfMN25vfCshm3XMW5QlkRc1Hzz43N6LS3QJ95B9MW3plDNL6pQRL2W2NbLgt22lcWXW8dNPrB2jx0RzW5y8WLR38jXh_N2sZFkzV5zKfW46G6yt85N8qvW5dHMkX3DCLWzN3X6G1Kr3w6NW26HYrp5qBbXR3k0Z1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgR5FW8gz5p08Fd9XzW7jsRss8tdZ1fVRp3Ts1zTV76W6sM42q7-NzfxW48ZC8D4kg-8ZW4vXH2m3FBmqLW73BgWj6DNl1vW73t0HQ3VsMDyW5Pt-x_9dSgbTW2WtQld5-DM75W81gqNN51yyFsVHC2L62NL5LnW4Ncs_s7cNLwmW6Sw_Xq5qcJSHV480jR6Dr8xgW6SN6W08WCd5MW8dgvf65LxVWWW12BVCV28hG_gW3vPlLk7N-93mW4bgRHh5TLNc1W5hGBcr5QBXXjW7D7lVW57s7V23gly1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgCVKN4Ddn3hrRCr5W370cHD7tcFmkW6ssBQM7kxcBGW8Yd-8G9k4HLkW5Hxd0f5Wy7BXVC8Kl88MpFmNW79mzKn42mwj9Vv1SyJ2B2rNmN1YDWB_gLhMtF5xrRpLLR2RW8HZB3558KVJkW69TbXY5Tzjp0W5B6cPr7-3nCsN6XbZNPr7-QPW33qRZM674W9zVkZTBz8DS13sW40fmpW9c4jD6N6Pb15jFF6psN7XSR53lXbs8W6bNbWv5gbJdgW1DbB5Q2FNGXvW62cmkR4nBP2Y3fm-1
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(Fig. 12). That’s down from a recent peak of 87.1 during March 2022 and the first 
reading below 50.0 since the pandemic lockdown ended. 
  
Less encouraging is the average of the prices-paid indexes of the regional business 
surveys conducted by five of the 12 Federal Reserve Banks. It has declined sharply 
this year but remained elevated in October. The same can be said about the average 
of the regional prices-received indexes (Fig. 13). 
  
(3) PCED nondurable goods accounts for 21.5% of the headline PCED. Food and 
energy account for 11.8% and 55.9% of this component. As of September, the 
headline and core nondurable goods inflation rates rose 9.5% and 3.8% y/y (Fig. 14). 
  
Food inflation might have peaked during August at 12.3% y/y; it edged down to 11.9% 
in September (Fig. 15). Energy inflation peaked at 43.6% during June and fell to 
20.3% in September. 
  
(4) PCED durable goods accounts for 12.5% of the PCED. This category was inflated 
by the demand shock for goods following the end of the pandemic lockdowns. It 
overwhelmed the supply chains, resulting in shortages and rapidly rising prices. The 
PCED durable goods inflation rate peaked at 10.6% y/y during February 2022 (Fig. 
16). It was down to 5.7% during September. On a three-month annualized basis, it 
was only 2.8% through September (Fig. 17). 
  
Housing-related durable goods inflation rates are moderating because new and 
existing home sales are in a recession. Used car prices turned negative on a y/y basis 
during October, falling 10.4% (Fig. 18). 
  
(5) PCED services accounts for 66.0% of the PCED. Rent of primary residence and 
owners’ equivalent rent account for 5.4% and 16.7% of the services PCED. Both 
inflation rates continued to move higher during September, to 7.2% and 6.7%. Their 
comparable three-month annualized rates were even higher at 9.2% and 8.7%. As is 
widely recognized, the rent component reflects all currently active leases. The Zillow 
observed rent index, reflecting new leases, peaked at 17.1% y/y during February. It is 
down to 10.7% as of September (Fig. 19). 
  
There are lots of other services components with smaller weights than rent in the 
PCED, and they are also showing more signs of inflating than disinflating: motor 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgJr0W88_PJT1xF8THW3TQgD05Z8fSpW355Pc65cMW2gVFkV719m0fDxW4mjl9t8G6d1xW9cb_jZ22sCKyW99hSzC3_kKgRN4xnzh0s7m5gW4M4-Nr4hJpSMVx-l5859KMmVW4VVNRR7H225qVpqjKg4mDvt9N1cfdgPSQn4ZW3DQ3Ll6yLgLkW6rxP4B7KPj5PW80vyXl3lbTY2N21J6qHSyK_yW4Qh7jy4XNkdlN8Y-3VljRNDXW99JHYX2BPK3qW1xbsZz1F9q4zN5JrwsX2f0NW3gsD1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgL27N4c3zkJDNv1cW5f_J6r7MdGn-W8lKNt654wLrNVVP6hP3wb3psW8ksxF641dqNlW4sXw8d7MFTk-W5pxZqK5Z31_BW6vwRVP66pZDkVcT4SY2tGGBKW5fgHwB2-cXY-W3TPqVy8LQgzHW69jjwF8M86hcW8T1dTm5pLj2FW7GKM_q6P0NKSVjxvXz1d5XxGW2HXb4s8tSCJTW8Wbdr-5BJT4kW2CqFBm8SdLNKN9fdWm-qnVS4W6ngzxX3fDfHrW4cvLwx2T7ZVYW8tWkdV3lJPn83jgP1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgQQwVFXhmY6CZTCfV3pgKh13nZD1VqVh157JYWtyN4rVYS9GR_k0W6fz56M4_lKGlN2k2WxYg-rLxW3JN4p54KbnKkW6YWFhh3yPj10N1ZxsnrH8g-kW1Q-rNW2qtzRGW1RQ_1X7HpZ5CW95WtkM569LLgW2HlRDb16jqZmW5RHpKg3zcdS5W3zZtnJ8mzrH8Vq8PwF6Ks6ZMN3NsfP-PG2dqW1ky3786vmM1wN1V3mj57-zBBW6Cm33V8LjSntW5pCG5X5yzgw9W7zksNB6skyw13lWz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgHbGW9dGkm36WCnRPW5wvr3d2kfj8qW34hLr08MXc6BW8vQv7-6qMGDzW7ytnjz62z9z1W2SlVjT6Pg-HdW2GntmG2FJcjxW2B2PRL1b3-XYW5ZcR_k5V6TqQW1GqNhN1BpWl_W3K-5jK2q60cfW6MkZ4R2pmyPgW4qDqVW3vFpY9W1Wh4564K9XQVW8bz7B87MTNxMDWjB-Yt8XBW62shjC8kRvT8W2DlKFt6VpM5qW95BnZ848Lc01W2v0lnd2W90NYW6GNBNk1kC3hPN696g8mtRqM33q0t1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgBFVV_CVT49kxCc6THW9D5vzbHdVWV2qn7Cv04kW2T30n12DnSr5VXTFtX5JsLnmW6Gw88X1GdVypW474_zd6PHwdjW6FTb4g3hmjlnW54w2Sz1RTQrRW8G_KPJ3WDwv_W8xD8Qq1xHS-FVYS3qK28LlS3W3FHGv81cBZM-W8_Vv-72pr0gwW3m-fw64DlHysW28dN456YVrm-N56WPlFS8dMcW3tM5j05Vv-q1W34lD7x49w0WQW8z5Jy75N0hDgW8qCWdM22ZxwwW3WhNbL24hdHr3kps1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgBFVV_CVT49kxCc6THW9D5vzbHdVWV2qn7Cv04kW2T30n12DnSr5VXTFtX5JsLnmW6Gw88X1GdVypW474_zd6PHwdjW6FTb4g3hmjlnW54w2Sz1RTQrRW8G_KPJ3WDwv_W8xD8Qq1xHS-FVYS3qK28LlS3W3FHGv81cBZM-W8_Vv-72pr0gwW3m-fw64DlHysW28dN456YVrm-N56WPlFS8dMcW3tM5j05Vv-q1W34lD7x49w0WQW8z5Jy75N0hDgW8qCWdM22ZxwwW3WhNbL24hdHr3kps1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgMwyW7fnhPq7MQDJtW3-TGRg88Jsr0W8DqRXc8MRsj_W6dcgYz8k_GMFVyHYxj7GnDFMW4ZtTfJ5sqsw-N4vH9vt-r8FPW28WNTg5gZZ0WW3HCl3q5NyJkjW8H7lpv1lqxbHW2bqM2j7vY9yXW6wmmTQ3pTmRQW654-f928twPGW8R59d58sZrRSW4gtWyM1WdjyBW7FlCPV1YlzPFN4Nyb5cpBNNvW7n2xs31Y9s9rW7bhMd552-wfGW8hhVFd3Rh7LdW7fcTwG2B3yqyV4k6gf5qsDCM3fHJ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgJ7JVXmYMG1b2KGSW5nSDPf5DkKfzW16cppK1dkLrcW6YmYTv7Y3LyFW4Tf-f35T705KW5wcjDV6BGdfHW12R8Bw5YgSBwW6N9YRj7QvvVFW8lgml-2yY_yYN49-QfhWKSJWW2sSZ1r3WywdWW1P_7hK5mqspRW1vL6PR9lNbf2N4sYwX5QJ7htW3ls61145TGhXW2CJWBs2b5gDsW2hnZys3t2YJsN58HTHZBM2j7W1vvG4s4-llmPN1RTt6K3NJykW5pX2kQ28_C07N3sRL2MDxljf32Z31
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgMNcW7QLyMv220q9zW7JSg_F3T5fCNW6FPCk36TzXp8W4MdcPY5dyzWTW1yN7qM36J53BW1nmRMD82RS1dN6LbVkLhjJwcMNxh331XydtW93kHzZ2cNzlJW1smTmd4br4ZGVry_7t75tb57VnML4L68dTMDW7KywyS4z13lSW9jgBtn8_LWV2N3c1FqLBydxmMG5RfVb5_D8W3R8kqj8T4Q7cW7MF8wD7schcmV2CFK83Q7wQRW5D3V_g6mCd8BW21yqLW158_lvW8c46n86ChqSY2zh1
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vehicle maintenance (11.1% y/y), motor vehicle insurance (3.9), airline fares (32.9), 
pet services including veterinary (11.0), day care & preschool (5.1), and delivery 
services (16.4). 
  
(6) Bottom line. Inflation may have peaked, but it remains too high. Progress has been 
made in bringing down goods inflation, though food inflation remains troublesome. 
The problem is that the inflation in services is no longer just about the funky measure 
of owners’ equivalent rent. We will wait until October’s CPI is released on November 
10 to reassess our outlook for inflation. 
  
The question is whether a persistently high federal funds rate of 4.50%-5.00% will be 
restrictive enough to bring inflation down in 2023. We think it could bring inflation 
down to our target range of 3.0%-4.0%. We doubt it will bring inflation down below 
3.0% as the FOMC projected in September. 
  
US Housing: Now & Then. With mortgage rates rising to the highest levels since the 
early 2000s, it is no surprise that home prices are starting to fall. The question is: How 
low will housing prices go? Most housing market analysts are not expecting a crash 
as was seen during 2007 when the housing bubble burst. Melissa and I agree. 
Consider the following: 
  
(1) This time is different. Mortgage rates are causing prices to drop this time around. 
Last time, mortgage rates were on the way down when home prices dropped. The 
2007-09 housing crisis instead was driven by poor lending standards, which led to lots 
of foreclosures. Now lending standards are much tighter, and household balance 
sheets are strong. 
  
(2) Mortgage rates weighing on home prices. The S&P/Case-Shiller US National 
Home Price Index (HPI), released last week, showed that home prices fell 1.1% m/m 
in August, the biggest monthly decline since 2010. But on a y/y basis, the HPI was 
13.0% higher than in August 2021, down from July’s 15.6% increase (Fig. 20). During 
August 2021, the index was 19.9% above the prior year. Since then, the 30-year fixed 
mortgage rate has risen from 2.87% to 5.50% through this August. The latest 
mortgage rate was above 7.0% this October, the highest in 20 years (Fig. 21). 
  
(3) More downside. Pending and existing home sales are at their lowest levels since 
June 2010 and September 2012, respectively, excluding a brief drop at the start of the 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgW60W8qNvrW1J10pnW8Cy42y6cp5q3TdF3J8VdNm-W4MdDn699l234W1bQLQc1-04W1V23SnM1R8pvSW1m80lg17GYTwW112gXz1_q7qfW7tmNg-5Y7vmDW1yKg7N2q489qW4KNrpx7zYYMwW6kWxBl4JL7-wW1zkftb5VKn9rW44wgrQ4plGvbW7Kcl4v3rknDTW77xLk77J4CDbW8PwYhX66yL22V98D7D3drzRMW8SNWvv735wFPW4TcZgW8L9vLYW6CcZCH3M8KJ4W8LgNb52NdGsK3kFS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7Cg-0gW6ZqbrY5HW2FHW7G9mY77jYKSTW5ZVyfX5W9t25W2tswpw4kmdn5N6ZNrR3x2HgBW5N-4rd5ywpcvW5ZMlxj8QVTW2W6LQslw31MqCvW8W9W4T1H-vG9W8Sn0mn8y2GR2W3xjwmh3JR_S0N2KsRG53YmvMW3WFPrd7g6JLyVjNk6z7s0RHBW410kzc2W7NZCW7-Gv7w4-sG05W6V34406VBn4cW8C1jKM14kCJ0N1x2B-XcgFcZW91DYPy7MRVRlW8sr3Pb1QYjQYW6qHNbD4SZYgt3mD71
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pandemic (Fig. 22). Traffic of prospective homebuyers fell 64% from January of this 
year through October to the slowest pace since the lockdown recession (Fig. 23).   
  
(4) Supply shortage persists. Supply dynamics continue to favor higher prices despite 
the rise in mortgage rates. Housing prices are still expected to be up 11% for 2022, 
followed by 2% in 2023, according to the National Association of Realtors’ (NAR) 
most recent forecast. “Inventory will remain tight in the coming months and even for 
the next couple of years,” Lawrence Yun, NAR’s Chief Economist, recently said. 
“Some homeowners are unwilling to trade up or trade down after locking in historically 
low mortgage rates in recent years, increasing the need for more new-home 
construction to boost supply.” 
  
The months’ supply of existing homes on the market remained puny at 3.2 months 
during September 2022 (Fig. 24). Back in 2010, the supply was over 10 months. 
Compared to existing homes, there is a notable divergence in the supply of new 
homes, which are up to around nine months from a pandemic low near three months. 
However, the market is much more heavily weighted toward existing homes, with 1.3 
million existing homes currently available for sale versus 462,000 new homes (Fig. 
25). 
  
(5) Lending standards/foreclosures. Foreclosures are near record lows, so they’re 
unlikely to pressure housing prices downward as happened during the GFC (Fig. 26). 
High prices—buoyed by inventory shortages and a pandemic-driven surge in demand 
for suburban homes—are unlikely to pop owing to nonpayment of mortgages by 
distressed homeowners because there’s not much evidence of their financial stress. 
  
During the GFC, many buyers lacking evidence of sufficient income were approved 
for mortgages, artificially propping up home prices. That would be highly unlikely to 
happen today. Data from the Federal Reserve Bank of New York recently showed that 
the typical credit score for newly originated mortgage debt during Q2 was above 700 
(Fig. 27). The share of mortgage balances 90+ days past due remained at 0.5%, near 
a historical low, Fed data show (Fig. 28). 
  
(6) Demographics. Millennial homebuyers would likely swoop into the market en 
masse if home prices fell further from here (assuming that mortgage rates don’t rise 
too much further), providing a floor of sorts. Millennials finally are aging into the 
housing market—buying their first homes but later in life than their Baby Boom 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgRSCW3BCYKB4Zz7HNN43NL9RJF7gYN9fpqKXP-n5KW2Z3J8Y5SShJcW1wbPml21NNhXW7WnKJq3q69vvW2H--pp8dDVY_W8rsgw02FyfnvW6HPgqc6W0qhfW4zqryG60MjXqW1p1vcT6CjP8BW8htxkw6Hk0PtW3BHpXR7X8-lYW2hM0L36fwmxSW5khL8N3BBFtnW6XB0Vv2RFg1DW7rYN3K5r4b2jW129M7y86nqMFW3n7Kgy8WlXhdW17SBcz1FScc5N5fsbCN_Qmn-W5S3f0q8xT84c3lj81
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgZtQW3ctrNp1hT7FrW7sb6ns7rJS2QW8shRfC8bzyT6W67KbLk54sy4pVWGwvc5ZT4-QW3clDVs98g53NW5tmHj55G9_VbN8qKxFvnHcDdW3wNGmm1PVFQvW4nGhQt1FPMmgVsmJZ07QjVxXW5rltSj5cC8ypW19g0xN766rh2W7J5HPF3MC-H3W8sBTBQ7pv4KWW94_fCx3z6Vs5N6DyY6ZhDSm2W2W_80p4PsMn-W4H48S95r4wMrVFPsKr2jJgYzW877CQz47Bln6W2lTmK66kczVk3fwQ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ5nKv_V3Zsc37CgDVQW5NQFYL8TsyfmW48RbYt2sKBBcW1s5mxJ6Vs_yJW5Xy_yT7rCtzvN21XfzGKlWJ8W4pF0BZ3vHTb4W7208mx59zV0lW3MjYb98fKt1cVJpCBF529Ky0W6Zjbmg1CWQcZW48R41p6S9SQrW4Gw8km2gKVh5W1rQ1_Q6_203GW8qBgD52Yg4NCW8GWk196mYJj4W7G3q0g5PB25qW1yl58f7vL6WmN8CnM-d8z_JQW5bD1Tj6v2ZWxN5P64SdQVsV5W3qnDS_3k1Q47V748z-4ZzRkGW7Q2jtL5q-ZszN8mtN-02JTCNVZ8t8-4P8b22VLHf-k3ZcPkgW7p_0JV2m2S1-W4vqkTy6n0T58W6n7mDj2zqHJpV5j9Hv5h7RLcW5LxDZb96TyB-W8cRhj15-qdG3W8QMLQv3SDBF3W7JT0Th52d1PmW15JB_V75PRpwW2rDCrv336672W3v_tM71scPmMW2sGyRJ5CXH6Y3nVv1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4B35nKv5V3Zsc37CgGHGW1593Hs4nYj-CVLrvg-3fzK_9N99jxVCvSTd8MLj3vK7KkGyW6lsPcz9fydS_W35flNP5WGz45W8f77xS6ZZkTVW7vZT3-4FZBWQW34CLgk80gx60W7rvWdh20cc6fW1Hfc4Z7l6RH1W3BqS_v6Vg4WMW6fgS4k2wvnjdW4-jrk56krL65W993Rqj3D5Ll6N5YwD7-LX7mRVrw79N5L_Y-pW2MHgm31l33lVW40K3KY5v0XhDW7ZfnfJ2PC7TpW1G3JS-3c-L_7W4MdPkR4DrTgJW7dhGcN8FvvvSVBL83j939FbnW2NDhGd422QQqW502z0k3R6dgyVThpQM73lNWmW40rlTY66BYP1VMG_C38HJGYtW4wSBdK7cx4ZFV7Lx4J8H1PkWVxGkLd94LpKK39c61
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgS1pW9cLc374VRQSdW4D2jmZ1BcBv1W13G8LC77L5hLW12Plrl83XFS7W7MXCJC7dvCFxW5m3RWl2sL2SdW3M6H748Pt7cyW2ppfLz2QldLMM_CpDqdhjsFW3Fy5Kw8PgT04W2W6DGt61gr0CW9ky03d7HHCVzW8Jkjqv1QyGr2W847Xsk99RkhGW8cVMVl80tBxNW1b4v-b8zTtxSN86MFJh8ww9TW335xP73tWD-tW4K20lr4CvPF0W387TRv5jjw1cW7LsS6N27S-kxW6X4hWs3cMBN139pc1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgW3wW82SQzX3vppxrW1gsBJz87FQmwW48Mz-11F5vvzMC2wrXPWj2MW5YtZnC7q4-2FW6xrCyH3hf2TwVlm3L57j8RsHW7c--KF7pM-F_W4Cq1fh1LMmm1MmkTQXQTJfjW6J4trn8PwTs1W57cy0Y3BZTFPW1fDHyV6r9ymsW4syq2f4mfgY7W1dgj4K26pCp0W5KWTs64PHvWgW1pQ70T7V8Ss-W5sG-zN2LvWb3W64GfVk4FC85hW6XLcDq8Xm9Z7W8Thtc21_n1htW3DCCGw5x1SgW3m9c1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgW3wW82SQzX3vppxrW1gsBJz87FQmwW48Mz-11F5vvzMC2wrXPWj2MW5YtZnC7q4-2FW6xrCyH3hf2TwVlm3L57j8RsHW7c--KF7pM-F_W4Cq1fh1LMmm1MmkTQXQTJfjW6J4trn8PwTs1W57cy0Y3BZTFPW1fDHyV6r9ymsW4syq2f4mfgY7W1dgj4K26pCp0W5KWTs64PHvWgW1pQ70T7V8Ss-W5sG-zN2LvWb3W64GfVk4FC85hW6XLcDq8Xm9Z7W8Thtc21_n1htW3DCCGw5x1SgW3m9c1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgXlNW6WSCFM1b2ZfgW8CJFVw1jG8mpW56JtZB49Jw74W17DsQt8q34V9W7D-YKd1ZWCxDVR1nmr173pBxV6hlsq518TcrW4881Sx5gy2B4W97WMvJ2dzQMgW2wX3qL8tKBc8W1Jqh3t5PW9lhW4ns-Bj9kLSV3W1CDX2v6Jj930W6MNjRH2VGCcyN6gzsBT3wGWxVKJdXs6W0kjtW6bTgZ_1QC4-ZW5JktQL4MMC6fW1vpN6Q41bZGMVP9WdN2bRnZJW7Xm5JS7Ymz9QN8YYZRt5P9n23b191
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4CS3q90JV1-WJV7CgDn-N4pWJ3QpBQrfMxYDpLnylpQW4Qdp8B3r54X4W5-pgNS1K4h6vW28Zl_v8ttfskW5QqRWn5kQdm6W8FHTq29fZg6XW1Q3wNg5rBSmKVkkH1P92T2_jV2wD8y7KLPxmVmh3Cj51cFnvW84FS1_3-52DbW2NrxRL2nZF-bN6r9d0Mbhqb4N8Zqkn_7JgMZW56bpNt8KbxhcW1h3r_h1VhhN5W8M325q4lpWnGVLJMp65kd-5jW3KlsL18YjTrcV6cv2K133f16W1KGCvB5BNbfzW8hrvlb981yYkW3ytJ0G5B27_PW6qCWyR2ssHCNW2T8KSB5xMwzTW2ZVhK38_tW5cW6zk5xW3V2gKs3hkR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7Cg-pwW1ZZq1Z525tFBW8mmTL37f5lSPM7QVgyF-4Y8W4jQF-g8f9PbhW83qywD4d44qqW47RPPl3TpyQmW2X7w-v8_tDmlVqHWv82Q_HWqW3x1mPM9j3Hy-W4gCZbN9lwDF3W7BGq8g1WrLVGW94G6QP362YTfM5h-hxvkFN4W336mPj8bzz_3W6xsCHj8L5lJSVS1J767ZN1f6W6J-Yf95DNQycW2hTn4H4cJF5-W4bxtPQ8bCF_HW6PC24L3B6FcPW3ZNF8Y815YZ3N5SQJkkr4qBK3lrY1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgVKNW1b1vfx7mf2MHW42Q8J02LYmTDW4m31_D8XtDPkW6VC_HF6qgFzsW7jyR9D3Cl-2_W921BC43P-r8fW8KtrrV5JwJYqW3ngnhk2VhGjXW2yCl0v48q4ztN1wYcp1bwkHMVrQ0kP3G6pXHW46Pknf1JSpZ6W912l2k4sC9PvW5bWGFk31RNWRW8vqg6j7tYc1fW7cW3Bl7pHKb_W2-mlv4894Pz9W73-KZj4K4ShjW7H5vgn9jRlNLW3mcVzn3BfVgrW6L3SHK3DTGpFW7mNwzM7_-TgL3kzx1
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parents did; that’s primarily because many have had difficulty saving for a down 
payment while burdened with huge student loan debt. 
  
Millennials’ main hurdles to homeownership now are affordability and qualifying for a 
loan. But they do now make up the largest share of home buyers, at 43%, according 
to the NAR’s 2022 Home Buyers and Sellers Generational Trends report. 
  
Gen Zers, right behind Millennials in age, also have begun to enter the housing 
market, currently composing 2% of home buyers. 
  
(7) Institutional investors. Not only Millennials but institutional investors as well would 
swoop in to provide a floor for housing prices if they began to tank—as these 
investors did for the asset fire sales during the GFC. That’s especially true as 
institutional ownership represents a growing, though small, share of the real estate 
market. 
  
(8) Money supply. By the way, in recent years, a close correlation between the 
monetary aggregate M2 and the S&P/Case-Shiller Home Price Index has emerged 
(Fig. 29). The monetary aggregate represents the liquid dollars floating around and 
available to buy up other assets. M2 would have to fall a lot further for the correlation 
to imply declining housing prices too, all else being equal, because currently there’s 
still a lot of money in circulation chasing scarce housing assets. 

 

Calendars 
  
US: Wed: ADP Nonfarm Employment 193k; MBA Mortgage Applications; Crude Oil 
Inventories & Gasoline Production; FOMC Interest Rate Decision 4.00%; FOMC 
Press Conference. Thurs: Trade Balance -$72.1b; Factory Orders 0.3%; Initial & 
Continuous Jobless Claims 220k/1.45m; Productivity & Unit Labor Costs 0.6%/4.1%; 
ISM NM-PMR 55.5; Natural Gas Storage. (Bloomberg estimates) 
  
Global: Wed: Eurozone, Germany, France, Italy, and Spain M-PMIs 
46.6/45.7/47.4/46.9/47.5; Germany Unemployment Employment Change & 
Unemployment Rate 15k/5.5%; Germany Trade Balance  €0.7b; China NM-PMI 49.2; 
Wuermeling; Nagel. Thurs: Eurozone Unemployment Rate 6.6%; Italy Unemployment 
Rate 7.8%; UK C-PMI & NM-PMI 47.2/47.5; BOE Interest Rate Decision 3.00%; RBA 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4D73q90_V1-WJV7CgNq8W3tvZJ55frxbpW1DQ4Xc5TsmbWW7N-v4w1ngPxGN16TnhLTSs2mVJQdJm49jp5WVmzZFX6Tf03FW8pSSf25B1pZ-W8PkByt5g3_KcW6kcxbL6JHxZPW2SRsX12rTdzzW5SLSgg4pd45BW3_xp6f6-R2p4W8ptKpZ2_7V4YW5mSTLZ501YY0N8VyXH8G3Qm_N7tW7B6rv32cW3lym4x5CztrxN8XLxxh_CpRTW1jH1BD7CrLYTV5Rxlf2ZMJSzW322mRP1_xQ4hW70YNgs60HR4mW8FG6wB8ltb-PW34TQwY2xt7tDW20HjNR1vhhHrVgknJk5LS-83W3M66y61yVp9SW3FrG6l8709hvW7qNHc98bkstFW6L9Rjy2mh7TD37fX1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgHppW7DY7Pv2cZzwKW213pwv4v5N1lW7wG3jR2P0l70TxzSt2V2pDrW5qDs5D105xqFVcRZlM6SbTg-W7-3HF11TpXwrN8LVkmnthqTSW6QJTWV8RH5LpW3vJVgs2wcVJyN8sG4ctp-K8vVpTytF7lM8Y-W5BcJlb10BpVDW37bSsR2_f2tQV7hrLM2Bqk-WW2Zm-ND79MMPbVxx-DW1jr0xXW1PNyX02RqpR6Vtpzfb65myf0W5YVJ9W2RKf8SN2WHjXHxzDdpW1RFpY27JQ6mL3krQ1
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Monetary Policy Statement; Lagarde; Panetta; Elderson; McCaul; Bailey; Mann; 
Nagel. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500 Growth vs Value (link): As of Monday’s close, the S&P 500 Value index 
was a whisker out of a 10% correction while the S&P 500 Growth price index was still 
in a deep 28.8% bear market. Growth’s underperformance relative to Value began on 
November 30, 2021 when its price index peaked at a record high. Since then, Value’s 
price index has dropped 2.4%, while Growth’s is down 26.1%. Growth made a new 
low for the year on October 12, while Value remained above its September 30 bottom. 
At that October 12 low, Growth was down 20.1% from its recent high on August 15 to 
32.8% below its December 27 record high. Value was down a lesser 14.6% on 
September 30 from its August 16 high to 19.2% below its January 12 record high. 
Looking at their ytd performances through Monday’s close, Growth has tumbled 
27.8% ytd, well behind the 8.7% decline for the S&P 500 Value index. Looking at the 
fundamentals, Growth is expected to deliver stronger revenue growth (STRG) than 
Value over the next 12 months, but their earnings growth (STEG) is not far apart. 
Growth has 7.1% forecasted for both STRG and STEG, while Value has forecasted 
STRG and STEG of 4.1% and 6.3%, respectively. Growth’s forward P/E peaked at a 
20-year high of 30.4 on January 26, 2021, and tumbled 40% to a 27-month low of 
18.4 on June 16. After rebounding to 23.3 in mid-August, it tested the June with its 
18.5 reading on October 12. It was back up to 19.8 on Monday. Value’s forward P/E 
fell 24% from 17.6 in January 2021 to 13.4 on June 16. It made a new 30-month low 
of 13.0 on September 30, and has since risen to 14.6 as of Monday’s close. 
Regarding NERI, Growth’s and Value’s were negative for a fourth straight month in 
October following 26 positive monthly readings. Growth’s dropped to a 28-month low 
of -13.4% in October from -9.9% in September, and Value’s was down to a 27-month 
low of -12.2% from -9.1%. Growth’s forward profit margin of 18.0% is down 1.1ppts 
from its record high of 19.1% in mid-February and compares to its prior pre-Covid 
record high of 16.7% during September 2018. Value’s has held up better, dropping to 
0.5ppt to 10.9% from its record high of 11.4% in December. 
  
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 over 55% of S&P 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgNCfW68s8Ts7RZS-wW2Z2gsf4Bb45QW8-3S5Q2-FjdLW7NsLdR6D8YVPW2XsQp_4HSYjJW3jCJVN5v-PrLW6zl6y92fcXCwN7_K0S3SPbhdW60wgvM3l4jQHW6f05zg7LQV9kW1DJ1YP5q4pHvN3DSrPQ-yRmtN2sqZTmP0WNBW8Vrks26gjykzW6VVMR-8hm3FYW4msrJ28wwVqXW1Stdfl22zz0mW8Wy1--91pbRpW63hRf38JnkLlW3NzH801m9mxkW2dtX-L3xKFknW97RQVj7mlxR83hl91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgNF9W5x5gXh7pcbgwW8-MG6K7RhtL-W5J5T-b8V050MN3-Vc8zJkDDbW97-3VY963HpNN6qkx-PHVLZ0W1RQHpv8JQtHSW1q6jGk6FMHv7W7CzQlK9902jXW209tcd6H0mCKW2Wqwww54RNPTW6mXKHj111NKBW3DBnT-7nT2S3W8Bmqwl8bQsFjW8svR1R48V1wYW6RCNGb8vzTJKN2Dxmysh1kvJW1YzRb84NrthVW7jw-gY7vgRDLN2hX4P6XsGl-W5X6Tm229QZzBN7zDl87gBD1P3pXj1
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500 companies finished reporting revenues and earnings for Q3, revenues are ahead 
of the consensus forecast by just 1.4%, and earnings have exceeded estimates by 
only 3.9%. At the same point during the Q2 season, revenues were 1.8% above 
forecast and earnings had beaten estimates by 5.4%. For the 277 companies that 
have reported Q3 earnings through mid-day Tuesday, the aggregate y/y revenue and 
earnings growth rates have slowed from their readings from Q2-2021 to Q2-2022. The 
277 reporters so far collectively has a y/y revenue gain of 11.3% but an earnings gain 
of only 3.2%, as higher costs are pressuring profit margins. Excluding Energy, S&P 
500 revenue growth falls to 8.0% y/y from 11.3% and earnings growth drops to -3.9% 
from 3.2%. Just 68% of the Q3 reporters so far has reported a positive revenue 
surprise, and 72% has beaten earnings forecasts. Furthermore, significantly fewer 
companies have reported positive y/y earnings growth in Q3 (60%) than positive y/y 
revenue growth (79%). 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. 

 

US Economic Indicators 
  
JOLTS (link): Job openings in September rose 437,000 to 10.72 million after dropping 
four of the five prior months, by 1.58 million to a 14-month low of 10.28 million; this 
compares with a record high of 11.86 million in March. There were 5.75 million 
unemployed in September, so there were 1.9 available jobs for each unemployed 
person that month, up from August’s 1.7—which was the lowest since the start of the 
year—moving back toward July’s 2.0. By industry, the largest gains in openings were 
in accommodations & food services (215,000), health care & social assistance 
(115,000), and transportation, warehousing, & utilities (111,000). Industries showing 
the largest declines: wholesale trade (-104,000), finance & insurance (-83,000), and 
durable goods manufacturing (-41,000). Hirings fell for the sixth time in seven months, 
by 252,000 in September and 750,000 over the period, to 19-month low of 6.08 
million. Meanwhile, the number of quits continued to move lower, dropping 449,000 to 
4.06 million in September, since reaching a record-high 4.51 million last November.  
  
Construction Spending (link): Construction spending in September ticked up 0.2%, 
soaring 10.9% y/y to a level fractionally below July’s record high; that result followed 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgWtFW4rP3vj3SyxYxW1mw-RZ3TNxtkW8NtK1j7NF1f0V5sy9z8gjQ3gW8JzMX26v_Ts3W74KdNv3MS4DPVk01SR21Ly3gW8MNg8p3vRVvkW2HrKb22SVzNTW2Z_0JJ4SyVMcW5TW0rf813MG1W2fyklf4plT-QVF6wQy1WMJ_FN3Hwk4dcTSjHN4_rNTwCnGp7VLfb6W7t1kx-W4sFLRp5CL6kSW6TZD3b6qz1y6N7T5mr8xvrdwW3tnqvj3CYxyBW7H-yLJ1kjLW9W6fkqzr5b5Skm3mBc1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgFKlN1B3QtXts8ybW32jT0h3PgmdvW6tjk0q7qG2PpW89xfjQ3MMkf7W5lq1ml3Jf_FXW57zH3G5ptfJ-W3-cgXM5yk5hzN5wWrNPL7yv3W5LJBQQ1GGRPFW8G9RY42djhSwW2XDgXl80TwpRVSg_vM19-f-vW2-RqpV4vzw3TW993GMc2xpGBDW2gCC1d8_QlS2W46ssdn5jT_Z0W6d-CPw3MwxXQW8hgZ-S254yCqW1jP6YV49PrC3W8njVZJ59lQwLW5B5Fvn6M_7ZPW6n8td91kJSlf3kvh1
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its first decline since last September in August (-0.6%). Private construction spending 
climbed 0.4% m/m and 11.9% y/y to within 0.3% of July’s record high, while public 
construction spending fell for the second month, dropping 0.7% over the period, after 
rising six of the prior seven months by 6.1%. Within private construction spending, 
residential investment was unchanged after declining the prior three months by 2.9%, 
after not posting a decline since May 2020; September’s level is 2.9% below May’s 
record high. The recent weakness in residential investment was driven by single-
family construction spending, which hasn’t recorded a gain since April, plunging 
11.9% during the five months through September. Multi-family construction remained 
in a volatile flat trend just below last May’s record high. Meanwhile, home 
improvement spending hasn’t posted a decline since September 2020, soaring 62.7% 
over the two-year period to yet another new record high. Private nonresidential 
spending has increased in four of the past five months, by 1.0% m/m and 6.6% over 
the period to a new record high.  
  
US Manufacturing PMI (link): ISM’s October M-PMI showed manufacturing activity 
continued to drop closer to the demarcation line between expansion and contraction, 
while the price measure dropped below 50.0 for the first time since May 2020. Since 
peaking at 63.7 last March, the M-PMI has dropped to 50.2 this October, the lowest 
since May 2020 during the height of the pandemic. The new orders (to 49.2 from 
47.1) measure moved back up closer to the 50.0 breakeven point; it had a brief trip 
into expansionary territory in August (51.3), while the production (52.3 from 50.6) 
gauge climbed further above 50.0. In the meantime, the employment (50.0 from 48.7) 
measure was back up at 50.0 after falling below in September and rising above in 
August. (This index is a poor predictor of BLS manufacturing payrolls data.) The 
inventories measure remains in a volatile flat trend, falling to 52.5 last month after 
rising from 53.1 to 55.5 in September. Supply chains are functioning more normally, 
with the supplier deliveries measure continuing its retreat from last May’s 78.8 to 46.8 
this October—the best since March 2009. The backlog of orders subindex dropped to 
45.3 last month from a recent high of 70.6 last May. Meanwhile, ISM’s prices-paid 
measure dropped below 50.0 last month, led by declines in commodity prices, sinking 
from a recent high of 87.1 in March to 46.6 in October; it was at 92.1 in mid-2021—
which was the fastest since the summer of 1979. 
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXjRHc2HnK2zW1sh1ZM6NBpz4W7CpFKy4RTdZHN8pR4BZ3q8_QV1-WJV7CgFfdW2Fh5MT2pvscKW87FKV574sffwW2KWyVC4FnRBWW9jS8YS9dkW75W407NfF5S70hYW3pZ1hz5HrZq2Vq3Dmq4jyZ1RW2WFTZT6HSXZCN7vmlY-B0w2fW9cp4Tk4lHvyMW5VRQFy1j9V9TN2qh2bWFgrj1W5WTqt82dNs96W4SBFqC78xc_RW1cMjBP8tk-svTGTYS620bKGW2TsSTc26VSmNW69G8dj45ksW0W1D-ZQg1prKryW7bdMjZ321_yQW4PxSmS2PH8yjW51qB7p6GLYlP3mR11
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