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Executive Summary: Fed Chair Powell’s hawkish press conference yesterday deflated
the stock market, but we think the S&P 500 bottomed on October 12 and see a few
potentially uplifting developments to come. ... Also: What might it take for the China
MSCI to start performing better? Jackie considers this question and examines two big
issues holding it back. ... And: The shift in consumer purchasing patterns from stuff to
services was apparent in the Q3 earnings of companies affected both positively and
negatively. ... Finally, today’s Disruptive Technologies piece showcases the rapidly
advancing technology of Al.

The Fed: What Powell Said. During his press conference yesterday, Fed Chair Jerome
Powell continued to read from the Volcker 2.0 script. His punchline appeared in his
prepared remarks: “[W]e still have some ways to go, and incoming data since our last
meeting suggest that the ultimate level of interest rates will be higher than previously
expected.”

During the Q&A portion of his presser, Powell repeated “some ways to go” several times to
describe the Fed’s path for tightening monetary policy. He also reiterated that the terminal
federal funds rate is likely to be higher than suggested by September's FOMC Summary of
Economic Projections, which showed a median forecast of 4.6% next year.

He didn’t rule out smaller rate hikes than the latest 75bps hike, but he did rule out any
easing, saying, “The historical record cautions strongly against prematurely loosening
policy. We will stay the course, until the job is done.” That statement seemed to rule out any
pause in rate-hiking anytime soon. The Fed’s goal is to “moderate demand so that it comes
into better alignment with supply” to bring inflation down to 2.0%. In his Q&A, Powell clearly
stated that he isn’t convinced that the federal funds rate is restrictive enough yet to do the
job.

Stocks sank on Powell’s unwavering hawkishness. Nevertheless, we still believe that the
S&P 500 bottomed on October 12. We expect that other Fed officials soon will be speaking
publicly in less hawkish terms, effectively toning down Powell’s hawkishness. We also
expect that a red wave in the midterm congressional elections will boost the stock market.
Additionally, we think that the inflation indicators to be released over the rest of the year
should show more signs of moderating, which likewise should buoy the market.
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China: Looking for a Reason To Bounce. China continues to be plagued by new Covid-
19 cases and a zero Covid policy that’s causing economic havoc. Defaults by its
overleveraged developers are piling up and depressing the country’s real estate market.
Chinese stocks have fallen so far for so long that just a hint that the country might end its
zero Covid policy from an unsubstantiated source sent shares rallying recently—until the
rumor was debunked.

Here's a quick update on the status of Covid and real estate developers in China as well as
a look at what actual developments could send shares sustainably higher:

(1) Covid continues. New daily cases of Covid in China have risen slightly, bouncing around
2,000, and the country’s zero Covid policy has forced many cities to shut down. The cities of
Urumgqi and Xining have been under lockdown since August, prompting online complaints
by citizens. In Urumgi, more than 210 infections were reported on Saturday, an October 31
South China Morning Post (SCMP) article reported.

In Zhengzhou, a Foxconn Technology Group iPhone assembly plant was operating under
strict Covid controls, with daily testing and a ban on dining in the cafeterias after a “small
number” of the 300,000 employees on the campus came down with Covid. After some viral
social media clips showed workers fleeing the plant on foot with their luggage (in China,
factory workers often bunk at work), the factory said it would arrange safe transportation for
those who wanted to leave and a clean environment for those who wanted to stay, an
October 30 SCMP article reported. The plant is offering to quadruple daily bonuses to entice
workers to stay at the factory through November. The city around the plant is locked down
as well.

After one visitor tested positive for Covid, the Shanghai Disney Resort was closed. Nomura
estimates that there were lockdowns and restrictions in 28 Chinese cities last week,
affecting almost 208 million people and 8.5% of China’s GDP, a November 1 Reuters article
reported.

There are a few signs that the government will slightly ease the zero Covid policy. Next
month, priority travelers entering China reportedly will be able to quarantine for just seven
days instead of ten under the current policy. There are also reports that the number of
international flights will double this winter.

As of mid-October, 90% of Chinese were fully vaccinated, but only 57% had received a
booster shot. The country recently introduced a new, inhaled vaccine produced by Chinese
company CanSino Biologics that will be used as a booster. It's hoped that the inhaled
booster will attract those who are fearful of injections.

(2) Real estate still sliding. Covid-19 shutdowns and distressed developers have resulted in
real estate prices that continue to drop. In Shanghai, some landlords are offering discounts
of up to 20% on high-end rental properties as expats and high-income workers have left the
city because of the constant threat of Covid shutdowns.

The average monthly home rent in Shanghai fell 5.6% m/m in September to $14.20 per
square meter. Prices may continue to drop because the inventory has climbed to 52,600
flats available for lease, an October 30 SCMP article reported.
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The distress among Chinese developers continues, with the WSJ reporting on November 1
that the price of dollar-denominated bonds sold by developers has fallen to new lows.
Bonds sold by China Evergrande Group, CIFI Holdings Group, and Country Garden, for
example, are trading below 10 cents on the dollar. On Tuesday, CIFI became the latest
developer to suspend payments on its offshore debt.

New home sales in China continue to suffer as well, as confidence in the developers and
the entire real estate sector has deteriorated. New home sales in China’s 100 largest cities
fell 28.4% yly in October to $76.7 billion, the WSJ noted.

(3) Economic activity slows. Covid, a declining real estate sector, and falling exports have
hurt Chinese economic activity. The Caixin/S&P Global manufacturing purchasing
managers’ index rose slightly to 49.2 in October from 48.1 in September but remained
below the 50.0 mark, signifying a slowing of manufacturing activity. The components of the
October index were all below 50.0: new orders (48.1), employment (48.3), and output (49.6)
(Fig. 1). The country’s bank loans have also fallen to $30.3 trillion, down from their peak in
March of $31.7 trillion (Fig. 2).

The China MSCI stock price index continues to reflect country’s woes, having fallen 39.0%
ytd (Fig. 3). But the market has sold off so sharply that it seems ready to bounce at the first
indication that anything is about to improve. That became evident earlier this week when
Chinese stocks rallied on an unverified social media post claiming that a committee was
being formed to determine how to end zero Covid. Chinese shares fell back after Chinese
Foreign Ministry spokesman put a pin in the rumor, saying that he’s not aware of such a
committee, a November 1 Bloomberg article reported.

Investors looking for a reason to buy Chinese stocks might want to consider the price of
copper, which often foretells economic activity, particularly in China where it's used in
construction. The price of copper has been moving sideways after falling sharply in the first
half of 2022 (Fig. 4). In addition, the yuan has fallen by 13% since its peak in early 2022,
which should help the country’s substantial export business (Fig. 5). And if the government
ever announced a looser Covid policy or a large restructuring fund to help clean up its real
estate problem, Chinese shares very likely would head higher.

Consumer Discretionary: Buying Services. The notion that consumers have been
spending more on services and less on stuff was borne out by last week’s economic data
releases, and now it's been confirmed by many of the Q3 corporate earnings reports.

Real personal consumption expenditures rose 1.9% y/y through September, with spending
on services jumping by 3.1%, while spending on goods fell 0.5% (Eig. 6). We need look no
further than the recent earnings reports of Amazon, Uber, and Airbnb to see the impacts of
this shift:

(1) No more stuff needed. Amazon warned last week that sales in the current quarter will
miss analysts’ expectations. The company forecast Q4 sales of $140.0 billion to $148.0
billion, a y/y increase of 2%-8%. Analysts were expecting a result closer to $155 billion. The
company’s shares have fallen 12.8% since last week’s earnings news, and they’re 41.9%
lower ytd through Tuesday’s close.
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Amazon executives said foreign exchange rates would hurt sales by 4.6ppts and noted that
consumers’ budgets are tight, hurt by high inflation. The company plans to prepare for a
period of slower growth by cutting costs. Amazon’s disappointing results could also be the
result of stiff competition from the likes of Walmart and Target, a October 28 WSJ article
reported. It added that consumers may be more willing to return to brick-and-mortar stores
this holiday than they were last year, when Covid was more prevalent. And consumers may
spend more on experiences this holiday season instead of buying more stuff if current
trends hold through Q4.

(2) Consumers are out and about. After two years of being cooped up, consumers are
hitting the road, many in Ubers. The company reported Q3 revenue that jumped 72% yly to
$8.3 billion. But management expects growth to slow from here, as y/ly comparisons get
tougher. The slowdown is apparent in Uber’s gross bookings, which are expected to grow
16%-20% in Q4 versus 26% growth during Q3 and 56% in Q4-2021.

Investors were still pleased with the forecast, sending Uber shares up 12.0% after the
results were announced on Tuesday. Consumers haven’t reduced or stopped taking Uber
rides even though inflation is straining budgets. Nationwide, prices for a standard Uber or
Lyft ride were 36% higher y/y in September, according to YipitData quoted in a November 1
WSJ article. Uber executives do think that tighter consumer budgets prompted more drivers
to join Uber last quarter. As a result, the number of active ride-share drivers in Q3 equaled
the number of drivers in 2019.

(3) Consumers go on vacation. Airbnb reported record revenue of $2.9 billion in Q3, up 29%
yly, or 36% yly excluding the impact of foreign exchange. Results were boosted by more
bookings in cities, stronger cross-border travel, and longer stays. The nights and
experiences booked in the quarter grew 25% y/y and the value of those nights and
experiences grew 31% to $15.6 billion. The company generated almost a billion dollars of
free cash flow in the quarter.

Based on its bookings for future stays, Airbnb expects revenue growth to continue and
forecasts Q4 revenue of $1.80 billion to $1.88 billion, the midpoint of which is slightly below
the analysts’ consensus forecast of $1.87 billion. The y/y Q4 revenue growth forecasted—
17%-23%, or 23%-29% excluding the impact of foreign exchange—is slower than Q3'’s
actual revenue growth.

In the wake of the earnings news, Airbnb shares fell 5.4% in after-market trading on
Tuesday, and they’re down 34.5% ytd through Tuesday’s close. The big questions
surrounding the company are whether business will slow as more people return to working
in offices, instead of in rented condos on the beach, and whether the economy will enter a
recession, which presumably also would slow business.

So far, however, Airbnb management isn’t seeing either negative scenario. “Even with more
companies requiring employees to return to the office, nights booked from long-term stays
remained stable from a year ago at 20% of total gross nights booked,” the company wrote in
its quarterly letter.
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_dt3q90JV1-WJV7CgLnxVFdWZh3QndbxW3Zdx398C8-mVW4L6dZf794nL8W76h4_-7XvqrlVmr6LY4msmfJVvnBN77XGL1sW5XZF1t42ZkmBW8g-0TV1QrQHKW3TgkH53Wddk4W36NPQ72pWGlLW7z5G_54_5TqdN4sntktkK0pVW7mhFR14hdf_ZW8zgncN8N7WQLN4xYTx-xcCYYN6P0YR-yrpjyW4gB3XC8MZjWDV1q9zh1lVVgsW6gCNWS5N4Hk3W6Kc5sc5gPHxqW3tg_qc6xz3RTW8DJ7Yk3cPtc9W7mn2pL1DSw6lVB-n3C56ykbVW22f1dh4nmzCdN6-d3SVvz7VYW4Fzbp17GZmVDW2grJmx4ZlMqX3dPp1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_dN3q90_V1-WJV7CgNK0W2vRqy41VlChXN64V9CB2tRXpN8PFbd7LNJG6N7GqFfMPGrGXW397_6q4FD7pqW7pX58S2M7scsW29B8v12Gl0mkW3tD9h44l4YnbW8_WwXN2jfDw6W1vBtFC26Fn-7W12BD088fGCMCW2Mrpzy8q7NsvW3L4yl795R18fW59f7Bj9gDtVgW6BrMyZ9fjvb5W8FBJnp5_HfKkW61hfBq77qDrbW1Yv9Qk1GbNgQW53Mx8B4MD0QyMjJJsRfpLWwW4nk8KV7yStjjW9fYWD-50Yf0GW2xqMX225vhvGW70_0Js4C27VtW3mSWLc3XxGgwW94qjDm1RgxXVN2k8VBW_2T11W6WyRPm6cGk1ZW69p3SN7QXZ3TW4JH8Tp8b0d2c3fcQ1

Disruptive Technologies: Al Gaining Momentum. Programs using artificial intelligence
(Al) have gotten smarter, moving beyond recognizing images or patterns in data to creating
pictures and text in what's become known as “generative Al.” Large companies are paying
attention, and M&A activity is robust. Some believe that as Al evolves, it will lead to a new
surge in corporate productivity. Here’s a look at the rapidly developing area:

(1) Al companies getting acquired. Large, established companies are actively investing in
startups specializing in various areas of Al. Google, Microsoft, and Deloitte are either
negotiating or have completed an investment in Al startups recently.

Alphabet’s Google is in talks to invest at least $200 million into Al startup Cohere. “Founded
in 2019, Cohere creates natural language processing software that developers can then use
to build Al applications for businesses, including tools for chatbots and other features that
can understand human speech and text,” an October 21 WSJ article reported. Google’s
cloud division supplies the computing power needed for Cohere to train its software models.
Cohere has also held talks with Nvidia about the chipmaker making an investment.

Deloitte US last month acquired SFL Scientific, a consulting firm focused on Al strategy and
data science, for an undisclosed amount, an October 5 article on Consulting.us reported.
The company helps businesses evaluate areas for Al investment and identify how Al can
transform their businesses. The firm addresses more than 20 industries and has more than
60 employees. It joins the much larger Deloitte Global Al and analytics business, which has
more than 27,000 practitioners focused on Al strategy, data and analytics modernization,
cloud machine learning, and intelligent automation.

Meanwhile, Microsoft reportedly is considering adding to the $1 billion investment it made in
OpenAl in 2019, an October 20 WSJ article reported. The two companies have preexisting
relationships. Microsoft has integrated OpenAl’s Dall-E2, which allows users to generate art
from strings of text, into Microsoft Design, a new graphic design app, and into the image
creator for Bing. And OpenAl uses Microsoft's Azure as its exclusive cloud provider.

(2) Al getting creative. Like Dall-E2, Stable Diffusion creates images from text, and it was
integrated into Adobe’s Photoshop. We experimented with Craiyon, an Al program available
for free on the web. Type in “dog juggling popcorn,” and back comes nine moderately
different pictures of said request. You can also request the style in which you'd like the
picture created. Warhol and Picasso must be turning in their graves. Pretty amazing stuff.

Al-created video has also arrived. Meta’s Make-A-Video and Google’s Phenaki are Al
programs that generate video from a string of words. Google is using LaMDA to build an Al
writing tool, Wordcratft, that can be used to generate ideas for a piece of fiction or suggest
ways to improve upon the writing. “Google describes it as a sort of ‘text editor with purpose’
built into a web-based word processor. Users can prompt Wordcraft to rewrite phrases or
direct it to make a sentence funnier. It can also describe objects if asked or generate
prompts. In a nutshell, it's sort of like wrapping an editor and writing partner into a single Al
tool,” a November 2 article in The Verge reported.

(3) Al to boost productivity? Stanford University’s Erik Brynjolfsson believes that Al is about
to drive a boom in productivity. Companies may have needed to change their business
processes, workflows, data infrastructure, and workers to use Al and run machine-learning
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models in their operations. These efforts, he notes, can be costly and mean that there’s no
return on investment during initial stages of adoption.

But when these changes reach their turning point, they result in sudden increases in
productivity, something he describes as a “J-curve.” Brynjolfsson believes that we’re near
the bottom of the Al J-curve and turning up, implying that productivity improvements should
be forthcoming, a January 31 TechTalks article states.

Calendars

US: 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-PMI 55.5; Natural
Gas Storage. Fri: Payroll Employment Total, Private, and Manufacturing 200k/200k/15k;
Average Hourly Earnings 0.3%m/m/4.7%yly; Unemployment Rate 3.6%; Average
Workweek 34.5 hours; Consumer Credit $32.2b; Baker-Hughes Rig Count; Rosengren.
(Bloomberg estimates)

Global: 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 Monetary Policy
Statement; Lagarde; Panetta; Elderson; McCaul; Bailey; Mann; Nagel. Fri: Eurozone,
Germany, and France C-PMIs 47.1/44.1/50.0; Eurozone, Germany, and France NM-PMls
48.2/44.9/51.3; Eurozone PPI 1.7%m/m/42.0%yly; Germany Factory Orders -0.5%; France
Industrial Production -1.0%; Spain Industrial Production 3.7% y/y; Canada Employment
Change & Unemployment Rate 10k/5.3%; Lagarde; Enria; Pill. (Bloomberg estimates)

Strategy Indicators

Stock Market Sentiment Indicators (link): The Bull-Bear Ratio was below 1.00 this week
for the seventh successive week, holding at 0.96 this week, after falling steadily from 1.15 in
mid-September to 0.57 three weeks ago—which was the lowest since March 2009. Bullish
sentiment dipped to 35.8% after increasing the prior two weeks from 25.0% (the fewest
bulls since early 2016) to 36.9%. Bearish sentiment exceeded bullish sentiment for the
seventh week, though fell for the third week, by a total of 6.8ppts (to 37.% from 44.1%). It
was the largest group for the fifth consecutive week, unseating the correction count—which
held the top spot for the prior four weeks. The correction count increased to 26.9% after
retreating the prior four weeks by 15.7ppts (24.6% from 40.3%). In the meantime, the_AAIl
Sentiment Survey (as of October 27) showed optimism about the short-term direction of the
stock market, rising to a nine-week high, while pessimism sank to a nine-week low. The
percentage expecting stocks will rise over the next six months climbed for the second week
to 26.6% after falling from 23.9% to 20.4% the previous week, though optimism held below
its historical average of 38.0% for the 49th consecutive week; it was unusually low for the
ninth successive week and for the 32nd time in 43 weeks. (The breakpoint between typical
and unusually low readings is currently 27.6%.) The percentage expecting stocks to fall
over the next six months fell to 45.7% after rising the prior two weeks by 1.4ppts (to 56.2%
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cB3q8_QV1-WJV7CgSWQW3DGQfr5tXqtBW4rL0h822XMY5W3x4GL54dJcfHN6GY2s2v48vzW39Yb2B5lb1ywW6Wz7sg8S4RFZW3-B2rD2BHy76W4sQCNf23BSKxW5zPwwF3mK1ZXW2JcZz15HP4k_N8fgLY3HD7L-Vn4s8w59nt0GN2Fbs8xznxL7W6FP8rr8BWwtNW5MbHLF4NH9SMW5-XJrq6hq9CsW39LB8X2WhbmVN3FkF4DvJBF0W64fQqx32GlJ6W5nNjFQ6jgFTKW1pjZly8p3tYdW5qm_cq6zw4qh2lV1

from 54.8%). Bearish sentiment has been above its historical average of 30.5% in 48 of the
last 49 weeks, and is at an unusually high level for the 33rd time in 41 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 fell 0.1ppt last week to a 17-month low of 12.8%. That’s down 0.6ppts 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 2.5ppts
from 10.3% during April 2020, which was the lowest level since August 2013. Forward
revenues dropped 0.4% w/w to a nine-week low and is now 0.7% below its record high in
mid-October. Forward earnings tumbled 1.2% w/w to a seven-month low and to 3.6% 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 0.3ppt w/w to a 26-month low
of 4.6% as companies have guided forecasts lower during the Q3 earnings season. 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 tumbled 0.9ppt w/w to a 27-month low of 5.7%. That’s down from
its 23.9% reading at the end of April 2021, which was its highest since June 2010 and up
substantially from its record low of -5.6% at the end of April 2020. So far this year, analysts’
revisions to their forecasts for 2022 revenues have outpaced their revisions for 2022
earnings, so the imputed 2022 profit margin estimate that we calculate from those forecasts
has fallen 0.7ppt to 12.5% (down 0.1ppt w/w). They expect revenues to rise 11.6% (down
0.1ppt w/w) in 2022 and 3.5% in 2023 (down 0.4ppt w/w) compared to the 16.5% gain
reported in 2021. They expect earnings gains of 8.1% in 2022 (down 0.4ppt w/w) and 5.6%
in 2023 (down 1.0ppt w/w) compared to an earnings gain of 50.5% in 2021. Analysts expect
the profit margin to drop 0.5ppt y/y to 12.5% in 2022 (down 0.1ppt w/w) compared to 13.0%
in 2021 and to improve 0.3ppt y/y to 12.8% in 2023 (down 0.01ppt w/w). The combination of
a rising market in the face of falling revenue and earnings forecasts caused valuations to
jump w/w. The S&P 500’s weekly reading of its forward P/E rose 0.8pt w/w to 16.8, up from
a 30-month low of 15.3 in mid-October. That’'s down from a 15-week high of 18.2 in mid-
August and 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 0.08pt w/w to 2.13 and is up from a 31-month low of 1.98 in mid-
October. That’'s down from a 15-week high of 2.38 in mid-August and 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 three of the 11 S&P 500 sectors as forward earnings
fell for all 11 sectors for a second straight week. 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. Consumer Staples is the only sector
with forward revenues at a record high this week. Forward earnings for Consumer Staples,
Energy, Financials, and Ultilities are the closest to their recent record highs. 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 yl/y for full-year 2022, followed by seven sectors in 2023.
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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 (24.2%, down 0.2ppt 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 (17.9, down 0.2ppt w/w and from its 19.2 record high in 2016), Communication
Services (14.5, down 0.6ppt w/w and down from its 17.0 record high in October 2021),
Utilities (13.7, down 0.1ppt w/w and from its 14.8 record high in April 2021), S&P 500 (12.8,
down 0.1ppt w/w and from its record high of 13.4 achieved intermittently from March to
June), Materials (12.1, down 0.1ppt w/w and from its 13.6 record high in June), Energy
(12.1, down from its 12.3 record high in August), Health Care (10.4, down 0.1ppt w/w and
from its 11.5 record high in March), Industrials (10.1, down from its 10.5 record high in
December 2019), Consumer Discretionary (7.4, down 0.1ppt w/w and from its 8.3 record
high in 2018), and Consumer Staples (7.2, down from its 7.7 record high in June 2020).

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 69% of S&P 500 companies
finished reporting revenues and earnings for Q3, revenues are ahead of the consensus
forecast by just 1.6%, and earnings have exceeded estimates by only 4.8%. At the same
point during the Q2 season, revenues were 2.5% above forecast and earnings had beaten
estimates by 5.6%. For the 344 companies that have reported Q3 earnings through mid-day
Wednesday, the aggregate y/y revenue and earnings growth rates have slowed from their
readings of Q2-2021 to Q2-2022. The 344 reporters so far collectively has a y/y revenue
gain of 10.7% but an earnings gain of only 5.1%, as higher costs are pressuring profit
margins. Excluding Energy, S&P 500 revenue growth falls to 7.3% y/y from 10.7% and
earnings growth drops to -2.9% from 5.1%. Just 67% of the Q3 reporters so far has
reported a positive revenue surprise, and 71% has beaten earnings forecasts. Furthermore,
significantly fewer companies have reported positive y/y earnings growth in Q3 (58%) than
positive y/y revenue growth (78%). These figures should change less markedly than they’'ve
been doing as more Q3-2022 results are reported in the coming weeks.

MSCI World & Region Net Earnings Revisions (link): Analysts’ recent earnings revisions
through October suggest a tad higher optimism about profits in the EMU but increasing
pessimism about profits in the rest of the world. The US MSCI’'s NERI was negative in
October for a fourth month following 23 straight positive readings, falling to a 28-month low
of -12.4% in October from -9.4% in September. That compares to post-pandemic high of
21.1% in July 2021 and an 11-year low of -36.9% in May 2020. The AC World ex-US
MSCI’s NERI was negative for an eighth month following 17 straight positive readings, as it
dropped to -3.5% from -3.0% in September, but is above its 22-month low of -3.8% in May.
NERI was negative again in October for EM Asia and Emerging Markets. EM Latin America
also weakened m/m but was positive for an eighth month. EM Eastern Europe turned
negative again in October. Here are October’s scores among the regional MSCls: EMU
(3.7% in October, up from 3.6% in September), Europe (1.1, 1.2), EM Latin America (0.7,
1.1), Europe ex-UK (0.5, 1.1), EAFE (0.0, 0.2), EM Eastern Europe (-2.5 [26-month low],
0.4), AC World ex-US (-3.5, -3.1), Emerging Markets (-5.5, -4.9), AC World (-5.9 [27-month
low], -4.8), EM Asia (-6.1, -5.5), and the US (-12.4 [28-month low], -9.4).


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cB3q8_QV1-WJV7CgP-JN57GRc9bff8BW5rDH5m3mqnf_W3Zc0XB7LfJ6TW76y-K_8KlZgPW6mgvgW7Sx37pW27qmmd5rK0zzW2r5VdS8zxk5mVC3dNZ1RK3RDW8jWMPc62HtnrW6z-lp_3-_KHlW3NKm_z4Jy07BW8v4NsM7q_kQlW1GxWSt10cG0XVpf9SJ2x2BZPW2FLNV11VXdzcW5gkZ4d9hJrHbW1xJQ8R1qtPZFW8p7pGq1f5vbYW5mX-_Y17VCbrTsJ2M5vKLdMW1x00Rv90S7ztW7hz98t8RB0jl34Ts1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cV3q905V1-WJV7CgDwkW22GZQ35rrGWVW1XjQfw3RNfSFW315z8t5_k0BXW54z2pl3lGrwjW6jF9X_97XdXxV8mW6V4r-TfqTTCdb4kpDjwW8t_ZFR62n1zWN73q52Kp3xlfW8-vnfF3PgglrW4CcQLL9k7WMrW4f8BhM4R7L_6W2YcH8G8YnNH1W5yBZvn7s2KjsW6lDMLS3y3SDMW4hp3JY4ly625W2wyn5q4b3NkkW2l29rk3P4s4fW8XKcLw40B9LtW1nKmzD2ZqhxkW92Qhfp7dLxV5W7X7tnZ4vDJcVW2zZTBr7Vkq0RN1QNpX_qpyzN313v1

MSCI Countries Net Earnings Revisions (link): NERI was positive for 20/41 MSCI
countries in October. That’s up from 19 in September, which was the lowest count since
October 2020. It had peaked at 35/41 during May 2020, which nearly matched the record-
high 36/41 from June 2004. That also compares to zero countries with positive NERI from
April to June 2020. NERI improved m/m in October for 14/41 countries, the lowest count
since April and down from 23/41 countries in May and June. These countries had relatively
high NERIs in October: Greece (33-month high), India (eight-month high), and the United
Kingdom (eight-month high). Norway has had positive NERI for 27 straight months, followed
by the UK (26), Italy (24), Turkey (24), Austria (23), France (22), and Chile (21). New
Zealand has the worst negative-NERI streak, at 25 months, followed by Hong Kong (17),
China (14), Belgium (13), and Brazil (12). NERI flipped back into positive territory in October
for Hungary and Ireland. It turned negative m/m for Poland. The highest NERI readings in
October: Turkey (17.6%), Portugal (14.6), Austria (10.5), France (10.6), Greece (10.5 [33-
month high]), and Italy (8.7). The weakest NERIs occurred this month in Peru (-21.4 [28-
month low]), Switzerland (-17.6 [28-month low]), Hong Kong (-15.1), Taiwan (-12.5 [28-
month low]), and Canada (-9.6 [27-month low]).

AC World ex-US MSCI (link): This index is up 4.1% in local-currency terms so far in Q4 to a
14.9% decline ytd. In US dollar terms, the index is up a similar 4.1% so far in Q4 but has
declined a substantially greater 25.3% for 2022 to date. Local-currency forward revenues
has risen 17.6% since it bottomed in January 2021 and is just 0.1% below its record high in
mid-October. Local-currency forward earnings is down 0.8% from its record high in early
September but has soared 57.8% since it bottomed in July 2020. Revenues are expected to
rise 12.7% in 2022 and 3.1% in 2023 following a 17.0% gain in 2021, and earnings are
expected to increase 14.1% (2022) and 2.4% (2023) after soaring 57.3% (2021). The
industry analysts’ sales forecasts imply short-term 12-month forward revenue growth
(STRG) of 5.0% and short-term 12-month forward earnings growth (STEG) of 4.5%,
compared to 4.1% and 10.0% before Covid-19 hit the news. These measures bottomed at -
0.1% and -0.3%, respectively, during May 2020. The profit margin implied by analysts’
earnings and revenue estimates calls for 9.2% in 2022 and 9.1% in 2023, compared to
9.1% in 2021. The forward profit margin forecast of 9.1% is down 0.2ppt from its record high
of 9.3% during March but remains well above its 10-year low of 6.6% at the end of May
2020. The Net Earnings Revision Index (NERI) for the AC World ex-US MSCI was negative
in October for an eighth straight month following 17 positive readings and weakened to a
five-month low of -3.5% from -3.0% in September. It remains near its 22-month low of -3.8%
in May, which compares to a 12-year high of 6.4% in July 2021 and an 11-year low of -
23.9% in May 2020. The forward P/E of 11.2 is up from its 29-month low of 10.8 in mid-
October. That compares to an 18-year high of 17.1 in February 2021 and its March 2020
low of 10.8. The index is at 21% discount to the World MSCI P/E, still near its record-low
22% discount during the first half of 2022.

Emerging Markets MSCI (link): The EM MSCI price index is down 0.9% in US dollar terms
so far in Q4 to a 29.6% decline ytd. In local-currency terms, EM is down a lesser 0.8%
guarter-to-date to a smaller ytd loss of 23.3%. Local-currency forward revenues has risen
10.2% since its bottom in January 2021 but remains 5.4% below its record high in May
2019. Local-currency forward earnings is up 28.3% since its bottom in June 2020 but is now
10.3% below its record high in early March. Revenues are expected to rise 12.4% in 2022
and 5.0% in 2023 after jumping 21.1% in 2021. That’s expected to lead to an earnings gain
of 8.7% in 2022 and 3.6% in 2023, following a 52.5% recovery gain in 2021. Forecasted
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cV3q905V1-WJV7CgZDSVm3Hr823sXhSW6vNvtK5pkQl2Vp_kTT8VfhDMW2RMRxS3FVbjYN5GVkZsK5F4PW6wT1WZ1sx_8kW2Pl_VX4cV5QsW74wJxC6MdLmNW5Ry3305CR8bLW6Z3QQj2vjhngW2NPdsc7dPbsxW6SBjpy2n4h6VW42Z8q55_phDqN3R1h64cD5S4W7F-9BG5RgygYW3knFrD4pV_9HF54bf8Nn8RxW1sfF9q26W-N0W85BB4q3vRGfZW8D8JBW23vQ3SW8Fg3gW1FdTH4W2Gbk2l7k90Y3W6tcpsJ3V-xZCW8nZTdv6VVbvJ3crN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cB3q8_QV1-WJV7CgW2_W7DNkSz5n0pQFW5xV-TD6Yc7_QV5q7hV464Yz9W6pLJrQ3ktPlXW8V01Lb6ZQB2xW50mkCz6qlWpQW5v-b1Z24lJw8W6CsRnz2ytgwJW2DkRKv5hSBXpTcwZZ3pc0GYW8-ZpKS3L1scWW13Y7NL4_H1CQVZ2h7c6thyHjVnfMWM5xjxLJW6JC-j56WsBzyW8YxKpR53kh2VW5_mN5F9jrMZrW69mCq48vTkHgW3WhDrX3nw2qMW15LBWg3mmP34W65-qss1XCT1mW1kR5mg29mjtm34W21
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cB3q8_QV1-WJV7CgCdjW7nNrLd3wljVLW7KCvsj1g9m96W6yQczC5mcf9mW37kV1z168r-KW4rR1dJ5NXLB-N72ZHWHGrBt5W7y480V6tCZPbW8mf1r12845P3W5mbydC8g8_9gW9jtsWC5KKX3nV2nNnK2fDNL5W7X3FQh45gHxwW5LG5gn11tfFVW3p7vXy6rSb1RW6shb-x6R4nGVW365zWV37Vs13W30trJS4hNRjwW2CW_sn7x50pVN1jHb4gqZrRvN7TgW_kXV03rW3xr2lC8Lch97W7SCc4w6v-kkX327P1

STRG of 6.2% is down from April 2021’s 11-year high of 12.6%, which compares to a five-
year low of 3.6% at the end of April 2020. STEG has dropped to a 13-year low of 4.2% from
a record high of 33.7% in December 2020. The implied profit margin is expected to drop to
7.4% in 2022 from 7.6% in 2021 and fall another 0.1ppt in 2023 to 7.3%. The forward profit
margin of 7.3% is up from a four-year low of 6.1% at the end of May 2020 and compares to
its 10.3% record high in December 2007. NERI was negative in October for a 12th straight
month and weakened to -5.5% from -4.9% in September. It's up from a 23-month low of -
7.3% in June, which compares to an 11-year high of 6.0% in February 2021 and an 11-year
low of -18.7% in May 2020. Emerging Markets’ forward P/E of 10.2 is at a 29-month low
now, which compares to a record high of 16.3 in February 2021 and its March 2020 low of
10.1. The index is trading at a 28% discount to the World MSCI P/E. That’s up from a 33%
at the start of the year, which was its biggest discount since 2005.

EMU MSCI (link): The EMU MSCI price index has soared 8.6% in local-currency terms so
far in Q4 but has fallen 17.5% ytd. In US dollar terms, EMU is up a greater 9.5% so far in
Q4 to a bigger ytd drop of 28.3%. Local-currency forward revenues remains close to its first
record high since September 2008 and has risen 23.2% since its bottom in January 2021.
Local-currency forward earnings is up 77.5% from its bottom in July 2020 to just 0.2% below
its first record high since January 2008. Revenues are expected to rise 13.0% in 2022, but
slow sharply to just 1.9% in 2023 after gaining 17.3% in 2021. That’s expected to lead to
earnings gains of 17.1% in 2022 and 2.8% in 2023, following a recovery gain of 75.5% in
2021. Forecasted STRG of 3.6% is down from a record-high 8.3% during April 2020, but
that’s up from an 11-year low of -0.9% during April 2020. STEG has dropped to 5.1% from a
record high of 47.4% in December 2020, but that’s up from a record low of -6.7% in April
2020. The implied profit margin is expected to rise from 8.4% in 2021 to 8.7% in 2022 and
8.8% in 2023. The forward profit margin has dropped to 8.8% from a 13-year high of 8.9%
in July, which compares to a 12-year low of 6.0% at the end of July 2020 and its 9.1%
record high in October 2007. EMU’s NERI was positive in October for a 22nd month after 27
straight negative readings but leads all regions; it edged up to 3.7% from 3.6% in
September. That compares to a record low of -35.9% in May 2020 and is down from a
record high of 15.2% in September. EMU’s forward P/E of 11.0 is up from a 29-month low of
10.3 in mid-October, which compares to a record high of 18.3 in July 2020 and a low of 10.2
in March 2020. The index is trading at a 23% discount to the World MSCI P/E, which is near
an 11-year low and among its worst readings since 2001.

China MSCI (link): The China MSCI price index is the second-worst performer of the 49
MSCI countries so far in Q4, with a decline of 11.7% in local currency terms. Its 39.0% ytd
decline ranks as third worst of the 49 countries. Local-currency forward revenues has risen
only 0.5% since its five-year low in June 2021 and is now 37.1% below its record high in
October 2014. Local-currency forward earnings is 3.6% below its June 2020 low to a five-
year low and is now 20.8% below its record high in June 2018. Revenues are expected to
rise 10.5% in 2022 and 6.8% in 2023 after surging 19.3% in 2021. That’s expected to lead
to earnings gains of 8.7% in 2022 and 14.8% in 2023, following a 9.2% increase in 2021.
Forecasted STRG of 7.3% is down from an 11-year high of 13.5% in April 2020, but that’s
up from a five-year low of 5.0% at the end of April 2020. STEG has dropped to 13.9% from
a 10-year high of 18.6% during December 2020, which compares to a four-year low of 8.0%
in April 2020. The implied profit margin ranks as one of the lowest in the world; it's expected
to remain unchanged y/y at 4.3% in 2022 and to rise to 4.6% in 2023. The forward profit
margin of 4.5% is down from a record high of 5.2% in July 2021 and now matches its
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https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cB3q8_QV1-WJV7CgVM6W4d2Ktd8tk11pW1yP2p-8TYsQNW2Qd8-g3BqWFMW8RsClv5BJFdxN1P16h_Z8yvJW8V98M37Km9nZW1SpqrQ2wgnd9W1WHZjK8fDgXGN7TXTywKgHsrW6_FPbL14ycq3V-t0vM3sSK8CW5bP0Wd84PHq8W5zc3Tm5f13b_VrXFbB50cHCFN8wM0vn40-hbW7pdVcR3z99QXV3Bdyl7-VDTlW8Trp1j3YWmQDW2TVyVz8tCP3qW6pRCCc352zMvW3ymx9q2B5Lb2W3S7Nlv4qyYwX32Q91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VXcWyd1_k_1pW9jsd6M7_cnz7V3Z50p4RWt0PN4nN_cB3q8_QV1-WJV7CgQbfW8VbZCL4GvpYHW5BvtLb7FgTwNW7S_FKH6TR7NxW3LQGbk50PyG-VdXXLG8JXW9YVcFDVL3vq8l-VlR0t83rBmdJW8P-v5k5kP1z6W4Q8STJ8MhCWQN73C8JZWK4YRW9jWqlM85KKjCW4RcVkh36ztWHW3ktRxj4TDlfKW3YnKXm42GhJRN5JfBvmVZp-CW6KnmLy3jgGdkW2jzr2D64JVXpW8W326f2j8h6ZW59KjNH3-B816W2fDjvx1xdwTWW8mG--779VTt9W9kH_CM6DLrWn3dYk1

pandemic low of 4.5% in May 2020. NERI was negative for a 14th straight month in October
and dropped to -7.1% from -6.3% in September. That compares to a 23-month low of -
11.7% in May and ranks as eighth worst among the 41 MSCI countries that we follow.
China’s forward P/E is down to a seven-year low of 8.5. That compares to 12.1 at the start
of the year and its March 2020 pandemic-low of 10.5. The index is trading at a 40%
discount to the World MSCI P/E, up from a 22-year low discount of 46% in mid-March.

US Economic Indicators

Auto Sales (link): Auto sales have risen for four of the last five months, by 11.4% m/m in
October and 20.0% over the period, climbing to 15.3mu (saar) last month from 12.7mu in
May—back up at January’s pace, which was the strongest since May 2021. Sales averaged
15.1mu for all of last year—with last year’s sales reaching a high of 18.4mu and a low of
12.4mu. Domestic light-truck sales increased 11.4% and 17.1% over the comparable
periods to 9.2mu (saar)—also the highest since the 9.5mu reading at the start of this year.
Meanwhile, domestic car sales moved out of its recent flat trend, climbing for the third
consecutive month, by 16.0% in October and 28.1% over the period to a 17-month high of
2.5mu (saar). Sales of imports are also showing signs of life, climbing for the fifth
successive month, by 21.8%, to a nine-month high of 3.6mu (saar) in October.

Global Economic Indicators

Global Manufacturing PMls (link): Global manufacturing activity remained in
contractionary territory in October as new orders fell at its steepest pace in 28 months, while
business optimism sank to nearly a two-and-a-half year low. The JP Morgan Global M-PMI
fell for the eighth time this year, from 54.3 in December to 49.4 by October. The report
notes that China, the Eurozone, and Japan were among the larger manufacturing
economies to see a contraction, while the US showed only a slight expansion. Here’s how
October M-PMis ranked by country/region from highest to lowest: India (55.3), Australia
(52.7), Indonesia (51.8), Thailand (51.6), Kazakhstan (51.5), Ireland (51.4), Brazil (50.8),
Russia (50.7), Japan (50.7), Vietham (50.6), US (50.4), Mexico (50.3), Colombia (50.0),
WORLD (49.4), China (49.2), Canada (48.8), Malaysia (48.7), South Korea (48.2), Greece
(48.1), Netherlands (47.9), France (47.2), Austria (46.6), Italy (46.5), EUROZONE (46.4),
Turkey (46.4), UK (46.2), Myanmar (45.7), Germany (45.1), Spain (44.7), Poland (42.0),
Czech Republic (41.7), and Taiwan (41.4).
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