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US Inflation: Colder & Hotter. Inflation is following our script, more or less. Earlier this 
year, we expected that the headline PCED would range between 6%-7% during H1-2022 
and that it would peak during the summer, falling to 4%-5% by H2-2022 (Fig. 1). In our 
forecast, it would continue to decline to 3%-4% in 2023. 
  
How is that working out so far? So-so. Here is an update: 
  
(1) Forecast. The headline PCED inflation rate peaked at 7.0% during June. It was down to 
6.2% in September. October’s headline CPI suggests that the headline PCED might have 
fallen below 6% that month but remained above our 4%-5% target range for the second half 
of this year (Fig. 2). Nevertheless, we are sticking with our forecast, for now. 
  
(2) Nondurable goods. One of the basic premises of our forecast has been that food and 
energy prices would stop soaring and start weighing on the nondurable components of the 
two measures of consumer inflation (Fig. 3). After all, food and energy prices are mostly 
determined in commodity markets where “high prices are the best cure for high prices,” to 
paraphrase the age-old adage. 
  
The CPI energy inflation rate peaked at 41.6% y/y during June and fell to 17.6% during 
October. The CPI food inflation rate edged down to 10.9% from its recent peak of 11.4% 
during August. The SPGS commodity indexes for both energy and agriculture and livestock 
peaked during the summer (Fig. 4). Food and energy account for 13.7% and 8.1% of the 
headline CPI, respectively, and for 51.1% and 16.4% of its nondurable goods component. 
  

 
Check out the accompanying chart collection. 
  
Executive Summary: US inflation is sticking roughly to the script we’ve been expecting, having 
peaked in the summer and fallen since. We expect further declines through 2023. Today, we review 
what’s been going on beneath the surface of the headline rate, including the recent trajectories of 
nondurable goods, durable goods, and services inflation along with our expectations for each. … Also: 
The central banks of Europe, Japan, and China each are battling inflation along with daunting 
challenges specific to them.  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgVc3VGTHlX1MjLQmTfj0969x-0LN1GCF008kM7cW8v8BXy3ZgM_9W1WQp5Z1tc9KqW8yMf0D4zv5m0W89yGQn6b92J3W6CQMg_1LhlWnN6S7mQvjY-nzW1K25y47D1yChW3wV8064NfjZ9W2V2Wf82B_DtGW99j_CG8LFNCQW1n-Mjg660SbHW3KwJBc2nZ0p8W9kPhk14KC5Z5N4SCnCHkVfFvW6gVF4n7yqZ5lW31bNvt3qNJLhW3b8N9y2Dxq-SW933K4-4TxsNMW5Jt4DT1cz3V82y_1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgBySW8tZHVL3Xky2KW46mSq-5XyRZxW1pZXhc8fYqrWN1P9H1PNwKhbW6R8W5-3VTj47N6Pk1G2W3G1wW1rZ5NY4xYKytW4Pc4ls3FYjZsW3G1Lcz7s26D_W78rywp6_RZDdW6vZ0h26rcnvfW5-J4Zy8XyK2KV8f_hk8xMJ01W1bD6V84vzT3SW75fC5T4NH9yvW6KQCpZ61tMB8VfGvP91QTrBTV4p1QJ4JY1_ZW68m1lJ8k9vbyW9gM_mw8n-54fW5ww92w3J3pktMq8CVk6_tcR34Pz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgSQ8W28lBvw6kRz_GW6vT8k71_VbzVW4tPYP05Sr4vXW3HsFW45VlBDvW3wCDrp3XCCVpW5RDN9561shj7W7GG6756f9rGhW7s4Dsr9gTp-DW68Bdc7542cMXW2J4tnj9by7t8N3c13v3zQTtnW6TLh0g8yKHb7W7fSDX492sYz9W3lM39T3ND4dpVdHMvR3LWZwmN6Q91Q2HvbJvW5vMZ2_8wmSxnW8WGJcq2LgY00V2FW3q7D1MnWW8_fybP192HrHW4gmrfX7Nf6C5M5Hpj3x_p7b3c1j1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgSYgVk9CXD7PWFP-TK4Gf3cTl1XW4htnjx8t1v89W4Hlj4V29F3xwW56pwm47-g3wpN76QjJDFVkf4W2xsQl169FLTlW1Y4Vph5Cdg2_Vkg1Pd30w_RJW7Hm-Wy4Kv-3VW6NPRPH4TFKhLW3MPzsp8h0NZgVnHHBP22bJQ8W380gC11DL5FCW7gxp0M1MxssPW24_v3-6zJHYlW5qNR5x4j8lTVW3d1W4v6qs2WxN7cqZyt_nzs8VfN11c2VMZqhW7llx0Q7-59kgN8gQ2cXhHl5v33Nt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWN0gl2V8tDDW3szsqQ90d3xQW8SvcRS4Sn2FwN4dVQbS3q8_QV1-WJV7CgDB_W2bc13j77whPHVbhYxD143RmDV58D_04h_gb6W1TNF968Xyt_mW4dn72b1bmSP1W8Mqqn33VZfZRW2Ltwkn1Y_HqLN1XNBr1Z2h81W2yWHc632CVNcV_-d0y8ddNtnW8zCY-J2rz6XCMrmLRx684ZCW1R36PR2KgnRJW4JLvPT98Xz4xV_Mcgw203k-gW5jsJCC8V4J3bW22k_yZ3vHn10W8rTlZs5vQ3RkW8X99ZZ4tD1gNW5KZq_W3WWxksW638LJ06D71X0W4_Z-lN7DcSxP35LG1
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By the way, apparel accounts for 2.5% of the CPI and 9.2% of nondurables. Its inflation rate 
peaked at 6.8% y/y during March and was down to 4.1% during October (Fig. 5). It is likely 
to continue to moderate since retailers are reporting that their inventories are bulging 
because they ordered more goods than consumers wanted or needed after their post-
lockdown buying binge during 2020 and 2021. 
  
(3) Durable goods. Another basic premise of our inflation outlook has been that durable 
goods inflation would drop as rapidly as it soared during the first half of this year. Again, 
that’s supported by retailers’ reporting that they must slash their prices to clear bloated 
inventories of both nondurable and durable merchandise. 
  
That’s working out just as we expected. The lockdown and subsequent social restrictions, 
as well as the relief checks sent by the federal government to millions of Americans, 
boosted the personal income and personal saving of consumers. The result was a demand 
shock in the goods market that triggered a supply shock (i.e., supply-chain disruptions) that 
caused the CPI durable good inflation rate to soar from 3.7% y/y during March 2021 (when 
the third and final round of checks was disbursed) to a peak of 18.7% during February this 
year, the highest since the early 1940s (Fig. 6). 
  
Retailers and importers couldn’t keep up with demand and ordered more goods from 
domestic and foreign manufacturers. However, starting this summer, Americans satisfied 
their pent-up demand for goods and pivoted to spending more on services now that these 
industries were no longer capacity constrained by government social distancing restrictions. 
The inflation rates for used cars and trucks, furniture and bedding, and household 
appliances have tumbled in recent months (Fig. 7). The CPI durables inflation rate was back 
down to 4.8% y/y during October. 
  
From the mid-1990s until just before the pandemic, durable goods prices tended to fall on a 
y/y basis because of productivity gains, cheap imports, and the commoditization of many 
durable goods products. We expect history soon to repeat itself in this segment of 
consumer prices. 
  
(4) Services. Just as unintended inventories of goods started to pile up, putting downward 
pressure on durable goods inflation, services inflation started to take off—literally, as 
airfares soared from -4.6% in October 2021 to 42.9% in September and held there in 
October (Fig. 8). Lodging away from home, on the other hand, peaked at 25.1% in February 
and March and was back down to 5.9% in October. 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgWndVr7qVB20WhDTV5KyCN1542WwW9hpxY38-k4W3MCF0fCZcq3gW69Fq8j1JPZvVW1Wt16G3NDNKrW8yF08V3C6RbwW13_CLW8_JfqKW19N9gy1N1GN7W67zt7Z6GmP_dW2YjJv57DL8xTW9hzLV-7NKbr1W8xgzyB4czTLwW8LvH0B4tZ_8XW1zZY6H79FBNtW44YhZD5PfMBdW6JyFYn4VHvzPW6-6P8n2BjPL-W6ksRmj5hpbqxW6yP4XN27T9W6N4DmhqMhDfdHN4s9BZxz4kW734GY1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgC4PW57J8j31-nhJLN5BD1sm8X10yW3fYK453bSCqBW76h8k72GmQ6NW1lZQLZ7lqTLNN8rysQN13WN7W3rFk3y37Pcp1M52Gf04lw7PW942_Q_4vN2RhW9jt9G-95lZ_KN2CR2l3MzSpKW8cHXhv2pzg1GW3Hf7M05GJJVpW7wZshV4jbgv_W3lQGGB4svn66N7yLYqnt9bvnW9lzBk-8n2t2_W826cg87Rf9cnW2pQmPD4q4XQDW96t1QX2qkcD8W29zWPp3HLGqyW5Kx_sf3jR4KS3ljt1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgJmtN4nxkLwhL6PrW96hJjt10VdyDVCKf7g4XmLgjW8LkPnF4VWfrbW93SkMY4jLWV6W8s5j-R5LCWZCW7k0Y4K92ntcyW7mj7q196xjCNW2HxCNB6vfF4vW8YV6d83r142NW6jtW0M760ZFVN58SxM2D8LlDW2hVjXc1BbrZkW16Zl3952CBj7W1fGfM791my_0W7cMpB95-3m1YW1b1Bdh301BVMW3KBhFR1MYnX4W8F24pX58hG7ZW8lsw206lJrVYV959KD7PsKS8W7znyPp2mBnRm368C1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgzFVV505KC90y0hnW2qrSlm2BWSGBW884QYx982nPBW3V_FbC5jzl-FW6RyMNt2DslBcW8sFFhP9k0w4XW7CvRtN3cZ_8dVyHwkN4qCP-8W8-dXxT984R7lW7ffgGc548nywW5CVvR21-vH54Vxq0Vk3NyjqFW7zPYTG174YzRW3TCND23Yn_0NW7Rpk8w33nF55V4gPV_8FH-WmW26C1Dj4mYtgSW4h0LSd3QLbnZW7NmSYz1lxp8wW2Q7JH26_FvTjW7s_b0x7t4RqQVsBwtm34vzBd3nFZ1
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Another major source of inflationary pressure in services has been transportation services, 
which includes airfares and accounts for 6.0% of the CPI and 9.9% of services (Fig. 9). It 
was up 15.2% y/y through October. 
  
Of course, the overall CPI services inflation rate was also driven higher by rent of primary 
residence and owners’ equivalent rate, as housing affordability plunged because of rapidly 
rising home prices since the end of the lockdowns and soaring mortgage rates this year 
(Fig. 10). The former accounts for 7.4% and the latter 24.0% of the headline CPI, 9.5% and 
30.7% of the core CPI, and 12.2% and 39.5% of CPI services—which soared 7.2% y/y 
through October, up from 3.6% a year ago (Fig. 11). 
  
Global Central Banks I: ECB in the Danger Zone. Higher energy costs are feeding 
through to more and more sectors of the economy, said Christine Lagarde, the head of the 
European Central Bank (ECB), in a November 1 interview. Indeed, headline inflation topped 
historical readings at 10.7% in the Eurozone, with the core also at a record 5.0% during 
October (Fig. 12). Here’s more: 
  
(1) Not done yet. That’s why “we decided to raise our interest rates for the third time in a 
row” during the last ECB meeting, Lagarde continued. She added: “Since July we have 
raised interest rates by 200 basis points—the fastest increase in the history of the euro. But 
we are not done yet.” That’s all consistent with what we had expected based on 
commentary from central bankers, as we detailed in our October 26 Morning Briefing. 
  
(2) Support for some. The bank is concerned about the potential for consumers and 
companies to start expecting higher inflation rates in the future, a “dangerous” development. 
However, the risk that some households might be vulnerable to increasing debt-servicing 
costs needs to be addressed by country-specific policies, Lagarde observed, nodding to the 
ECB’s recently announced policy tool for financially unstable countries. The ECB’s biannual 
Financial Stability Review, coming out later this month, will provide a more detailed picture 
of how this tool will work. So far, we do know that countries deemed to have a lack of fiscal 
discipline will not receive this support. 
  
(3) Looking ahead. Lagarde reiterated that the ECB foresees “inflation at 8.1% this year, 
5.5% next year and 2.3% in 2024. Growth is expected to slow to 0.9% next year and to 
reach 1.9% in 2024.” The risks to the downside have increased since the ECB made its 
baseline projections in September, she said. 
  
(4) Discord on the board. Other ECB board members do not seem to be in favor of raising 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgLL0W5rByGr2zf6hBVxFDt624k8VYW3nh7Tj1kq8SFW8rfHZ-5YqMYNW59wSPY5DMsr6W2-8gCx2sMtSrW8cTGz46kB0gZW9hQ-2f1x3BSpW3QgR1G6_15RkW1j_Z413bqHGYW8Ws4gL40ZvC_W8v4JVD4m_Q43W48GGmj3L4zmhVB14L31j9_gpW13bZCv5SdHtzN2l0J--lRX3fW7b336495J0x3N1JjbsQ3pP17W2hnYR240wr7hW29Hn1334QKQ6V__m1H6MVTChW3LLqxL8jbht83hxf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgHz_W4DD-Jl1Jgt37MKQZFMk3MDCN6PZW9zfCLpyVCQhm27QNNnrW5b6tLl1dP5bPW2ll7WT62dY9-W77L4xS6Z-0p_W2TjMN53-mW11W1nmT6z2DDpfZW2L8LzF5TNZmxW7wg_p_1ZLlgRW6HR-Lz3w1ch7W8ZfxRm7mlmnzN197Z8Bn8MRhW7DJBV01kdmt5W8SZbWl7zzH5JV7JZg92XRL5dN5YSbJmcL4DTW4lP7bH4wcDdJW4dMZ8J62dyRBW8Xs87-2DY5VLW6w-dpt4WJ4Bw37kV1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgS8mW6zNBVQ7ht0hqVRSmJ08S-vk6N2Vd2TwpmH6GW5kJkWB7nD0D3W4YVj4h8C5mS_VftxJV6P8gz1N3LFzPwqdzbMW4hWvt498QkXzN25kfyyxk0lhN5DjQGkR5W53W2fP3yg8JdCPnW1rV9-x6KkXnfW2ddT531Sv5WBW52ZQ5d2F8cHyVqZ63p8BWvRLN1tcVyT9Y4LDW8tcHZT4DJv-vW5p-L1b5fNv29MSNr9JBGcBlW373Fmc1TbtCVW5FRZrc8Hxkh_W32dQ1N3whzxh3cBL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyFJ3q90JV1-WJV7CgN2nW3YR6Cl8CfF-GW8S2GjN72-JGzN6fZ8FfBvYwSW8ZhrSs1zf1T1W1T0Kpl8bFPT5W64zq4D6RlDTDW94TcKW5G3-yGW4Fz_vx3MVlCwVkN09_1CSkMxVlRstl7sjYJvW35QFLc7M0SX4W5D8JZf10zS12W94Kmlb5jQNy2Vvb7PV5l5g_5N7pVrytd5ScjW7-R-1S1TSchfW1PRwsK5-DQrvW8H1KQ91LmRbfN7jqlN03-jknW4QP2rJ9fpKgZVmW90x7ymKtCW57DmyR249d1HW5GCh444xJ_6rW5cn6K34jcYMbW1XX9DF4ztvhYW46VFCD5yzsC8W8MwXXL3Xdl7lW6btwDD5G3mbt3m3s1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgMfPVwhmqH656W0cW6y-VmP3ZRmdRW51tLCh2p4hgCW4nmJmp4sL3NPW6QNGf65MbkgjW6MCzfC26Z8bMW73BVsB5Mq9QnW9f9YRr9fBls2W488Lpd7KFjK2W4P_8sV9hpPw9N33z8W22x9XVW7v1th_3rTv_tW7H5ZJ48BxPHbW1GN3D31smV57W48n9M22qv1XnW8RpnsD1DMhG5W3rkN9S84vPgXW1KX3ps21GG-TW5QDDN56DT062N8Br5tFbZwcZW3BgqYT8ZvkwSN3hL-Z7vvpHD3k1W1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyF53q905V1-WJV7CgRWkW1wHjD36p--PhVdgk9V7_L163W25WlJ41JC5n-W8L7Rtg3lHm_tN1tPBB59C2x7VQl__v8THtH5V8KLT56xf2JpW7dRjgp9brgJJW50cqSN7Nnk0PW6vxL0r7HR0jwW4-cdSs3j3gBPW7pRDrj1s1NNsW5ncq0R7_RkGTN7VNHf5ZYMbWW2_0fcp2FmrWpW3WCGSr4qHsl4W63ng7y6j1qXWW2_8SWF10MBDWW5Kvkdd5V1YGtVXp-jN5B59ZkW8z5skd2wwmTJW3yZJrT24xqfNW9lrgq46K9mShW12-z7W8L794r3jpS1
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rates as aggressively as Lagarde implied. In a speech yesterday, ECB board member Fabio 
Panetta said that monetary policy should not “ignore the risks of overtightening.” 
  
Global Central Banks II: BOJ in the Twilight Zone. The Bank of Japan (BOJ) remains an 
outlier when it comes to global monetary policy. Japan’s September inflation rate of 3.0% 
was the highest reading that the country has seen in a more than a decade. The rate is 
comfortably above the BOJ’s inflation target of 2.0%. Compared to inflation in Europe and 
the US, however, Japan’s inflation rate looks almost measly (Fig. 13). 
  
That partly explains why the bank isn’t tightening while most other global central banks are 
doing so. At its October meeting, the BOJ decided to hold its key short-term interest rate at -
0.1%. It continued to pledge to hold 10-year Japanese government bond yields around 
0.0% and said it would take additional easing measures if needed. Here’s more: 
  
(1) Wages wanted too. BOJ Governor Haruhiko Kuroda recently reiterated that the bank 
aims to achieve its 2% inflation target accompanied by wage increases, according to an 
article in yesterday’s WSJ. Real wages in Japan have been on a downtrend since 2013 
(Fig. 14). 
  
(2) Easing resource prices. Additionally, Kuroda recently said that there are some signs of 
local inflation easing, reducing pressure on the bank to tighten its ultra-loose monetary 
policy. At a news conference, Kuroda explained his thinking: “Recent price increases are 
due mostly to the rise in import costs and their pass-through to consumer prices. But 
resource prices have already started falling.” The government’s currency interventions have 
helped to slow the decline in the yen in recent months, he added. 
  
(3) Projections heading down. In the BOJ’s quarterly outlook report, the board edged up its 
2022 inflation forecast to 2.9%, from 2.3% back in July, due to rises in prices energy, food, 
and durable goods. Looking further ahead, the CPI is expected to drop below the bank’s 
target to 1.5% for fiscal 2023 and fiscal 2024. The board also cut its 2022 GDP growth 
forecast to 2.0% from 2.4% due to slowdowns in overseas economies and the effects of the 
spread of Covid-19 this summer. For 2023, the bank cut slightly its GDP outlook to 1.9% 
from 2.0%. 
  
Global Central Banks III: PBOC in the Red Zone. In a recent note to employees, the 
People’s Bank of China (PBOC) pledged to keep the currency stable and to maintain the 
“reasonable” growth of money supply and credit, reported Bloomberg on November 11. 
Support will be increased for struggling sectors of the Chinese economy, the bank wrote. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgH3yW47tK3P8PY2MWV6XVXQ1xSL0BW2rSLqV4zMhP0W7rdvDM2___9rW5DhSPT2nLYJnN3YWBKPJjXpZW4wTGZh6XdmPVW6-N-2Z2YBZysW199kgq1T6pnzW2-Qx0l84rNF-W5RHb6d8TZcgjW62qmS82GshDqW2QFJLy6wxrvqW7mbKYX6fcf-MW3gPGGD4TrB58W1Jrjxd7l_0qxW74FF397KWsHkW6wh7hC7BHxZVW4fvfSD46Bvd4W4g3LFQ398CwTW8l4tL38nLKXpW3TCcz75TjhZm34LS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyFp3q90pV1-WJV7CgN7nW2sVn8h5Qs_SPN5KsCDLznXx-W4vC4VH2ngnW3W2ywFLQ4cK5-yW104gxr6t--5vW3qZt8t67L7TGW2QL84M8R5n96W8H7jXY5tPyqyW1yjXBN3G7CNYW5DkNhM88jw-HW8HVcm24ZQSCGW4G2R5Z3QLCGHW24g7KH1-2JNTW7mDMFx2xsF8nW1qLN4g5ssz5DW1KmCFY8hDF_kW46gss36P6wqwW1lB5K95_hy1SW3QSwKK1FhGrwW5MjbV71M8XFTN8nNKNfW9-NZVWkppZ5j7_hTW4HfP3F6BJwf3V8R881364HLnW98nHDb8S7QBgW3J85SW1wyHng3jgw1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyCX5nKv5V3Zsc37Cg-DmW3jHZhh6Y5YF1W5hT4mf6zKYjDW8_6J0-6-hmHhW8nYqkT93qSxmW8m_FGm38swv8W1zN12W3Q9kJnW9h-w3b1PVdysN9gxBXnYJWbBW2XQ2hG7Kx0MvW3x6TmV5skLzhW37tX_V5qRMg0W8FBCRs7ZQ1__W8YDmST4Lc7xxW6LvM542hM7JLW4DG3R81k0NP4W7HJj9W2T3tqpW76xTlb2yg3nrVwwPvR1b2qS3W8PG1jh5KvhNTW3t4t7P5ND7hbW5KD7Ql2F_0_QW2jNzqj1c7h8GW6k-hDV3Q9RCJW8VQ0m63cb6y2W5FSbrq9b-lWmW7rgPDf200WqQW83-RVH3krWqZW7ScsBr2VgnfjW7RgRFS8msYgbN6g0Wmv_gh_pW8kWX918DMgnRW4gQjLZ5nbHV33j2l1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgSWxW2K5sbF1W7TrkW6xQv_M7XSdspW4jn__d5WsRKfW27bcz31xv350W996xYf1xdMHHW385Fzm6TRTDTW6X8sxL5FbGS1W3TWD_P4RVq3vW5N5Jl45GfX1zW6-5x6h2LR7cFW1jR-bm6N4l-mW5-3Gd-4v2q6WW6ylCV_1sx4v_W2wy8R3638Gh_N2MmtFN8ZSqKW2gB_Tj6M1yb9W4t8r4k6GdyTGN2rXCssKzly1W831qRf3pyhVcW1FDbGr8Mj4ZrN9kHBd5c7yRDW6G9gsz1tG94N32hT1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyF53q905V1-WJV7CgMlBW7_szWN3VzGPKW2LtrDN3SgbZYW3GJH_51jkBQ5W305Xmg5hrmRYW6kVhfs4dBHHwW5Xxmz03TtscyW9884zn3xdskYVlfqGp8h4m2lW3V1z4L2dFjswW7x6j1T19PZ2WW1nlBzN2nnPNZVVr_8N7d9JZXW7XvSLP9bWJZtW4Jp-s65N5lJNW3rvMQw940rQJVgBQ5W6vXFPcN3YL2sgc2h-rW3wZLv93MBj-0W9hhhVZ11JFVcVJnzJt6bXMvfW1QrVYQ1THWRxN5N8NXJlhcvBW2Vwbvd8vtB8XV5470h5Sw-6j382N1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyCX5nKv5V3Zsc37CgPLpW4dJXQ649lDbqW4mvl-T83GrZJW6S6_WV5FRdYzW6QCwMp7JwshZW5Vd04j24rggyW33Ls1W31K31rW8V8wsX24vGR6W5vggr32MNmHnN5vfHr5cT40-W5MMw9n1QthVKW43cjlM7wS3M4W1Hjgv64DH8ChV8vmz_86PCn5W3ST5403GQ-qlN920VKVBjSmyW7dsP8K8RvwmLW6W_rWD4cjk0DW1Q48Jr7MrybQW4f_wq15Cx9fgW8-6Lrn6fT3P-W6181107Sx_w4W39tmT_6Kj08FW2vgBJz2tNYg9W7ZJyM06xQM9jW1FXv799ctkg6W7W0tlG1Lpg5FN3B2R-3bxfmTW1PZZsN2KxqtsW9hGd5R8MkBVBW5WTk8c2jClmGW1Cynpr2mKyTQW8W3n7N68RTbp3gFb1
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The statement followed the release of data that showed China’s credit growth slowed in 
October on the backs of Covid closures and a weak property sector. Central bank governor 
Yi Gang said earlier this month that he hoped the property market could achieve a “soft 
landing.” Yesterday, Bloomberg reported that Chinese authorities have issued a 16-point 
plan to boost the real estate market and a 20-point plan to reduce the negative economic 
and health consequences of Covid. 
  
Officials say that policymakers are sticking to China’s “three red lines” policies. Introduced 
in August 2020, these financial regulatory guidelines relate to keeping liabilities to assets, 
debt to equity, and cash reserves within “healthy” boundaries. Their primary intent is to 
promote the financial stability of the highly indebted property-development sector in China. 
Since December 2021, however, larger institutions have been excluded from the rules to 
encourage mergers and acquisitions among less stable firms in an effort to mitigate some of 
the pressure of bad loans. 

 

Calendars 
  
US: Tues: Headline & Core PPI 0.5%m/m/8.3%y/y & 0.4%m/m/7.2%y/y; Empire State 
Manufacturing Index -7.00; API Weekly Crude Oil Inventories; IEA Monthly Report; Cook; 
Barr. Wed: Retail Sales Total, Core, and Control Group 1.0%/0.4%/0.3%; Headline & 
Manufacturing Industrial Production 0.2%/0.2%; Capacity Utilization 80.4%; Business 
Inventories 0.5%; NAHB Housing Market Index 36; MBA Mortgage Applications; Import & 
Export Prices -0.4%/-0.4%; Crude Oil Inventories & Gasoline Production; TIC Net Long-
Term Transactions; Williams; Barr; Waller. (Bloomberg estimates) 
  
Global: Tues: Eurozone GDP 0.2%q/q/2.1%y/y; Eurozone Trade Balance -€43.9b; 
Eurozone Employment Change; Germany ZEW Economic Sentiment -50.0; France 
Unemployment Rate 7.3%; France CPI 1.3%m/m/7.1%y/y; Spain 0.4%m/m/7.3%y/y; CPI 
UK Employment Change 3m/3m -155k; UK Unemployment Rate 3.5%; UK Average 
Earnings Including & Excluding Bonus 6.0%/5.6%; Canada Manufacturing & Wholesale 
Sale -0.5%/-0.2%; Japan Core Machinery Orders 0.7%m/m/7.4%y/y; Japan Tertiary 
Industry Activity Index 0.6%; Mauderer; Balz; Buch; Elderson. Wed: Italy CPI 
3.5%m/m/11.9%y/y; UK Headline & Core CPI 1.7%m/m/10.7%y/y & 0.6%m/m/6.4%y/y; UK 
PPI Input & PPI Output 0.3%m/m/18.0%y/y & 0.5%m/m/14.6%y/y; Japan Trade Balance –¥ 
2.23t; Canada CPI 0.7%m/m/6.9%y/y; Australia Employment Change 15k; Australia 
Unemployment & Participation Rates 3.6%/66.6%; ECB Financial Stability Report; UK 
Inflation Report Hearings; Lagarde; Balz; Fernandez-Bollo; Bailey. (Bloomberg estimates) 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyCX5nKv5V3Zsc37CgWRmW1m6zkW3Gy8M9W3C0sQY8SbV3xN7vqy8JcBmQcVQ5mNf96-nQRW5xHLdp55lBC5W1Q0LvW4KQw5-w4FTp5hG4bW5tL_2f3S7RyzW8TVH0V8mm6MbW1wZNN37j9GXwW1347c-1XyYfyN8Cb8mjlc31PW7JkBZW32WwwcW5nFGB168zRs8W492f9h73SqHvW4qtvF44XfsKbW1RLxKc3GJlMVW5BbMv96qNHBTW8qc-wQ2L9LHqW8wgV2w8x1J54N4mZ_32VfDz1W6xgHyt8FYKfZN1QkF0pK6JVvW5zH2x29bsGYNW1bTDYd2dlY1DW26b95m5ByLznW80vlK54LVhpnW8nQ_3V3x7TDRW23RgFB4mV2BzW7GdfsP7mJDvCW2ksTVc4q9jfnVvgR_23_9YlG35CX1
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Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings fell last week for all three of 
these indexes for a sixth straight week. LargeCap’s forward earnings has fallen in 13 of the 
20 weeks since it peaked at a record high in late June. Over the same time period, 
MidCap’s has dropped 14 times, and SmallCap’s has moved lower 13 times. For a 20th 
straight week, none of these three indexes had forward earnings at a record high. 
LargeCap’s is at a 36-week low and 4.2% below its record high at the end of June. 
MidCap’s is at a 32-week low and 5.3% below its record high in early June; and SmallCap’s 
is at a 33-week low and 5.8% below its record high in mid-June. Forward earnings 
momentum continues to fade. The yearly rate of change in LargeCap’s forward earnings 
was down to a 20-month low of 4.8% y/y from 6.0% a week earlier; that’s down from a 
record-high 42.2% at the end of July 2021 and up from -19.3% in May 2020, which was the 
lowest since October 2009. The yearly rate of change in MidCap’s forward earnings 
tumbled w/w to a 20-month low of 10.2% y/y from 12.1%. That’s down from a record high of 
78.8% at the end of May and compares to a record low of -32.7% in May 2020. SmallCap’s 
was down sharply w/w to a 22-month low of 4.8% y/y from 8.0%. That’s down from a record 
high of 124.2% in June 2021. It had been at a record low of -41.5% in June 2020. 
Companies have been beating consensus estimates quite handily since the Q2-2020 
earnings season, causing analysts’ consensus earnings forecasts for 2022 to 2023 to 
improve instead of decline as is typical, but their forecasts have been heading lower lately 
for both years. Here are the latest consensus earnings growth rates for 2022 and 2023: 
LargeCap (5.9%, 5.0%), MidCap (14.3, -1.9), and SmallCap (10.5, 3.1). 
  
S&P 500/400/600 Valuation (link): Valuations soared last week to their highest levels in 
three months. LargeCap’s forward P/E rose 1.1pt to a three-month high of 17.4 from 16.3, 
and is now up 2.3pts from its 30-month low of 15.1 at the end of September. That compares 
to a four-month high of 18.1 in early August and an 11-year low of 11.1 during March 2020. 
MidCap’s forward P/E rose 0.8pt w/w to a seven-month high of 13.4 from 12.8, up 2.3pts 
from a 30-month low of 11.1 at the end of September. That compares to a record high of 
22.9 in June 2020 and an 11-year low of 10.7 in March 2020. SmallCap’s forward P/E also 
rose 0.8pt w/w, but to a seven-month high of 12.8 from 11.9. That’s up from a 14-year low 
of 10.6 at the end of September and compares to a record low of 10.2 in November 2009 
during the Great Financial Crisis. That also compares to its record high of 26.7 in early June 
2020 when forward earnings was depressed. LargeCap’s forward P/E in February 2020—
before Covid-19 decimated forward earnings—was 18.9, the highest level since June 2002. 
Of course, that high was still well below the tech-bubble record high of 25.7 in July 1999. 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgQZFW2x2Zdp8j23SSW30g6Vc18vRxFW9l0pk46Vxc9_W7P790P3msjPKW8lSS8K7GFQ6RW2jHZjF1pWTPRVlD14l8t79swW9lcKCy4sDLTzW8XGrDq8l513LW6sGN_q8SrYblW8d1Rz58cq9p4W661BZW60SwhjW1tRjkN2xvHz8W41_L-d6FCv9KW6nZfjM5T1Ll8W7JrJm07WCBnvW4r7BXn8Ppzr6W3LjJWP4rpJCmW2C1wtd7360kKW24pyqQ7PZFTqW8h-znf60_b7jW4Wfkvb4KhGhS1h1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgMvKW3xzcwC6tzSY-W26Fb1s3Kg_lmW9c7s7W2SRdYWW3cKgtR6--bCcW2P6q4s56XwTnMdQKqqvxNfgW49lP5f654xp4W7v74GF3QWh6QW2hWywK61FfM-W89XsSC58S6gtW1dqldK96V_9rVW6FkZ6XqghTN12MrWRNPz1tW4h4xrM4Cx1CJW8Qb-w91Rb_1pN3RzKjyClGS6W4FlSwH1R0M_pW3-rgsr11KYbhW2S7M4j3XsfQyVnHR_S3sl6PnW8Z-80y8ZxpgfN51srDLYNqf63flW1
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Last week’s level compares to the post-Lehman-meltdown P/E of 9.3 in October 2008. 
MidCap’s P/E was below LargeCap’s P/E yet again last week, as it has been for most of the 
time since August 2018. In contrast, it was last solidly above LargeCap’s from April 2009 to 
August 2017; MidCap’s current 23% discount to LargeCap is near its biggest since 
September 2000. SmallCap’s P/E was below LargeCap’s for a 117th straight week. That’s 
the longest stretch at a discount since 1999-2002; SmallCap’s current 27% reading is near 
its biggest discount since February 2001. SmallCap’s P/E has been mostly above 
LargeCap’s since 2003. Looking at SmallCap’s P/E relative to MidCap’s, it was at a 
discount for a 74th straight week; the current 5% discount is an improvement from its 9% 
discount in December but remains near its lows during 2000-01. 
  
S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q3-2020 earnings season, 
analysts as a whole have been raising their consensus forecasts for future quarters instead 
of lowering them as is the norm through the earnings warnings seasons. That six-quarter 
streak of positive revisions throughout the quarter officially ended with Q1-2022, and the 
declines have accelerated considerably for Q3-2022. In the latest week, the Q3-2022 S&P 
500 earnings-per-share blended actual fell 7 cents w/w to $55.90, and is now 6.0% below 
its $59.49 forecast at the start of the quarter. The S&P 500’s blended Q3 earnings growth 
has weakened q/q to 3.7% y/y from 9.9% in Q2 on a frozen actual basis, and to 4.1% from 
8.4% on a pro forma basis. Just four sectors have recorded double- and triple-digit 
percentage growth in Q3-2022, and five have y/y declines. That compares to Q2-2022’s 
count of four sectors with triple- and double-digit growth, three with a single-digit gain, and 
four with a y/y decline. Looking ahead to Q4, a 0.1% y/y decline is expected for the S&P 
500, with just four sectors expected to record positive y/y earnings growth and seven 
expected to decline. Here are the S&P 500 sectors’ latest expected earnings growth rates 
for Q4-2022 versus their blended Q3-2022 growth rates: Energy (70.9% in Q4-2022 versus 
140.8% in Q3-2022), Industrials (42.0, 19.4), Real Estate (7.1, 14.8), Utilities (5.1, -7.1), 
S&P 500 (-0.1, 4.1), Consumer Staples (-3.5, 0.1), Financials (-3.5, -16.4), Health Care (-
6.0, 1.5), Information Technology (-7.7, -0.7), Consumer Discretionary (-11.4, 12.5), 
Materials (-20.1, -8.8), and Communication Services (-20.4, -26.4). 
  
S&P 500 Q3 Earnings Season Monitor (link): As the Q3-2022 earnings season enters the 
home stretch, the results to date indicate it’s the poorest quarterly reporting season since 
Q1-2020 as assessed by the four surprise metrics we measure for both earnings and 
revenues. With over 91% of S&P 500 companies finished reporting revenues and earnings 
for Q3, revenues are ahead of the consensus forecast by just 2.2%, and earnings have 
exceeded estimates by only 3.4%. That’s weaker than the same point during the Q2 season 
when revenues were 2.6% above forecast and earnings had beaten estimates by 5.9%. For 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyF53q905V1-WJV7CgYCvN1V2LQMnGDP5W1s56Zg6-gxTvW8GP9Sb5GNHsLW88qrX-5X6r4rW649x4F3snGV2W8HG_dS9m3_bmW1dP7qM27fJq4W1kb8ZH5hf7sSW170Xwc4pH6FZW8l5GcF7_r5k9W3fZR0444wG3SV20ZkC99xDhDW1jvfbs6sLfDLW5LNrKl5HygshW2JjlZz1y58lVN1DztRbDVHWHVCyfMZ75zV2lW2FJ-zC5j3D84W4x8LHH2Yr0VGW1GZR-67dgfNlW6f8jkk4BtB-dW6y1dHW3GvJqRW87qYc04TMyDHW2FZXr38QxNt-3h121
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWTZZ91FTDjTW5c9ydg3g5kKpW430FVB4Sn6lGN8NyyDQ3q8_QV1-WJV7CgBWfVDHgwL4R9RmwW4HGWj62Cxl2_W8y_38k3lzt-_W40_CJs2HTTp7W4SvzxM49ZcRFW9cXmJy1WW9YsMLSX6sVwRBlW7Z3XDW3ZzLn_W7696TN7M07JKMSXvxSZbmvnW2ynfwB9m4D-SW2_BDjQ4Ks-y1N5Y19tpDsv1yW8lP_597VF_vLW2GmLHN2ZytL7Vsnzt_75kxS4W7gKZMr1_T1zLW1FW2wV5hHQB_W90FK-b42kjS0W7691q794qxYdW2PSGsD8_HCW2W1nshng6ZhmtB34mp1
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the 457 companies that have reported Q3 earnings through mid-day Monday, the aggregate 
y/y revenue and earnings growth rates have slowed from their readings from Q2-2021 to 
Q2-2022. For Q3, they have a y/y revenue gain of 12.0% but an earnings gain of only 5.4%, 
as higher costs are pressuring profit margins. Excluding Energy, S&P 500 revenue growth 
falls to 8.7% y/y from 12.0% and earnings growth drops to -3.2% from 5.4%. Just 70% 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 (79%). These figures will 
change less markedly as the remaining Q3-2022 results are reported in the coming weeks, 
but with a downward bias as retailers are more likely to miss forecasts and guide lower in 
this difficult economic environment. 

 

Global Economic Indicators 
  
Eurozone Industrial Production (link): Headline production, which excludes construction, 
rose for the fourth time in five months in September, by 0.9% m/m and 3.3% over the 
period; it had contracted 2.3% in July—which was the first decline since March and the 
fourth this year. During September, production of consumer nondurable (3.6%) and capital 
(1.5%) goods orders rose, with the former reaching a new record high and the latter 
climbing within 4.0% of its record high. Meanwhile, consumer durable and intermediate 
goods orders both contracted 0.9%, with the latter the lowest since October 2020, while 
energy output fell 1.1%. Compared to a year ago, headline production was up 4.9%, with 
capital (13.5%) goods output posting a double-digit gain, followed by consumer nondurable 
(5.7) and consumer durable (3.6) goods output, while energy output (-3.0) and intermediate 
(-2.1) goods production were in the red. Production data are available for the top four 
Eurozone economies and show only Germany (0.8%) posted a gain in September, while 
output in Spain (-0.4), France (-0.7) and Italy (-1.8) all contracted. Over the 12 months 
through September, Germany (3.6) and Spain (3.5%) showed the biggest increase in 
output, followed by France (2.1); production in Italy (-0.5) was just below year-ago levels.  
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