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Strategy: More Peak Inflation Euphoria. Last Thursday’s lower-than-expected CPI 
inflation rate for October was greeted with a huge rally by stock and bond investors. They 
continued to discount the possibility that inflation has peaked and is heading lower following 
yesterday’s PPI report for October. As a result, they seem to be concluding that the Fed’s 
monetary policy tightening cycle will be peaking sooner rather than later, with a terminal 
federal funds rate just below 5.00% rather than above that level. Indeed, the two-year US 
Treasury note yield is down from 4.73% on November 3 to 4.35% yesterday. In addition, 
they seem to be signaling that the 10-year US Treasury bond yield, which closed at 3.76% 
yesterday, might have peaked at 4.25% on October 24. 
  
We don’t have a problem with any of that since it has been our forecast in recent months 
and supports our forecast that the bear market in the S&P 500 bottomed on October 12 at 
3577. Admittedly, during the summer, we argued that the June 16 low of 3666 might have 
been the bottom. Our October 31, 2022 Morning Briefing was titled “Bear Bottoms.” We 
wrote: “The stock market has been working on forming a bottom since September, finding 
support around the June 16 low of 3666…” We predicted that the October 12 bottom would 
hold “if inflation shows clear signs of moderating in coming months, as we continue to 
expect.” 
  
Our October 18 Morning Briefing was titled “Going Fishing.” We were fishing for reasons to 
call the bottoms in bond and stock prices. We observed that when the yield curve inverts, 
it’s time to anticipate a peak in the 10-year US Treasury bond yield, which we predicted 
would be 4.00%-4.25% in early November. We concluded that the June 16 low might 
provide support for the S&P 500 after all and that a year-end rally could push it back up to 

 

Check out the accompanying chart collection. 
  
Executive Summary: The inflation-is-peaking euphoria that’s driven the stock market skyward in 
recent days adds to our confidence that the bear market bottomed on October 12. … The latest batch 
of inflation indicators was mixed but overall suggests progress in the right direction, which may mean 
the Fed has done enough tightening already. … Don’t fear systemic effects from the bursting of the 
cryptocurrency bubble—US banks are just fine. … Also: Melissa examines what the Fed thinks about 
the resilience of the US financial system, recapping points from its latest Financial Stability Report. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDmr3q905V1-WJV7CgHwfW78T0Qm6brkPZW7293kP5ZMfm_V9ShB699D9JDW2BPXbw3KrjSDW5zN2HG4yBMsvW7tWS6696D7SfW349FFD2_P-ZKW37QBT969glbQN8r4J-x2kGBWW4F93Lj4bpRjfVb6-c_5tGdWpW77C-Mj1fnvBSVBBv2B4CTdDBW2cnvRL2TmHSHW5vZsQ_7MxJxhW64p8zG4vb7GzW4Sfd616QkfqTW3sFdjy3SWklXVdxfbl1wRlyXW3zhTKz3L0y38W5rymlw52_hjdW4kN29y11zkxMW5xnfQ_4tVKBwW2_R8x26W3T9h3fBB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDmr3q905V1-WJV7CgYJTW8bvlfC7vqJtqW7hZX7l1JYzT9W3C4npW22CfzsW78wb833C71m1W4cpGlk1cpvM-W5Ctgcb172VNYW1RWMbj2m79RbW3FKnsp7KQ3SRW2M9bpv6MKmRgW7v7zgb1b4WxjW2H93xB2-NXXcW4Txg0y1h8bhTN907VQYlb-pYW5VXz637wqPYxVNp4b71hXTqJW1bm3Y91qYLxSW7vTTxm5BcNbnW8xK3P-6L2tK3W1hd_n94cR65cW8fxDcb3nxtxHW6WvY0M3WdFMjW3-V-J36Tj0XTW348xn71qRxxFW2G1WMY4JJx7g34Fq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0ZSs2pF_c1W57nP2V5ZQ7cmW6L2xF54SqfVqN84393h3q8_QV1-WJV7CgPzhW6DSdcC49m86hW961hfp31DjG0W4MhwV97X_DrkW5wF96f8S2-HMVPg3ff2mDcZtW3HwnK24sQyW9N98ntynbgwNyW3v7N8335TvxyW14h22K3GYQxqW8DgzsS8t4VRZW2sNYpd1vMgvfW3gw4Lb2chMVkVhCKfP97rs7QW6dVkY96fTqxRW74XF1v7bMNTHW5ZF2Y_6VGT2YN4zZt212zT3JV_62Zf4P7M51W5w4KsB2TcjrGN79Dj6sRlcyCW9jhc7m3Tt3PQW1R5zq76RH7Hy3kmp1
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the August 16 high of 4305. So far, so good, with the S&P 500 closing at 3991 yesterday. 
  
Inflation: Ups & Downs. We certainly aren’t out of the inflation woods yet, but we do seem 
to be heading in the right direction to get out of this dark forest, as we wrote in yesterday’s 
Morning Briefing. Let’s review the latest batch of inflation indicators, starting with two 
disappointing ones: 
  
(1) Inflation expectations uptick. On Monday, the Federal Reserve Bank of New York 
released its October survey of inflation expectations of Americans. It headed in the wrong 
direction, rising from 5.4% during September to 5.9% during October for the one-year 
ahead series (Fig. 1). The three-year ahead series also up-ticked for the second month, 
from 2.8% in August to 3.1% last month. 
  
(2) New York price indexes uptick. Yesterday, the NY Fed also released its November 
regional business survey. The good news is that the general business conditions index 
edged up to 4.5 and the employment index remained solid at 12.2. However, the new 
orders index edged down to -3.3. 
  
More troubling is that both the NY regional prices-paid and prices-received indexes, which 
have been mostly falling in recent months, both edged up during November, remaining 
relatively high (Fig. 2). 
  
(3) Peaking PPI. The good news yesterday, of course, was October’s PPI. The PPI final 
demand rose 8.0% y/y (Fig. 3). That’s down from a record high of 11.7% during March and 
the lowest since July 2021. The PPI final goods demand has dropped from a record high of 
17.6% during June to 10.5% in October. The PPI final services demand is down from a 
9.4% peak during March to 6.3% last month. 
  
Among services, it’s still troubling to see that the PPI final demand for transportation and 
warehousing services was so high at 16.1% last month, though that is down from a peak of 
23.4% during May (Fig. 4). 
  
The PPI final demand for trade services is a measure of business markups. It is down from 
a peak of 18.9% y/y during March to 11.1%. That’s still high and suggests that profit 
margins are not getting significantly squeezed. 
  
The PPI final demand includes indexes for personal consumption expenditures with and 
without food and energy (Fig. 5 and Fig. 6). Neither includes rent. They look like they 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDmr3q905V1-WJV7CgHMNW1H-_v22jbPhpW6KbzZn6SCKvxW1jzNfq16FX0CN6kWN7NPr_QyW48LP9m5Y_q46W2Fkwhz5zBkCRW1Q9ynn2VKXFFW5vNkMV2C9zHhW6ssZfB6ksJ5LW1ZDFNr71j7yKVkd1CQ67P0_vMkmmvwP8VPVW8vlthw6GJNB_W3gdX2S5WtbsrW9j0YMT542_RDW6kcMHz8V9GQ2MPVtPYmQKLDW78j78l5TGXVqW8h_4gL5YWbGfW5s4MCn8nvDlWV_BQch7hlPQvW6W_xt-8FtjtfW73R-nL4Bb6hXVKYpDl124xL-38xf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgLvpW4FTjnw1vv_FQW98nWn_3VSkn1W157T4W7B3YqKW783v2-7B2h_6W7HnQY-9ggG7CW3t-R5b5R6PstW56QdfR6xnpJ2W2Pv8jh8SN9CRW1zm1rq6mxkmBW3WT3KH4qMScYW8v7LMC7ZPwm3N5RSW_5zRTkRW6Z5h2s1t5-7lVSVB2n8dnKZXW8FTky38V34j-W82p3mj1R1CnWN1VZW4CXPc1jW2nxnTL3TnVhlW6RY46C591D0bW8jyV8056LwnFW3RNlC91_S7TnW3FfRkt264gdM38-F1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgZY8W7yFVg-1SfWMnW3YgKrt7PrPCRW6pPY4241ZcdmW60w1z66FVq_HW6G95Wj5p5V_rW6phRPf6XVzmjN2xX2GLsJzM_W6ZhblP593zxXW7hBqxM3xx8w_N2xxRw-xyqJQW5TfD_t6TwQbyW3PmjXJ6LLkw2W2sLMbc3_sgHZVcNkvv1l00Y-W3TpX5Q2f4n8hW2gK95p1jzcdzW28zhSH3vKxGZW8GQcmj2k8ZbTW2J0TWh39-Z-gW6XhrMB5fG7JnW8RyJS41g-8pYW7sT0Q04c-P6f34lF1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7Cg-kYW1rFV532ZR3ccW91Vbcp498k88M_c4lp8K-htW5z62zL8kmmRpW81KYFF3Bct64W1XT0757N1_zRW3kPDqM1Kb1nDW1SpQls5-tm9HW3xSXPV26qRxnW75F85h6Cll2hN1mB4xl56KWQW7k6GBn6Fg60-W8ZVLzV1nkhNjW78XD4g2YvW3wVy83Vs91mt5dW2qcT372xqzkcW7zRcxt8H09HnN5LkSSS53_wgW8pVHCb2tfg0zW1L9Nh58_C4PXW6D2hkg7PW05hW57mq1Y5_qFrQ3nTn1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgSSlW8tpFBt4GCGlZW3PkpxS1dlfSDN9dt7S2c22FNW1HwdJS8pxQq0W2J1zBY1-fw-9N1Rd3kMRpSJgW2QhVZP8Vb-MSN5qSRhMKrK2-W7MrjtB2NgxW-W2l-YXf64j37cW49kwCJ79BQ9zN7f-_5_97XQjW3c1zTN7x_QFgW25D4Vp5rKt2zV-D_0c7hppTPW80Cv931KZhHhW7WpLKV52p_NSN7wmtznXqxLTW13-1hD8TDq2TW3GYqXW8JwGVgW4KpB_j4qk2TJW4Mvx2j7G_9j53c9W1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgTDTN4B-4BNVB0GqW8-SfQR2JV6HNW5MKPlJ1JCLkWW8lMYtn7NQk21W8w4_PF30B9p-W2lG7C77ZmxPKW2Sqg0K6XC3KvW6XYlqF1_-XwBN76sP4Jh0RxnW3hvLhR87G7N0W7BmHfM5h-_qgW8jFBjB8nbd_bW9dZg1g8dVnllVZ3gW584d_vPW64l9Ts7q_YHBV-_6z018Sch1W6q3zYL4hK_MHN4JFvF3srtZSW6NHjLl4ZwtqtW8sGhqQ3Rmg0JW4QxqRk54JQ20VMMWTh1SLmJ23fcN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgBybN4hMGhGTtcybW3DrXnF20Szg2W39l4Mq8bl-dQN2MR67j8LC_BW77yjSg2lrk8GW3B20JG7fBhwnW4F7TrB4s8DWSN9jfP_DHlLjqW9kP3pD4G_R_fW19Dbwd7XGNbDW16ctZ31StgxpW7G2PBD435NmpW7qxW523f_-cCW1c6hBR3qPdZjW6Plhg64VvLZYW4d62jx1bl3nhW42tC3c68HbwjW836tyH1f3yX5W35QnDm21sdgFVFxVws3cSfV9W4N9qTy6MWlVxW42vRgy4wCgBc34861
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peaked earlier this year, but they remained well above the Fed’s 2.0% inflation target, at 
7.2% and 5.8% during October. Fed officials can rightly say that there’s a way to go to get 
inflation down closer to 2.0%. The question is whether they’ve already done enough given 
the long lags between changes in monetary policy and their impacts on the economy. We 
think so. 
  
Financial Stability I: The Cover Curse. Bloomberg BusinessWeek “asked the finest 
finance writer around, Matt Levine of Bloomberg Opinion, to write a cover-to-cover issue” of 
the magazine, “something a single author has done only one other time in the magazine’s 
93-year history.” The resulting cover-to-cover article is titled “The Crypto Story,” which 
appears on the front cover in gold lettering on a stark white background. It is a well- 
balanced guide to the crypto world, dated October 25. 
  
The BusinessWeek article once again demonstrates what I call “the curse of the front-cover 
story”—i.e., once journalists hit on a big cover-worthy theme, all the good or bad news has 
been discounted by investors and speculators, and now it’s time to head in the other 
direction. That’s especially so when the topic fills up an entire issue. Bitcoin closed at 
$20,305 on October 25. It was down to $16,625 as of late yesterday afternoon. 
  
Earlier last week, crypto exchange FTX had to pause customer withdrawal requests of 
about $5 billion. FTX lent about $10 billion of customers’ funds to Alameda Research for 
trading purposes. FTX Chief Executive Sam Bankman-Fried is the founder and majority 
owner of both firms. According to CoinDesk, he ran a cabal of roommates in the Bahamas. 
“All 10 are, or used to be, paired up in romantic relationships with each other. That includes 
Alameda CEO Caroline Ellison, whose firm played a central role in the company’s 
collapse—and who, at times, has dated Bankman-Fried.” His aspiration to become a 
multibillionaire was motivated by his self-proclaimed commitment to charitable giving. That 
included being the second biggest donor to the Democratic party! 
  
Here is what I wrote in our May 11, 2021 Morning Briefing about cryptocurrencies: “I had 
been thinking of cryptocurrencies as ‘digital tulips,’ reminiscent of the 17th century tulip 
mania in Amsterdam that drove up tulip prices beyond reason. The difference is that 
cryptocurrencies are traded 24-by-7 around the world. On second thought, they might be 
more like a financial virus that won’t stop until enough speculators have been infected that 
herd immunity is achieved.” Or perhaps, cryptocurrencies are the dotcoms of the 2020s. 
  
The Fed’s May 6, 2021 Financial Stability Report (FSR) mentioned cryptocurrencies just 
once—as the ninth-greatest risk to US financial stability as determined by a survey of wide-

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDmr3q905V1-WJV7CgLyxW2xZ7tT5RKqB8W3llctc3LDnH8W99qP8-8CrT8QW3bfHS46g27ZCW5GzByp5jhkNpW1fJ9_F3bzT5tVgPlmY2NfYtjW4vxH4p4pwjHMW5gMwhd4npglWW8PvyFk30P-FlW2jWGFK3xSJlSW2b0vTT38-RNFW6tSzty8NRMzBVZCdDB4pF18SW3z2VWC39F3V_W77yJBQ4PQyStW2nPx7m655MH2VBMLDG1H5rN3W6qLFL_33xcf7W5NRw8x8Dvx9YW5HVFN11HxDm_W8LZj1X6HmqBpN4m9NQFcbQTVW4C89cy1WQTtK3myY1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDmr3q905V1-WJV7CgQ8dW9kbVfZ3zCTcPW3Dkn_421Wq3RVfvD-43_pK-mW64J1Bf5mZ54HW6Z-2TB5kJqLxW4kRnDV8Nz1KhW6grXn69gsDDMW10Lss98TK8gQW72tFVK4njWq-W6B0G1Z8PzvcnW2jtHzP3xHP90W533znq5zVH8ZN8wcJb4zzlw8W3J006555ZQ2qW8CSDdb7jTKrqW4fSJMB9dJ6JBW3gNmYn67sbSmW28G2501Pd2PwW7JCnb68Hjz_xW7lNKV-3L8zNKW7cVcm_2kxgv3W23BfCy46yW_wN6VybJJCXdKgW7ndtDL6lZpnb3gGZ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDn13q90JV1-WJV7CgRmqW3BfPrY7F7232W90sh0h5MRdgyW8HVKSP8ZjvtPN74WZcPsc4dgW2fCLwx2k5512W221lf-1MQb3DW1cHNfd2v2B7PW5Y99896kmpY6VshJPg8_3_X0W2wXN5B6YJCjWW1rp4Cq8fghNJW4t8w1p6_7tNKW7tCWcS3WGbnrW7Yphcb6Vq6GWW4vJl918ywSBlW4xLkZ81trGJ-W2jNv_92V51c4W4k2XXZ51L-MhVqy5nS6-nGZyVLZw6f53YF4zW8v6ljc7NP0SnW2hmKmS58qJ_pW89wPlw5__ZgcW6KzrCN3YYb8nW6FXR-z4jp2R5W6Gj_8w1c_tY0VxyLKs1FNLXSW8Tqrg_7Tb2Nf352-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDmr3q905V1-WJV7CgPzHW1mBV8d17WV9YW3hgYk04_6DjdW3zP0bg3dHkDNW3LWdL62mjvP8W5DP72C8PJfH5W5p6Jx2276nlHV3LhyK6wjJ2GW2hYjKS5KclmZW5qzKH_6QnJ29W8StMMh4q4hTjMc8rRvZrMKzVFM6Ks2X9vSkW1rLZYd6gpjg0VVs08f8dsvJyW43B34D4nmQHFW9b3ls-4VC3ctW3dT3TH1PbtW_W8hw37_3kdlZZW7Xgs522DS_7_W6VSRs81sLT6PW2t46q42Wx6krW1b4GQb7_9ZxdW13pbmF5CBPSZW3Pj6fp7lvGR63kfN1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDnk9kQxyV7Wycr7CgBnWW1Ct8hv4b4ZRQW3Zfmy378dLkfW3bXX516zjkmtW3ryxdB94KVZTN2hZNL5sBtDBM4ZWkpzQ7mPW51Q-Rm7kF9m-W3CxpgC14-RfXW3lfn398ts--VV80mHB8bCQh9W3MjGX14-581lW6FPHYR3B6knwVWGBQM6KX1rVN8Dd0bL-p70fW65PV3q6Sm1-KW4kjhmb2bSv6wN27J3mKcgbGcW2wjTDm2YVmdYW6Fld7G8pl43fW24R2N63tlZHkN90WGk-wjmDmW7ccDfS9d5krhN4S4P1QjKltXW1YJssx5BjBQDW4sxtJR8st_c1W6GfYGh51VWcXN3jVWfm7mVF3W5-FzPw20hm4KW17J_Z35mJlYZW4yvbMk8Cr6sCN8lYL-8g6Z8TW18pBcG7QWwpsW7rY99h2Zj49kVx_dxr5MDPzWW6nymfG1XLL7KN663_NM6kHTnVlVm0N8FDxjjW6VBjDl5CX-scW355Zd73QfcT7W7J_C4p4SWgkwW4SC9FN8pFH3kW8MyYxx75mV9jW7DFcmB4F93GLW4FVZ6c15csLvVSP0Ry3ytFndW12bh8W24BkL1W7FpHnY8wSCKVW9g400G8fv4SHMHksKDR0znmV478pZ2xv7JTW3ZRNSz39dqmLW6ZjCC71rP2J8W73B_tp7Z83FkW5pPBn31mdvwZW8__ts98JwhQjVMFNVr94FvLTW5g1RBQ6mJSfFW1DsD-v3RFr09W817_8t3_dgDQW8sDCyC4Nmr5lW3DXXG676NGgCW2WDtGY4C61brW1w0QZq8sGwgrW4nJN1S4CT5mTW54S99T1kYTJwW3K1j_q28WgvcW7Ss-3F3my39HW4svKmR7__VV3W85HGHW4Vr3HhW5FCJTm61cRQBW7VKxSz8jH7w3W4zGjGg5F5psDW6y5lGQ1rpFvjVVxHcG1NVbvjN8J186XwYBMQW4Gz6ql35DPPtW3f3qr06PzLwHW6Mm3xL31DMZX35y91
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ranging viewpoints. 
  
Here is an important excerpt on cryptocurrencies from the Fed’s most recent November 4, 
2022 FSR: “The turmoil in the digital assets ecosystem did not have notable effects on the 
traditional financial system because the digital assets ecosystem does not provide 
significant financial services and its interconnections with the broader financial system are 
limited.” 
  
This is just one of many speculative bubbles that have burst since early last year (e.g., 
ARK, SPACs, meme stocks) without causing a credit crunch or a recession, which is 
consistent with our rolling recession scenario. 
  
Financial Stability II: The Banks Are Alright. So far, there are no signs that the recent 
bursting of any of the speculative bubbles is stressing out the US financial system in 
general or the banking system. Consider the following: 
  
(1) Credit spread. The yield spread between the high-yield corporate bond composite and 
the 10-year US Treasury has widened from 279bps at the start of this year to 485bps on 
Monday (Fig. 7). However, it isn’t spiking higher the way it did during previous credit 
crunches. 
  
(2) Bank loans. Loans on the balance sheets of all commercial banks in the US are up $1.0 
trillion so far this year to a record high of $11.8 trillion during the November 2 week (Fig. 8). 
  
(3) Loan loss provisions. Melissa and I track the Fed’s weekly data on provisions for loan 
losses at all commercial banks in the US (Fig. 9). This year, they bottomed during the June 
8 week and are up just $10.8 billion to $167.3 billion through the week of November 2. 
  
Financial Stability III: The Fed’s Worry & Not-To-Worry List. The Fed warned in its 
November 2022 FSR (linked above) that rising volatility in the financial markets, diminishing 
government bond liquidity, and geopolitical tensions threaten the risk of a global economic 
recession. Tightening by global central bankers combined could further strain the financial 
system, the report said. But the banking system is more resilient than it was during the 
global financial crisis. Here’s more: 
  
(1) Liquidity a concern. “Today’s environment of rapid synchronous global monetary policy 
tightening, elevated inflation, and high uncertainty associated with the pandemic and the 
war raises the risk that a shock could lead to the amplification of vulnerabilities, for instance 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDn13q90JV1-WJV7CgCl5W6qW8Ft99fnVDW5S40y661jxTQW3Clk_-1LrGDfW2Yr3NF4hV9clW1P6mk92L4N_lW2GRc408Jl1jWVkp0m_3jKx2RW91z_yH3fMsfyW1S2q3t6ShzchW12Qf7W6TWxMRW2BXsrt1kWqFNW8bWT6r7H1CVzW5_z2Nl8-FK-zW1FkPrR8V8P1BW21g5CC49_TpcW6JtH9C2d2kSdW6jy6QH4vN0vRW4n79pc6Kvd-9W9kFljW5dm3NPW8cSw5c9dYK7PW3lJZ0l7kBGnRW3B0_g36Qb4f-W7Z0D926xNyGtW4gc3lZ5KnrMFW6F1VP63M6mJHN1V0tcBkj8_nW11pCMH1nShQMW3fgWhN4nZcwN3bfR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgSwrW8KQlsn4pYV9_VJNBq14kQ_wtN7Q4YDQ2PmR1W2H21hm5vMlDZW7jSbk461TnTkW8RlPJX9dn49kW34YNwq4hCWx0W2nwlny3ggLDNV-1wW71MNVRnN3z4SLVN8pZRVJVzwD3QrG33VlSk4z8knXYJN4rKwcx9fGYFW97V6HH4BbvBLW16J6973Q4BRCW2jphFf6wC44ZW92g0CJ5BxJLZW2CngSW8rGqMtW5NFz6-1YhhkYW8llLFm9gZRn1VjpTTh58vyKTW5txC281lyggm3hcZ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgzLNV_QyBj564pjjW2_r2R75HzjhPW4CCb3h4DlSGXW2hlQDB1_mKW1W570Tsg2RyBQbW3T_yCK2SGtmPW5whM5Y4DpMxyW89C8W04nNxQXW1YY_tb7s1JPGN4swSVxMWbc-W9g5S_J8BYyYRW1fjNhV1BFKcdN2B7JMf4_w06W18sjrC4xYZnZW69dszX7KxDCGW2Fn4DF6W2bwzW6McRMc8cMq09W2pZYWS8qplWkW8vv2dG5_NKFBW4L3nqY10lfmfW7n-B0c1WSdM3W2tcgMS2tT4GV3lRg1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgPpnN1kCZNWFzcvPVLGLHZ1H-sqmW19Tll-4-cmrsW6slQcl102VZ-N8crzPpnRhMmN5sNDjjg_qCrW96q5YP76sdyYW9743Mg4KcpS6W1pfQGz9f9rxsVvJPn_6FDQJRW2pfyV37WjTVKW7CK99K93JZrCN8XHyZGDw87GVSRRJb4-J-GNW2m5nRn8t4XPPW2ngfp863TbQrVvJ_VZ7Yf2zpW1xS_Pb1XJc0HW5mJYpM6RPJbwW6XNm324DRGkDW6ygKWT8q3JJvW7DN7qG2Pr5tS3fd01
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due to strained liquidity in core financial markets or hidden leverage,” Fed Vice Chair Lael 
Brainard said in a statement accompanying the report. 
  
The Fed’s FSR reports include a survey of the risk assessments of various market 
participants. None of the Fed’s survey respondents in May indicated that liquidity strains 
and volatility were a concern. However, in November, more than half of contacts perceived 
these areas as a risk. “Liquidity metrics, such as market depth, suggest that Treasury 
market liquidity has remained below historical norms,” the Fed report observed. “Low 
liquidity amplifies the volatility of asset prices and may ultimately impair market functioning.” 
  
(2) Geopolitical tensions. Consequences of Russia’s invasion of Ukraine, stresses in China, 
the strength of the dollar, and other developments abroad could affect US financial stability, 
the report said. In particular, relations between China and Taiwan were seen as a growing 
risk to the global economic outlook. The risks from Russia’s war on Ukraine were seen as 
declining, but the energy outcomes from the war are still a significant worry. 
  
(3) Stretched home price valuations. The FSR implied, but did not say outright, that housing 
prices may have further to fall. Although year-over-year house price increases have 
decelerated, a model-based measure highlighted in the report pointed to stretched house 
price valuations. In any event, the report did not anticipate a 2008-style calamity in the 
housing market. 
  
(4) Households and businesses servicing their debts. Notwithstanding the housing market’s 
troubles, mortgage delinquency rates have remained historically low. Also, the banking 
system remains stable, and the level of household debt is not concerning. Brainard stated: 
“Over the period, household and business indebtedness has remained generally stable, and 
on aggregate households and businesses have maintained the ability to cover debt 
servicing, despite rising interest rates.” 
  
Shadow banking, or bank lending to nonbank financial institutions, has reached “new 
highs.” And not a whole lot is known about “some parts of the nonbank financial sector, 
where hidden pockets of leverage could amplify adverse shocks.” However, regulatory 
changes after the last financial crisis increased the resiliency and ability of banks and broker 
dealers to absorb losses. 
  
(5) Leveraged loans stable. Investors’ appetites for risky debt has weakened so far this year 
amid market volatility. Institutional leveraged loan issuance fell back to its historical 
average. Default rates on leveraged loans remained near historically low levels but slightly 
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edged up. The credit quality of leveraged loans could be pressured by rising interest rates, 
as these loans feature floating rates. In addition, the net issuance of high-yield and unrated 
bonds has remained negative so far this year. 
  
(6) Reasonable valuations. Asset valuations have come down in riskier segments of the 
market as the Fed has increased interest rates. “Higher interest rates and a weaker outlook 
for the economy led prices of financial assets to fall amid heightened volatility, but real 
estate prices remained elevated. Measures of equity prices relative to expected earnings 
declined. Risk premiums in equity and corporate bond markets were near the middle of their 
historical distributions,” the report said. 
  
(7) Pivoting opinions. In late October, on Bloomberg TV, Mohamed El-Erian made an 
interesting point: “If [the Fed] pivot[s], it will be because of financial stability. It’s not going to 
be because they have decided to not look at inflation anymore.” Earlier in the month, former 
Fed Chairman Ben Bernanke said that the Fed should not use its interest-rate policy to 
“fine-tune” financial stability risks because “I don’t think we understand that well enough, 
except in perhaps extreme conditions.” Instead, he said that financial regulations should be 
the primary financial stability risk prevention mechanism. 
  
In terms of liquidity, Treasury Secretary Janet Yellen said in October that “we do not have a 
problem at this point … It’s not unexpected that in a world of increased volatility that liquidity 
should diminish somewhat or the cost of transacting might rise a little.” An interagency 
group is working on studying possible reforms to the Treasury market, which could be 
vulnerable to breakdowns like the one that occurred in March 2020, the WSJ reported. 

 

Calendars 
  
US: 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. Thurs: Housing Starts & Building Permits 
1.410mu/1.512mu; Philadelphia Fed Manufacturing Index -6.2; Kansas City Fed 
Manufacturing Index; Initial & Continuous Claims 225k/1.50k; Natural Gas Storage; Bullard; 
Bowman; Mester; Jefferson. (Bloomberg estimates) 
  
Global: Wed: Italy CPI 3.5%m/m/11.9%y/y; UK Headline & Core CPI 1.7%m/m/10.7%y/y & 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDly5nKvpV3Zsc37CgP-nW57L11v2bCp0pW6cpm_-7dkQ40V6c9_h8MLxgRW4KgCHy2fK7RfW5RCrjm79wLb6VTvhM61WlsCHW7SPsGN1k0p5BVNj7BX7D69xQW9hP13p2xszs9W38r42J2XgQGtW2vFqCm6zy7GdN6VxjLsPl-jQW3mKwhC4PVhGyW1TZd8V4vCfKyW4-W6ZC21d9SnW2GPVxH16CvW2W45JYRJ7Hx1LRW4qY06F5pTHLkV5_mvY5vgj7bW91bKDG6z3vCmW8PyJYq37jHKpW5h8jL34XM_SxN1s8zvNHX0c4W1tBynt5DlFK5W3cNWHQ79_60nW5VQZz455GYncW4xW0fX6CsjhGN8V7Zx0nDm35W3q1Jrc7SdSJNW4Qdx9Z2KZwhNW812FNj8tTqwvW7fsrZ01rjyVVW26wXqT7zR0sKW2BglMy8cfCdh31fx1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm75nKv_V3Zsc37CgS9jW9lCRgh8W03Z6W6sFmP-7JLh-tN3RN2v_7-3tnW3K9Xpw8rFqwpW8MXKMy1kbfCzW2Mxmnh27h4PNW3fcXMw1W55lvVkwkqv7j88hBW1Ssbmr5nNNcdW1b6BzW1wJCkWW1NrkV67K1r-zW7XhRS_1StmxWW8WGZr24wqbBzW3k-22p4Tbpd2W1wwDx48J3L8NW8VsHTz5THl5vW78yN8q2S7qffW19V0ZD3Hb81NW93P87R62G2W4W40WwZc2DxDNrW3cZg3F1sNn2sW6NsCvP3-x-wZW8CV9fb5zGZF8W4JzNBZ1NRyfgW8XRP9W1SLpt7W6S-MB_7fphdLW7s8mVg5t2QC3W5lM2XB4-02psW58skB74LdBh0W3Kr5DQ2xqCQ3W5bx4PW5FMy7gW2CJ8WJ1rVM2lW1Qq63C7PwQbJW42mvCq3pPH_8W9dr7gp3RKVsZW63PyNb1D-JXKW23LWbH1ylmGnW5GN2l27FkdPc3fVM1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDnk3q90_V1-WJV7CgCX3W6BDhGh8zYv0FVmByST6B_PmkW6s3zfL8GSDvCV268F64pxT26W1-1CH63gTtshVSYPzl1qXJpCW1BYYrM2kfgM4W5RFVBV5gxzkbW3j5pTZ7h_bmwW8_TjgL3kds5nMMCk_m_K7vpW5vhrPv2rbdXjV9h5Z88VLdZXV7mpsK6_6ZLvW5H86Gm3p7GLpW3k635c4Vw1kyW7Nyx9r1y5PBPW3P7rgB8xYjN7W84HnYj9dK8TtW7LyWGY2R1RTfW7hs5h84xNrRGVx6pm15TWzNGW8LBW7y34w1_DW338Xk88Hsk0WW684s-b8rSMC0W2hwmQq64Q-5dW7PW2rm6_hq_hW4zxJDl2h-1rVW1BFl7f4vm9k-W2sLvlQ6BjzTc38FD1
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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. 
Thurs: Eurozone Headline & Core CPI 1.5%m/m/10.7%y/y; 0.6%m/m/5.0%y/y; EU Car 
Registrations; UK Gfk Consumer Confidence -52; UK Autumn Forecast Statement; Pill; 
Tenreyro; Balz; Maechler. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500 Growth vs Value (link): As of Monday’s close, the S&P 500 Value index was out 
of a correction at 7.9% below its record high, while the S&P 500 Growth price index was still 
in a deep 27.3% 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 0.2%, while Growth’s is down 24.5%. 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 performance 
through Monday’s close, Growth has tumbled 26.3% ytd, well behind the 6.6% 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 similar now. Growth has 5.5% forecasted for STRG and 4.8% for STEG, 
while Value has forecasted STRG and STEG of 2.9% and 4.8%, 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 
low with its 18.5 reading on October 12. It was back up to 21.0 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 15.0 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 17.5% is down 1.6ppts 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 0.6ppt to 10.8% from its record high of 11.4% in 
December. 
  

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7CgGX0V35fj82kkj0rN6YWPN7MTwnCW3zX1nM52RhvqN91WmqZbQw38N6Pctp2vxLJYW4kVhxX3LcY4-W3hhPqB76jPkvW1mSJV78xZ6GYW7Df3SK4QlLBLW99J0Wl2jsQLSW4F45Gt5ZpRyQVhlKT41MK5tyW2qp5Mq5_4DPbW2vTW7-94fbY_W1C18dF2sQk9sN3TJXhgd6cPwW9kHf_k2yK84MW45DlJq6cgVlPW2Wyn-z6mPN7xW4HLNm-8yvCJ0W5-_GL33BrkPfW40-bZs30Gst434tT1
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S&P 500 Sectors & Industries Forward Profit Margin Since Peak (link): Since the S&P 
500’s forward profit margin peaked at a record-high 13.4% during the June 9 week, it has 
fallen 5.4% to 12.7% through the November 3 week. The drop has been paced by three of 
the 11 sectors, though all but the Energy sector are down since the peak. Here’s the sector 
performance since the June 9 peak: Energy (up 2.6% to 12.2%), Utilities (down 0.5% to 
13.8%), Real Estate (down 2.1% to 17.5%), Consumer Staples (down 2.6% to 7.2%), 
Industrials (down 3.3% to 10.0%), Consumer Discretionary (down 4.6% to 7.4%), Financials 
(down 5.1% to 18.1%), Information Technology (down 5.3% to 24.1%), S&P 500 (down 
5.4% to 12.7%), Health Care (down 5.9% to 10.3%), Communication Services (down 11.0% 
to 14.3%), and Materials (down 13.6% to 11.7%). These are the best performing industries 
since the June 9 peak: Wireless Telecommunication Services (up 39.8% to 9.5%), Oil & 
Gas Refining & Marketing (up 33.0% to 4.5%), Hotels, Resorts & Cruise Lines (up 15.1% to 
11.4%), Oil & Gas Equipment & Services (up 13.4% to 10.4%), and Health Care REIT’s (up 
7.4% to 7.1%). The worst performing industries since the June 9 peak: Copper (down 
41.4% to 11.3%), Commodity Chemicals (down 36.2% to 6.5%), Gold (down 34.4% to 
12.6%), Home Furnishings (down 32.9% to 6.0%), and Household Appliances (down 27.6% 
to 4.8%). 

 

US Economic Indicators 
  
Producer Price Index (link): October’s final demand PPI matched September’s 0.2% gain, 
which followed no change in August and a 0.4% drop in July. The yearly rate eased for the 
sixth month, since reaching a record high of 11.7% in March, slowing to a 15-month low of 
8.0% last month. Meanwhile, core prices—which excluded food, energy, and trade 
services—advanced 0.2%, fluctuating between 0.2% and 0.3% the past five months, with 
the yearly rate easing from a record-high 7.1% in March to a 17-month low of 5.4% in 
October. Final demand goods increased for the second month by 0.6% in October and 
0.9% over the period following gasoline-related declines of 1.1% in August and 1.8% in 
July. Meanwhile, 60% of October’s increase is attributable to a 5.7% jump in gasoline, while 
food prices also contributed to the gain. Despite the increase, the yearly rate for final 
demand goods slowed to 10.5%, 7.1ppts below June’s record high of 17.6%. In the 
meantime, final demand services fell for the first time since November 2020, by 0.1%, after 
gains of 0.2% and 0.5% the previous two months, with the yearly rate easing to a 12-month 
low of 6.3% from a record high of 9.4% in March. The PPI for personal consumption 
accelerated 0.4% in October after a 0.2% gain in September, no change in August, and a 
0.5% decline July; it averaged monthly gains of 1.0% the first half of the year. The yearly 
rate has eased steadily from March’s 10.4% record high, falling to 7.2% by September. The 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDmL3q90pV1-WJV7CgVXJW8Tr7HP4tCPfsW4pwkMj32jhTpW76HttL95vWbBW5Nj6p81RqV-tW3dk1K22f6cBfN8fghmf3LqmBVBPjcR1zHdh3W7l9VDw3mGt3GW3LhG2n7fGrDvW4gHpZz8tPRkdW19XnVh1Rh8fgW1LKndm3J247xW7-LTL12_BjCnW60-w9z7cnfcBW3b2fVm7DPn_BW8M5WkK1JZ-7LW38T0QM1Qqvs1N5fxwHy1lT0fW8TgTXl69T7v5W7t0BVl7z5xHMW5Xn1Km2TdG_PW7gFSXz1ZgkljW4ZpKdK3VG0PVW74Rf3Q5kQcrWW70rDTD37msWzVTj3wS4N4-cZ3kg91
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVYYwY5k2-CzW4mYgVK2gh9jpW89-nNw4SqlcMMyCDm73q8_QV1-WJV7Cg-j6W2RnJwT6gzjdGW95-QqS1W38JsW5FMMJw25cf-KW4LXPCG24_BkrW43-q9N3qDZxpW1rnx3C65wxhDVbp1jH1Tj7NbW2HRCyN8QMDcmW32_Nhs4s-gn9W3fCs2r38CYzqVN6jC-5sXfjQW61PYsH4TZCj1W3ShgZR6T3PwvW3BFDYz8M3HDJW7PCsRc8ky8gGW7FmdKY6fFCvHW48gnR52xrzkMW95cp_L5TlMX5N2F92lZq-tSLN8lyk_WVHslkN7k1kqKbPR22W7LfR-g6wYSGC33Tm1
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yearly rate for personal consumption excluding food & energy held at 5.8% in October, 
down from a record high of 8.1% in March. Looking at pipeline prices, pressures remain 
elevated, though have slowed from recent highs. The yearly rate for intermediate goods 
prices eased to a 20-month low of 10.0% from a cyclical high of 26.5% last November, while 
the crude goods rate slowed dramatically to 9.8% y/y from its recent peak of 50.7% in June; 
was at 59.0% last April—which was only a tick below its record-high 59.1% in August 1973. 
  
Regional M-PMI (link): The New York Fed has provided the first glimpse of manufacturing 
activity for November and showed growth expanded for the first time in four months, and 
only the second time in seven months. Meanwhile, firms expect business conditions to 
worsen over the next six months. November’s composite index improved steadily to 4.5 this 
month from August’s -31.1—which was the weakest since May 2020. The shipments 
measure increased 8.3 points to 8.0 this month, indicating a slight pickup in shipments, after 
plunging 19.9 points to -0.3 in September. The new orders measure pointed to a modest 
decline in billings, falling to -3.3 this month from 3.7 in each of the prior two months, while 
the unfilled orders gauge moved down to -6.8 (from -3.7), indicating unfilled orders were 
slightly lower. Delivery times rose to 2.9, showing little change. Meanwhile, inventories 
advanced significantly from 4.6 to a five-month high of 16.5. As for the labor market, the 
employment (to 12.2 from 7.7) and average workweek (6.9 from 3.3) measures pointed a 
solid gain in employment and a longer average workweek. Looking at prices: The prices-
paid index showed an acceleration for the second month to 50.5 this month, after easing 
from April’s record high of 86.4 to a 21-month low of 39.6 in September, while the prices-
received measure climbed to 27.2 this month after falling to a 21-month low of 22.9 last 
month—down from a record high of 56.1 in March. Looking ahead, the index of future 
business conditions dropped for the second month, by a total of 14.3 points to -6.1, 
indicating that firms are expecting conditions to worsen over the next six months. Both new 
orders (-6.4) and shipments (-10.0) fell into contractionary territory, though employment 
(13.0) is expected to continue rising. The prices-paid (48.5 from 48.6) measure held steady, 
while the prices-received gauge eased for the third month, by a total of 11.6 points to 32.0, 
after rising from an 18-month low of 28.7 in July to 43.6 in August. This measure was at a 
record high of 62.1 at the start of this year.   
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