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2023 Is Coming!

Check out the accompanying chart collection.

Executive Summary: The consensus is now bracing for a 2023 recession that tempers inflation and
ends the Fed’s reign of tightening but also depresses corporate earnings, suggesting more downside
for stocks’ valuation multiples. We’re more optimistic, expecting no broad-based recession but a
rolling one, no continued bear market in stocks but sluggish earnings limiting their upside. ... Both
scenarios hinge on inflation: If it remains persistently high despite having peaked, expect a broad-
based recession and all that entails. If not, the 2023 outlook will be brighter. ... Also: A look at data
supporting both soft- and hard-landing scenarios. ... And: What the Fed might do next.

YRI Monday Webcast. Join Dr. Ed’s live Q&A webinar on Mondays at 11 a.m. EST. You
will receive an email with the link to the webinar one hour before showtime. Replays of the
Monday webcasts are available here.

US Economy I: The Consensus Forecast & Ours. What is the consensus economic and
financial outlook for 20237 The most widely anticipated recession of all times didn’t occur in
2022, as was widely feared. So now it is widely expected to occur in 2023—if not during the
first half of the year, then certainly by the second half. If so, the economic downturn should
help to moderate inflation next year.

In this scenario, the Fed should be done tightening early next year, as anticipated by the
inversion of the yield curve since this past summer, which also implies that the 10-year
Treasury bond yield might have peaked at 4.25% on October 24 (Fig. 7). When the yield on
the 2-year Treasury note equals or exceeds the 10-year Treasury bond yield, both tend to
be close to their cyclical peaks (Fig. 2). Also anticipating the nearing of the end of the Fed’s
monetary policy tightening cycle is the trade-weighted dollar, which peaked on October 19

(Fig. 3).

This is a bittersweet scenario for the stock market. There should be less downward
pressure on valuation multiples attributable to rising inflation and interest rates as both
move lower in the 2023 consensus forecast. But a recession next year would continue to
depress corporate earnings, which have been weighed down by narrowing profit margins
since the summer of this year, while revenues rose to record highs, boosted by inflation. In
a recession, margins would continue to shrink as revenues fall too. In other words, the bear
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market in the S&P 500 may not have ended on October 12 of this year if there is still more
downside in store for forward earnings and forward valuation multiples (Fig. 4).

Our outlook for 2023 is sweeter than the consensus. It coincides with all the major “talking
points” of the consensus with one important exception: Debbie, Joe, and | aren’t expecting a
recession. We continue to anticipate a soft landing rather than a hard landing. We see
recessionary forces attributable to the tightening of Fed policy rolling through various
sectors of the economy in a way that doesn’t add up to a broad-based recession. We've
also described this phenomenon as a “growth recession” and as a “mid-cycle slowdown.”

That’s consistent with our view that the bear market in stocks ended on October 12, but it
doesn’t imply a rip-roaring bull market in 2023. That’s because the bear market has been
mostly about the downward rerating of the stock market’s overall valuation multiple from
overvalued territory to fairly valued rather than undervalued territory. In addition, there may
be more downside in forward earnings during a rolling recession and not much likelihood of
a V-shaped rebound in earnings, especially since profit margins remain near record highs.

US Economy llI: Inflation Will Make or Break 2023. In our opinion, inflation is the one key
variable that clearly will determine the economic and financial outcome in 2023. If it
moderates without a hard landing of the economy, as we expect, then 2023 will be a better
year all around than 2022. If it has peaked but remains persistently high, the Fed will have
no choice but to continue tightening until a broad-based recession ensues.

Consider these most recent relevant developments:

(1) National supply-chain index. Supply-chain disruptions contributed to the surge in goods
inflation during the second half of 2021 and the first half of 2022. But these problems have
been mostly fixed. Slowing demand for goods has also helped to moderate goods inflation
significantly in recent months.

The Global Supply Chain Pressure Index (GSCPI) compiled by the Federal Reserve Bank
of New York (FRB-NY) peaked at 4.30 during December 2021 (Fig. 5). It was down to 1.00
during October. The latest FRB-NY analysis of that data concluded: “The GSCPI’s year-to-
date movements suggest that global supply chain pressures are falling back in line with
historical levels.”

(2) Regional supply chains.We now have November supply-chain indicators for regional
business surveys conducted by four of the five Federal Reserve district banks (Fig. 6). New
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York delivery times was the only positive reading, at 2.9, while Richmond'’s backlog of
orders was -25.0, Kansas City’s backlog of orders was -25.0, and Philly’s unfilled orders
was -22.9. Collectively, those four readings for November confirm the FRB-NY’s conclusion
for the October reading of their series. In fact, they strongly suggest that supply-chain
pressures have fallen well below normal historical levels!

We also have eight of the 10 prices-paid and prices-received indexes from four of the five
regional business surveys through November. Five of the available eight ticked up but
remained on downward trends (Fig. 7).

(3) Goods inflation. The CPI for goods peaked at 14.2% y/y in March before falling to 8.6%
in October (Fig. 8). That drop was led by a plunge in the CPI durable goods inflation rate
from a peak of 18.7% in February to 4.8% in October. We think that this inflation rate could
turn slightly negative in 2023 since durable goods prices were mostly deflating, rather than
inflating, from the mid-1990s until the end of 2020.

The CPI nondurable goods inflation rate is mostly determined by food and energy
commodity prices. Both peaked during the summer but have stabilized in recent weeks.
Weakness in the global economy should weigh on these prices over the next few months.

(4) Services inflation. There is no compelling sign of a peak yet in the CPI services inflation
rate (Fig. 9). That’'s mostly because rent inflation continues to move higher in the CPI, with
rent of primary residence up 7.5% during October (Fig. 10). Meanwhile, the Zillow Rent
Index peaked at 17.1% yly in February before falling to 9.6% in October, suggesting that
rent inflation in the CPI might start to moderate during the spring of next year.

US Economy lll: The Great Landing Debate. Now let’s consider some of the recent
developments in the great debate between soft-landing prognosticators and their hard-
landing opponents:

(1) GDP. Some pessimistically inclined forecasters declared victory because they deemed
that the economy fell into a technical recession during the first half of this year, when real
GDP edged down 1.6% and 0.6% (saar) during Q1 and Q2. However, it then rebounded by
2.6% during Q3, and the Atlanta Fed’s GDPNow tracking model showed a prospective Q4
increase of 4.3% as of November 23.

Consumer spending in real GDP increased during the first three quarters of 2022 (by 1.3%,
2.0%, and 1.4%) and is currently on track to increase 4.8% during Q4, according to the


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWb9BC9lBXNgW5fd_y15V8ycVW6WXg814SVNZBN1TFhtQ3q8_QV1-WJV7CgRFtW8glVQk1q8_gpW1fVxCD2K30F3W38LPFr5rR4gFW6r1gGM1HTZf3W2mBxyS1vnpzWW869G1J8g0j5NW54Fdvm1hcZ9BW3vZJlj8X1xm7W7BdJbY8Hrb00W8sYjRM4s7snxW2ZkjHv93wC6jW33GwsB1QPZp3W4HNd587pPTBHV5FtcY5bjZ6kN4hLWxTtg2T6W1qyp6v1QxT33W4BK0TZ132HtPW4SQL5m5MPv52VdSDMY5C9yF2W5cLcgt8Zb4tyW6722dN3yNJpNW87B-6p7KQxhs3pkB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWb9BC9lBXNgW5fd_y15V8ycVW6WXg814SVNZBN1TFhtQ3q8_QV1-WJV7CgGHgMwhnDKxdXXqW4KXgt27P0SsnW41c_yn2xQZhkW6_3yT_8Vtb2lW3qw1Bp7sqHDcN5jWGYWHqYWBW3fLjK25N3PqXW6mmf__5Tf7_TW8G-zPh3H0cL4W8xPZlm4Q1-KrW3_pJ_P88K2kZW4YNG1z15Y1CQW1F5HVC7jP_FWN4g8nYn4cCXrW63t5Cz6c4Y_hW3mFB-w5Cmbn7W5tlN5_9cxzQDW7LhzhK83CHS1W2MPZSr5Nnj7BW31SGb76sHtnJW5nD1G37pXr5mW5MVYL44_9kxD3hW41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWb9BC9lBXNgW5fd_y15V8ycVW6WXg814SVNZBN1TFhtQ3q8_QV1-WJV7CgXRBW6pZCdm7_RtqWW5qZRh-6vxZXwW1d9vdC1bZnM0W7nY7G_5-6CJLW7Bz2mj7_VwM2W33d7JY13hQMYW89BHKm3M9d_zN7bNYNfrbGLkW6PcrMF7kyNCJW6v4KPk3kK-VTW5hSVct75cX5tW37d5vM2Ps_vRW1CX5vq7J4jS0W2cFrHs6yKvD-W8_X7_L7km7kqW8y-dNJ3CrP3nW4rSC1S73_TfyW2X6JRy3D9_r4W4rcX5Q2nD2HKW1RkWrw56rQ1DVrcbJ37stBsVW737ghn1ZwMqq3jyH1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWb9BC9lBXNgW5fd_y15V8ycVW6WXg814SVNZBN1TFhtQ3q8_QV1-WJV7CgHKRW4j1sWd80xB0wW6P07nR3w6ZJKW4ccBjF8Lv53WW6BXVyv2yrl_fW6J6WHH2CkHFvW2g-D_K6jdCfjW7dsZL82qXslmW5gGcht5p-K1HN41GXx2_WmRkW7JThXF1HBSbdW4T5jq48drXhDW8hS4-311g8mCW1BgfjP9bmQlzW2zlJgy4xgZ29W2BBVMP4H1GTwW6k_ggV8Wgf-wW8vmCp19083xdW78Qjmt257G-jW7vkQqH1mvh0LVMZssS2R_5HHN2Cc6KdKjYrpW5Tf8F18Gt8Xj3hGp1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWb9BC9lBXNgW5fd_y15V8ycVW6WXg814SVNZBN1TFhtQ3q8_QV1-WJV7CgJC5N87wKm7KF0fPW16SZRF6HJ6GsW2xqDGP7KmwTrW1gTgmq8KgzGDW67JYlD4BC56jVkgglb8-3jkxW3vn_js5q3Lh_W3vJffD2-H-jGVF4h2B4gsJ2GW1Ny8xr7GTXt_W1w37WF8z-NyvW2LTMQ28PcMtYW7jTW7L5_GB0-N3c13g7xxNzBW2htGP98j9m7xW2-7DnW4bxW1dW6gL4kD6yjPGWW1tWQDq6yb65MW6rR2HV3119KYW1Y1vWd3L3G3kW636Gj61qGP_QW3N9xXF5hHxPw32r21

GDPNow model.

(2) Coincident vs Leading Economic Indicators. While we are all debating whether the
economic landing will be hard or soft, the overall economy as measured by GDP is showing
no signs of landing; it is still flying! Indeed, the Index of Coincident Economic Indicators rose
1.9% ytd to a record high through October, led by a 4.1 million increase in payroll
employment to a record high of 153.3 million.

Then again, supporting the hard-landing camp is the Index of Leading Economic Indicators
(LEI). It peaked during February and has fallen every month through October, signaling a
recession next spring. We hate to fight the LEI, but that’s not our forecast.

By the way, in my 2018 book Predicting the Markets, | observed: “When the models fail to
work (as most do sooner or later), they are sent back to the garage for a tune-up, if not a
major overhaul. A good example of this is the ‘comprehensive revision’ of the Index of
Leading Economic Indicators (LEI) during January 2012. The redesign replaced a few old
components with new ones to keep the index working as advertised, i.e., as a leading
indicator of economic activity.”

(3) Purchasing managers. Supporting the pessimistic outlook of the LEI, November’s flash
estimates for the M-PMI and NM-PMI both were relatively weak, falling to 47.6 and 46.1
(Fig. 11 and Fig. 12). The former suggests that the ISM’s “official” M-PMI dropped below
50.0 for the first time since May 2020. That’s consistent with November’s readings of the
four available regional business surveys.

However, unlike its M-PMI counterparts, the flash NM-PMI hasn’t been a reliable indicator of
the official NM-PMI, which likely remained above 50.0 during November.

The weakness of the official M-PMI relative to the official NM-PMI is consistent with the
pivot by consumers to spending more on services than on goods, as evident in consumption
of goods in real GDP (down 0.4% y/y through Q3) versus services (up 3.2%) (Fig. 13). Itis
also consistent with our soft-landing scenario.

(4) Housing market. There’s no doubt that a recession is rolling through the single-family
housing market. However, it has been partially offset by strength in the multi-family housing
market, as we discussed in last Monday’s Morning Briefing.

But what about the unexpected 7.5% m/m increase in new home sales in October after they
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had plunged 11.0% in September? The series is based on contract signing, which may
have been boosted by builder incentives and a low supply of previously owned homes for
sale.

Apparently, many new homebuyers are having second thoughts. According to the
homebuilder survey by John Burns Real Estate Consulting—with a sample size of roughly
20% of all new home sales—the cancellation rate spiked to 25.6% in October, up from 7.9%
in October 2021 and from 10.9% in October 2019.

The traffic of prospective home buyers index compiled by the National Association of Home
Builders dropped to 20 in November, down from 69 in January and the lowest since April
2020, when this activity was hit hard by lockdown restrictions (Fig. 14).

(5) Rail strike. About 30% of the nation’s freight, when measured by weight and distance
traveled, moves by rail, and there just isn’t enough capacity on trucks or other modes to
move those goods if the trains grind to a halt. That's a possibility after rank-and-file
members of four rail unions rejected an earlier tentative deal, which included a solid pay
increase but didn't meet workers’ demands for better working conditions. A strike could
totally upend supply chains, boost inflation, and send the economy hurtling into a recession.

We expect a last-minute deal before the strike deadline on November 28, December 5, or
December 9 depending on three scenarios for rail strike preparations. Some industry
groups have urged Congress, which has authority under the Railway Labor Act, to act to
prevent a strike. (See November 17 CNBC article “STATE OF FREIGHT: With U.S.
economy at risk, here’s how a national rail strike could start in December.”)

US Economy IV: Will the Fed Stop Slamming the Brakes? The S&P 500 is up 4.4% from
its Tuesday, November 1 close. That’s impressive considering that it dropped 3.5% on the
following Wednesday and Thursday mostly because of the very hawkish tone of Fed Chair
Jerome Powell’s press conference on Wednesday afternoon.

Perhaps that’s because Powell's hawkishness was offset by the somewhat more dovish
tone of the FOMC statement. Melissa and | discussed this divergence in our November 7
Morning Briefing titled “Powell Is From Mars, Brainard Is From Venus.”

The minutes of the November 1-2 FOMC minutes were released on Wednesday, November
23. They confirmed that the committee on balance was more from Venus (i.e., more dovish
than Powell) than from Mars (i.e., hawkish like Powell). The minutes stated that “a
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substantial majority of participants judged that a slowing in the pace” of federal funds rate
hikes “would likely soon be appropriate.”

Traders now are pricing in more than a 75% chance that the Fed will raise rates by 50bps at
its December 14 meeting rather than by 75bps, according to futures contracts on the CME.
While most economists are expecting a recession next year, Wall Street is growing more
confident (as we have been) that the Fed might be able to pull off a soft landing after all.

The S&P 500, DJIA, and Nasdaq rose 12.6%, 17.6%, and 7.8% from October 12 through
Friday’s close. Since the January 3 record high in the S&P 500, they are down 16.1%,
6.1%, and 29.1%.

By the way, November’s CPI will be released on December 13, the same day that the
FOMC starts its two-day meeting. On December 2, November’s employment report will be
released, which might also influence the committee’s 50bps-vs-75bps debate. And a
crippling nationwide railroad strike might start before the FOMC meets. In addition,
Congress is unlikely to raise the federal debt ceiling during the lame-duck session,
increasing the risk of a highly partisan, market-rattling fiscal confrontation next year. The
Santa Claus rally may face more turbulence than usual this year. However, we are still
targeting 4305 as the year-end level for the S&P 500.

Calendars

US: Mon: Dallas Fed Manufacturing Index; Williams; Bullard. Tues: Consumer Confidence
100.0; S&P Case-Shiller HPI 20-City Index -0.7%m/m/14.4%yly. (Bloomberg estimates)

Global: Mon: Japan Unemployment Rate & Jobs/Applications Ration 2.5%/1.35; Japan
Retail Sales 5.0% yl/y; Lagarde; Nagel; McCaul. Tues: Eurozone Business & Consumer
Survey 93.5; Consumer, Services, and Industrial Sentiment -23.9/2.0/-0.2; Germany CPI
0.1%m/m/11.3%yly; Spain CPI; Canada GDP 1.5%; Japan Industrial Production -1.5%;
China M-PMI & NM-PMI Flash Estimates 50.0/48.0; De Guindos; Schnabel; Bailey;
Schlegel; Mann; Kearns. (Bloomberg estimates)



https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWb9BC9lBXNgW5fd_y15V8ycVW6WXg814SVNZBN1TFhtc5nKvpV3Zsc37CgYK8W8-9GW42HJWRfN2nb59l_dxgxW7zpGhK4p2LY3W3Sjvlc5WnQjPW2bgyRy3bxDhYW4_SRWH1MYtNPW55JBFT6jT763W4LW81t4sxqnLW45NRGW2DvqZ_N4Q3MKLGfBsDW17txZQ2RgglNW4VpHlr2p4gHYW8RWhr_4kJDGGW1HY7Kv5XBYVjW7bRMY58jjN4jVTMkKF23xxyKW3SK22K5RZ_0WV9lNbK22Kl61W1ncVpZ8XkF6fW8wWwjJ2lDdgsW3FTyKb4MxQkRN2x3ZtW22GzjW3hFJLz6CCsCFW4cXptf2vHYgfW7lk_fN81r-VjW2MVTml5wnF3NW4WzRFc8fWpQBW7jCxCy2t-qfVW5rmYB020NB3JDgDRTTN0l-W17m_Mt6xkCcVVlJVjg6d3g9wW5Z_r791Bf6jsW34ynSG2THNP532tM1

Strategy Indicators

Global Stock Markets Performance (link): The US MSCI index rose 1.5% w/w to 17.3%
below its record high on December 27. The US MSCI ranked 30th of the 48 global stock
markets that we follow in a week when 41 of the 48 countries rose in US dollar terms. The
AC World ex-US index also rose 1.5% w/w, but ended the week still in a bear market at
21.3% below its June 15, 2021 record high as most EM regions edged lower. EM Eastern
Europe was the best performer with a gain of 2.6%, followed by EAFE (2.1%) and EMU
(1.5). BIC (-1.8) was the worst performing region last week, followed by EM Latin America (-
0.7), EMEA (-0.2), and EM Asia (-0.2). Turkey was the best-performing country last week
with a gain of 9.2%, followed by Sri Lanka (9.1), Norway (6.7), and Argentina (5.9). Among
the 18 countries that underperformed the AC World ex-US MSCI last week, China’s 3.2%
decline was the biggest, followed by those of Brazil (-2.1), Hong Kong (-1.9), and Singapore
(-1.8). The US MSCI’s ytd ranking fell two places w/w to 28/49. After lagging for much of
year through July, the US MSCI’s ytd decline of 16.8% is now less than the AC World ex-
US’s 17.7% drop. EM Latin America is up 1.4% ytd; it and EAFE (-16.0) are the only regions
that have outperformed the AC World ex-US on a ytd basis. The laggards: EM Eastern
Europe (-83.4), EMEA (-35.2), BIC (-28.3), EM Asia (-24.9), and EMU (-18.7). The best
country performers so far in 2022: Turkey (67.5), Jordan (18.4), Chile (14.5), and Peru
(13.8). Apart from Russia—in which investors have lost 100.0% of their investment this
year, as its MSCI index stopped pricing—here are the worst-performing countries ytd: Sri
Lanka (-67.1), Pakistan (-39.9), Morocco (-34.0), and Hungary (-33.7).

S&P 1500/500/400/600 Performance (link): All three of these indexes moved higher w/w.
MidCap rose 1.9% w/w, ahead of the gains for LargeCap (1.5%) and SmallCap (1.2).
LargeCap finished the week at 16.1% below its record high on January 3; MidCap ended up
12.1% below its record high on November 16, 2021; and SmallCap finished at 15.9% below
its November 8, 2021 record high. Thirty-two of the 33 sectors moved higher for the week,
up from nine rising a week earlier. MidCap Utilities was the best performer with a gain of
3.1%, followed by LargeCap Utilities (3.0), LargeCap Materials (2.9), MidCap Materials
(2.7), and MidCap Financials (2.5). SmallCap Energy (-1.4) was the sole decliner for the
week, followed by these underperformers with small gains: LargeCap Energy (0.3),
SmallCap Health Care (0.5), SmallCap Tech (0.7), and SmallCap Consumer Staples (0.7).
In terms of 2022’s ytd performance, LargeCap’s 15.5% decline continues to trail those of
MidCap (-9.9) and SmallCap (-12.1). Six of the 33 sectors are positive so far in 2022, up
from four a week earlier. Energy continues to dominate the top performers: LargeCap
Energy (65.8), SmallCap Energy (56.0), MidCap Energy (52.0), MidCap Consumer Staples
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(3.2), MidCap Financials (0.6), and SmallCap Materials (0.2). The biggest ytd laggards:
LargeCap Communication Services (-37.2), LargeCap Consumer Discretionary (-31.3),
SmallCap Communication Services (-29.5), SmallCap Real Estate (-28.3), and MidCap
Real Estate (-25.2).

S&P 500 Sectors and Industries Performance (/ink): All 11 S&P 500 sectors rose last
week, and seven outperformed the composite index’s 1.5% gain. That compares to a 0.7%
decline for the S&P 500 a week earlier, when three sectors rose and five outperformed the
index. Utilities was the best performer with a gain of 3.0%, followed by Materials (2.9%),
Financials (2.2), Consumer Staples (2.1), Real Estate (2.0), Health Care (1.9), and
Industrials (1.9). Energy was the worst performer, albeit with a gain of 0.3%, followed by
Tech (1.0), Communication Services (1.0), and Consumer Discretionary (1.1). The S&P 500
is down 15.5% so far in 2022, with seven sectors ahead of the index and just one in positive
territory. The best performers in 2022 to date: Energy (65.8), Consumer Staples (-1.2),
Utilities (-1.4), Health Care (-2.9), Industrials (-4.5), Financials (-7.8), and Materials (-9.2).
The ytd laggards: Communication Services (-37.2), Consumer Discretionary (-31.3), Real
Estate (-25.2), and Tech (-23.7).

S&P 500 Technical Indicators (/ink): The S&P 500 rose 1.5% last week and improved
relative to its 50-day moving average (50-dma) and its 200-day moving average (200-dma).
The index remained above its 50-dma for a third week, but has been below in eight of the
last 13 weeks. However, it closed below its 200-dma for the 40th time in 43 weeks. It had
been above its 200-dma for 81 straight weeks through early February. The S&P 500’s 50-
dma moved higher w/w/ for just the second time in nine weeks. The index improved to a 14-
week high of 6.1% above its now-rising 50-dma from 4.5% below its falling 50-dma a week
earlier. That compares to a recent 15-week low of 10.6% below at the end of September, a
23-month high of 8.7% above the index’s rising 50-dma the week in early August, and a 27-
month low of 11.1% below its falling 50-dma in mid-June. The index had been mostly
trading above its 50-dma from late April 2020 to early April 2022; in June 2020, it was
11.7% above, which was the highest since its record high of 14.0% in May 2009. That
compares to 27.7% below on March 23, 2020—its lowest reading since it was 29.7% below
on Black Monday, October 19, 1987. The price index closed Friday at a 15-week high of
0.4% below its falling 200-dma, up 2.2% below its falling 200-dma a week earlier. That’s
well above its 26-month low of 17.1% below its falling 200-dma in mid-June and down
sharply from 10.8% above its rising 200-dma in November 2021. That also compares to
17.0% above in December 2020, which was the highest since November 2009 and up from
the 26.6% below registered during the Great Virus Crisis on March 23, 2020—the lowest
reading since March 2009. At its worst levels of the Great Financial Crisis, the S&P 500
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index was 25.5% below its 50-dma on October 10, 2008 and 39.6% below its 200-dma on
November 11, 2008. The 200-dma fell for a 30th straight week, but its pace of decline is
slowing from its fastest rate since July 2009.

S&P 500 Sectors Technical Indicators (/ink): Ten of the 11 S&P 500 sectors are trading
above their 50-dmas, up from nine sectors a week earlier. Communication Services moved
back above in the latest week, leaving Consumer Discretionary as the only sector still below
their 50-dma. Seven sectors now have a rising 50-dma, up from six a week earlier as Tech
turned back up w/w. The four sectors that still have a falling 50-dma: Communication
Services, Consumer Discretionary, Real Estate, and Utilities. Looking at the more stable
longer-term 200-dmas, these six sectors remain in that club: Consumer Staples, Energy,
Financials, Health Care, Industrials, and Materials. For perspective, at the depths of the
Great Virus Crisis in April 2020, Health Care was the only sector trading above its 200-dma.
The 200-dma turned up w/w for Consumer Staples and Industrials, joining Energy, Health
Care, and Utilities as the only sectors with a rising 200-dma.

US Economic Indicators

Durable Goods Orders & Shipments (/ink): Durable goods orders in October posted a
larger-than-expected gain, climbing to its highest level since July 2014. Meanwhile, core
capital goods shipments reached another new record high last month, following
September’s brief dip, while core capital goods orders rebounded back to within 0.1% of
August’s record high. Nondefense capital goods shipments excluding aircraft (used in
calculating GDP) has increased all but two months since its April 2020 bottom, climbing
1.3% in October and by a total of 36.5% over the period. Meanwhile, core capital goods
orders (a proxy for future business investment) rose 0.7% and 35.6% over the comparable
periods, falling only five months since its April 2020 bottom. Total durable goods orders are
on a steep accelerating trend, climbing 1.0% in October and 10.7% yly to its highest level
since July 2014. October’s increase in billings was led by a 2.1% jump in transportation
orders, with new orders for motor vehicles reaching a new record. Also climbing to a new
record high was machinery orders, with orders for electrical equipment and fabricated
metals both stalled near record highs. Primary metals orders have slumped 5.1% from its
recent peak in May.

New Home Sales (/link): New home sales (counted at the signing of a contract) were a
surprise on the upside in October, though these sales can be volatile from month to month.
Sales jumped 7.5% last month to 632,000 units (saar) after an 11.0% loss and a 21.7% gain
the prior two months. So far this year, these sales are down 24.7%. Of the 632,000 homes
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sold in October, only 185,000 were completed, while 184,000 were not yet started and
263,000 units were under construction. Meanwhile, there were 470,000 units for sale last
month (the most since winter 2008), with only 61,000 units completed and 111,000 not yet
started; 298,000 were under construction. At the current sales pace, it would take 8.9
months to run through the supply of new homes, down from 9.4 months in September; it
was at 10.1 months in July—which was the highest since April 2009. The median price of a
new home rose 8.2% (to $493,000 from $455,700) in October, with the yearly rate
accelerating 15.4%, up from 10.3% and 9.2% the previous two months but below its recent
peak of 21.7% in April.

Consumer Sentiment Index (/ink): Consumer sentiment fell 3.1 points in November to 56.8
(above the mid-month reading of 54.7), after climbing steadily from June’s record low of
50.0 to 59.9 in October. November’s decline reversed about one-third of the gain posted
since June’s record low. The report noted: “Along with the ongoing impact of inflation,
consumer attitudes have also been weighed down by rising borrowing costs, declining asset
values, and weakening labor market expectations.” In addition, the recent improvement in
buying conditions for durables reversed course, falling sharply in November. The present
situation component plunged 6.8 points this month to 58.8 after rebounding 11.8 points the
prior four months, from 53.8 in June to 65.6 in October, while the expectations component
fell 2.4 points the past two months to 55.6; it had jumped 10.7 points in August after a three-
month slide of 15.2 points. (The mid-month readings of the present situation and
expectations components were 57.8 and 52.7, respectively.) The one-year expected
inflation rate was 4.9% in November, down slightly from October’s 5.0%, while the five-year
expected inflation rate climbed for the second month, back up to 3.0%, remaining in the
narrow, though elevated, range of 2.9%-3.1% for 15 of the last 16 months. Joanne Hsu,
director of the survey, warned: “[U]ncertainty over these expectations remained at an
elevated level, indicating that the general stability of these expectations may not necessarily
endure.”

Global Economic Indicators

Germany Ifo Business Climate Index (/ink): “The recession could prove less severe than
many expected,” noted Clemens Fuest, president of Ifo Institute, after the release of Ifo’s
business survey. He had some encouraging words a few days prior to the survey’s release,
commenting that the unexpected monthly decline in producer prices and easing supply-
chain disruptions were promising signs, but “the most important point is that the gas supply
situation has brightened considerably.” The overall index increased 1.8 points this month,
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after a 0.2-point uptick in October—which followed a four-month slide of 8.9 points to 84.3,
which was the lowest reading since May 2020. It was as high as 101.4 in June 2021. The
expectations component climbed for the second month, by a total of 4.8 points to 80.0, after
plunging 23.4 points—from 98.6 in February to 75.2 in September—which was the lowest
since April 2020; it was at 102.9 last June. Meanwhile, current conditions, which had been
fluctuating in a volatile flat trend earlier this year, has dropped 6.8 points the past six
months to a 21-month low of 93.1. There were some signs of hope in all four sectors of the
German economy: The manufacturing sector saw its business climate index improve a bit
from a 28-month low of -15.4 to -11.7 as companies were less pessimistic about the future
(to -31.3 from 40.0), though assessed their current situation (10.1 from 13.0) as slightly
worse. The_service sector followed a similar pattern, with its business climate index moving
up from -8.5 to -5.4 as its expectations (-25.7 from -34.4) measure was less negative and
businesses were slightly less satisfied with their current conditions (17.3 from 21.4).
Sentiment in the frade sector (-26.9 from -31.9) was less negative, as expectations (-49.3
from -57.1) moved away from historical lows, and current conditions (to -1.1 from -2.2)
moved back toward positive territory after posting the first back-to-back negative readings
since the start of 2021. The construction sector remained entrenched in negative territory,
though improved a bit to -26.9, as expectations (-45.9 from -47.2) were slightly less
negative, while businesses were more satisfied with their current conditions (6.6 from 2.6).

US PMI Flash Estimates (l/ink): Flash PMIs showed a contraction in business activity
across the US private sector, posting its second fastest decline since May 2020 as
“inflation, rising borrowing costs and economic uncertainty weighed on demand.” The C-PMI
fell for the seventh time in eight months, sinking from 57.7 in March to 46.3 this month, as
the M-PMiI fell from 58.8 in March to a 30-month low of 47.6—which was the first reading
below 50.0 since mid-2020. The decline reflected a renewed fall in output and a shaper
decline in new orders, while new export orders declined at a faster pace. The NM-PMI
recorded its fifth month in contractionary territory, falling for the second month this month
from 49.3 in September to 46.1—though that was above August’s 27-month low of 43.7.
Depressing demand, according to the panelists, was the impact that inflation and interest
rates had on customers’ disposable income. More encouragingly, inflationary pressures
eased further this month, with input cost inflation slowing for the sixth successive month and
rising at the slowest pace since December 2020. Falling this month were lumber, steel, and
plastic prices, as well as freight costs. Given the lower input costs, firms raised their selling
prices at the slowest rate in just over two years, as concessions and discounts were used to
attract customers to place orders in this weak demand environment.

Eurozone PMI Flash Estimates (/ink): “Eurozone economic contraction eases in
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November, price pressures cool” is the headline of this month’s Eurozone PMI report. The
Eurozone’s C-PMI rose for the first time in seven months, climbing to 47.8 this month, after
falling from 55.8 in April to a 23-month low of 47.3 in October. The M-PMI edged up to a
two-month high of 47.3 this month after falling steadily from 58.7 at the start of this year to a
29-month low of 46.4 in October, while the NM-PMI was unchanged at October’s 20-month
low of 48.6; it was at 57.7 in April. Looking at the two largest Eurozone economies,
Germany’s C-PMI was in contractionary territory for the fifth month this month, though did
tick up to a three-month high of 46.4 after falling steadily from 55.6 in February to a 29-
month low of 45.1 in October. Germany’s NM-PMI declined for the sixth time in seven
months, sliding from 57.6 to 46.4 over the period, while Germany’s M-PMI ticked up to a
two-month high of 46.7 after falling from 54.8 in May to 29-month low of 45.1 in October.
Meanwhile, France’s C-PMI fell for the sixth time in seven months, from a recent high of
57.6 in April to 48.8 in November—its first reading below 50.0 since February 2021.
France’s M-PMI rose to 49.1 after falling five of the prior six months, from 55.7 to 47.2—the
lowest since May 2020—while France’s NM-PMiI fell below the breakeven point of 50.0 for
the first time since March 2021, down from a recent peak of 58.9 in April. Elsewhere across
the region, the report noted that output fell for the third consecutive month, though
November’s decline was the smallest seen over the period. There was a marginal return to
growth in the service sector, while the manufacturing sector showed its steepest decline in
manufacturing output since March 2013, barring the pandemic lockdown months.

Japan PMI Flash Estimates (/ink): Activity in Japan’s private sector contracted for the first
time in three months, according to flash estimates, dragged lower by a weak manufacturing
sector. Japan’s C-PMI fell to 48.9 this month after climbing from 49.4 in August to 51.8 in
October as the M-PMI sank for the eighth month, from 54.1 in March to 49.4 this month—
the first contractionary reading since January 2021. Japan’s manufacturing sector was
hampered by weak demand and sharp inflationary pressures, which drastically reduced
output and new orders and pushed business sentiment lower. Meanwhile, the NM-PMI fell
to the breakeven-point of 50.0 after rising from 49.5 in August to 53.2 in October. Still,
inflows of new business rose for the third successive month as firms continued to benefit
from a boost to tourism volumes following the roll-out of the National Travel Discount
Program in early October, which is due to end in December.

Contact us by email or call 480-664-1333.

Ed Yardeni, President & Chief Investment Strategist, 516-972-7683
Debbie Johnson, Chief Economist, 480-664-1333

Joe Abbott, Chief Quantitative Strategist, 732-497-5306

Melissa Tagg, Director of Research Projects & Operations, 516-782-9967
Mali Quintana, Senior Economist, 480-664-1333

12


https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWb9BC9lBXNgW5fd_y15V8ycVW6WXg814SVNZBN1TFhtQ3q8_QV1-WJV7CgJYnW8CWV151BcJ2fW5L5x9L4BXGDCW2wqC2G94KDTcW39lM1v67Rj-HW1jH5c028LfyqW98m0Sh8T50JnN8PGNLPDrzwjW5k2yV85vsNdHW3K3dHt6tpNjpW66ZlW-5rBmjhW5ts8tt6vttSgV3zkHX3DQ0PrW4ZGHDj1lTX-HW2H68K-46dKt8W7TCfYz8fhkFCW7qNr-V1WrTfDW6PKn519cpD5gN8h06YZTppcgW4-KHxW6FdBVFW7LfMqW2z2P-7W6PSlDR3zfpcBW7SndvT1_Tf303c3f1
mailto:requests@yardeni.com

Jackie Doherty, Contributing Editor, 917-328-6848

Valerie de la Rue, Director of Institutional Sales, 516-277-2432
Mary Fanslau, Manager of Client Services, 480-664-1333
Sandy Cohan, Senior Editor, 570-228-9102

Copyright (c) Yardeni Research, Inc. Please read complete copyright and hedge clause.

13


http://www.yardeni.com/Copyright.pdf

