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US Bonds: Supply & Demand. Once again, we are learning that supply and demand 
aren’t as important in determining the bond yield as are inflation and the anticipated reaction 
of the Fed to the inflation problem. In other words, the bond yield is mostly determined by 
the shape of the yield curve. It tends to rise when the yield curve is upward sloping and the 
Fed is raising the federal funds rate. This scenario suggests that investors aren’t convinced 
that the Fed has tightened enough to bring inflation down. Once they are convinced of that, 
the yield curve starts to flatten and then inverts. At that point, investors believe that the 
Fed’s monetary policy tightening cycle is almost over because short-term rates are probably 
high enough to bring inflation down by slowing the economy or pushing it into a recession. 
  
Let’s review the latest supply and demand developments in the bond market: 
  
(1) The federal deficit. The US federal budget deficit remains large at $1.3 trillion over the 
past 12 months through October (Fig. 1). However, that’s a significant improvement from 
the comparable record high of $4.1 trillion through March 2021, when federal government 
spending on pandemic relief was soaring. The 12-month sum of government outlays soared 
from $4.6 trillion in February 2020 to a record high of $7.6 trillion through March 2021 (Fig. 
2). It was down to $6.2 trillion through October. 
  
Another important development since the start of the pandemic is that federal government 
receipts soared, especially over the past year as inflation boosted incomes and thus inflated 
taxes owed by individuals and businesses. Over the 12 months through October, receipts 
rose to a record $4.9 trillion, up from $3.5 trillion through February 2020. 

 
Check out the accompanying chart collection. 
  
Executive Summary: Bond yields aren’t determined as much by supply and demand as they are by 
investor expectations regarding inflation and the Fed’s likely response to it. But it’s helpful to stay 
aware of the latest supply-and-demand-related developments in the bond market, which we review 
today. … Also: The EU has been doing a remarkable job of finding alternative fuel sources to replace 
energy imports from Russia. If a war-provoked energy crisis this winter causes a recession in Europe, 
chances seem good that it’ll be mild and brief. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgCMHW4BLXYv3nNRrvW4HM1zS3MMGNhVx2lVW68jj6xW95s9xV7RPrTDW2mwZLF7srMkMW2_tryV1BpkBNW7zBR5N50PtRSW7Ys4FM4zNrPsW8kpMdV46zkw5N5gLgsVQZjqTW40XMgW91ZnPBW6RCTBJ8RW1PjW2_0xgq4kL221W561Dfb84K3gNW29Nn9H7pg22TW2hb8Sw4_5xpmW3N5lgJ7P3_KbW6jYTfZ6M96ZVW6D9V9K6drDMnW9515XW5GwZ3QW1Crk2K8-h-VhW2kGbyM4P67Rc3kjq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgNmYW5Pd0xP6QjwtmW8zp2f528mB9_W7n_Xpx2lqP69W7ZM2PL6TQZYKW69mWmr1Y3YTyVkYY4g2WyTpTW83R6Nh3VwDWGW5LckyR20DdRbN1gXPmgLkVSXW8RT3r24d0ZXHW4CwyFH7nRDfsW11vsQh2_KHd4W7PXYVp5gt0ZMW12g0db1-lC0lW6V9g6r61Gs70W9gNq-y4x5J-8W27RVQy3v3f3TW29B-wb810blPW5LBghB60Wr5sVXrYQk5SP-BjW5yQLNJ4r0V2fW4xjFh_7Zqwfl38Qx1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgNmYW5Pd0xP6QjwtmW8zp2f528mB9_W7n_Xpx2lqP69W7ZM2PL6TQZYKW69mWmr1Y3YTyVkYY4g2WyTpTW83R6Nh3VwDWGW5LckyR20DdRbN1gXPmgLkVSXW8RT3r24d0ZXHW4CwyFH7nRDfsW11vsQh2_KHd4W7PXYVp5gt0ZMW12g0db1-lC0lW6V9g6r61Gs70W9gNq-y4x5J-8W27RVQy3v3f3TW29B-wb810blPW5LBghB60Wr5sVXrYQk5SP-BjW5yQLNJ4r0V2fW4xjFh_7Zqwfl38Qx1
https://www.yardeni.com/pub/cc_20221207.pdf
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While inflation has been boosting tax revenues, the resulting increase in interest rates is 
causing net interest paid by the federal government to soar. Over the past 12 months 
through October, it rose to a record $488.2 billion, up from $383.7 billion through February 
2020 (Fig. 3). We calculate that the federal government is currently paying an average 
effective rate of 2.0% on the debt (Fig. 4). If that rate rises to 3.0%, the government’s net 
interest bill would rise over $700 billion. 
  
(2) The Fed’s QT2. Meanwhile, the Fed has implemented QT2. The Fed’s holdings of 
securities peaked at a record $8.5 trillion during the May 18 week. It was down by $309 
billion through the November 30 week (Fig. 5). Over that same period, the Fed’s holdings of 
US Treasuries fell $235 billion, while mortgage-backed securities fell $74 billion (Fig. 6 and 
Fig. 7). 
  
Arguably, the jump in the 10-year Treasury bond from 1.63% at the start of this year to a 
peak of 4.25% on October 24 was exacerbated by the anticipation and implementation of 
QT2 (Fig. 8). The same can be said for the 30-year mortgage rate, as evidenced by the 
doubling of the spread between the mortgage yield and the 10-year Treasury yield (Fig. 9 
and Fig. 10). 
  
(3) Commercial banks. QT2 has weighed on commercial bank deposits since the summer 
(Fig. 11). Meanwhile, commercial bank loan demand rose $1.1 trillion ytd through the 
November 23 week to a record high. To fund these loans, the banks sold $346 billion in 
their securities holdings from the February 23 week through the November 23 week. 
  
(4) Bond funds. Also selling bonds have been bond mutual funds and ETFs. On a 12-month 
basis, their net collective sales totaled $136.1 billion through October (Fig. 12). That’s not 
much, but keep in mind that’s down from a record high of $1.0 trillion through April 2021! 
  
(5) Foreign investors. The outflows from all the domestic accounts reviewed above have 
been largely offset by massive net foreign capital inflows into the US bond market. The 
Treasury International Capital data posted September data for net capital inflows (Fig. 13). 
Over the past 12 months through September, private inflows jumped to a record $1.7 trillion. 
Foreigners' net purchases of US bonds soared to a record $1.1 trillion. Meanwhile, foreign 
investors sold $265.5 billion in US equities over the 12-month period through September. 
For contrarians, this is a bullish signal since foreigners tend to get in (out) at stock market 
tops (bottoms) in the US. 
  
We believe that global investors continue to view the US as a safe haven for their 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgCFzW6HH1513t47Y0W3kSkYs7v5hmLVn-HGj8LnttWVsgpWK2zr-PYW4l8pmy8PThkVW8PJLNY7FfDKyW7zHCx17X5xzZN67QPjfhsNW9W6HGVD51M9SJ8MF_4-ZYdjF0W37-pfh1XdQsNVG357z5Zz0HmW6FN5Rv8pVgRGW1JZpDr887vQpW5MP3HT4FdN92W6fGy1l6_zlXpW6synSR7d__HvW4XbZRx1pv-9nVXsB5g3HdqlQW99ysv26BTYJqW4wJQhz3Rtv53W4J6vDG7VRyrk36981
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7Cg-YYW8x1gxF1Cn97fVRzHJm6fNT29W7cb81F81yPM3W8SpmsV1NZJHNW5B3x3z6RP4SQW3sPH1_8G9sqDW2WcwJz3MbtcvW2fZGl364CvtZW3kYt-L3Yz4d3W1Clqrp4tWFkDW2_Rfh83knL8sW1gkf9f3B6CBJN5tmKm_w76fLW1dZjL-6FTZgjW6wKyX48vbrq1W15FtQ92S9brnW6xrnfT93ydydW5CVCx92-LyK1W17TbTl3xFbNwMSs3G63nP-0W1nD73x31j6QQW7qtz297Q6fdl31T41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgT6qW1bMK723cjnvMW1nZwTK2zk0wBW8zZPHb3CMGf_W2bpdlc1xhyxCW3_H4mD39VF8RN4k-H14S3_RLW7HCkV290RgpsW8PQ-b21zKgLvW7dzBvP7GcWHSW3PX0Ds1Twyg7W7T5-cD6h0Wc4W5HhLKq5rrt3gW1R3v8r936HDqW1RlCLR4zl09VW6_DWGQ5lTd8XVSQrP78gQY28F9gTZqdP5XVN8fPFcZxg12hW2rLRR35Wjv1SW5bK8NQ9b1c4yW8qzSkd8cXN3fW6xyN8q4_gcf_37GV1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgHpSW438bSt8YNyCvW7QlKrk57LrzjVc0jgv5PPX4MW618SDj6s2JkBW1sPNtg1jw0WsW7G_5Sr80h28PW2Mn-X98VVrYYW1cqF6J1zwqVBW7TZR364GV9mgN3-FTVzghVwWW57R89q2xjJFWW7q540K8j71_5W10n4yz7sdghnW9khKSP5m_G-mW2KDhzv8DJ6rnW8z6-NM52n6S7W49V7fD7jsljwW1JnRvG6v1xndW2582m09bJzZ8W8Kss5S6jCZ7KW3kGTG35qd13YVRMYWk2Skw9B1v1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgTnsW4dsL111Y4pQXW6y-n1M6Tks1bN7lscKh4FHZPW6JbqLM6X640JV36Cqc1kmlBRW3znh1n3g10N-W4XC42726BWjVN3qG2MdQ9vyRW8Q8HWj7py0dhW2Sd8Wy54LFvGW7cfHdF44tdR7W67Hf_d8XbZShW11hCW614S0Q5W9gDCvF1QqdvXW2KZ8lF4N_LpgW7hC70b3YSmNxW5LNPkR3xG4dnW5QxBDr6wx8DpW1W7CCN3Lq7xHW7mv_G61fymNCW1T-p1q6Q8qmKW1ddY485rdTCw3dKW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgJbJVyLSSh11_R3KN7MKSZHs9v4xW3r8s7J4k8qsQW308LC_8dk0xtW2bShq25t_yTNW2Bsbfy6Z_Hg1N7CvbC54vyJ2V26cH12F6Tn5Vqjg-_4ZLWqWW3LZS-q161FFXW3Q81Zb64rx3VW1krB7N4WJY7pMnkmpb-dzFTW6tcF8j3XjYq0W1s8RhK2BXtvtW2H4tT688H5t0W8q79G-1l2wpXW3nTNmr3XHKB7W6Pj9C-48gP9_N7pv2sVX0c9gW5dGxDJ2SW0hQW2gJWy985TL-k3lSz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgBpnVmhJ8V50NgFhW2Rvn2h2mMF1MVwDznD2KkqgWW3gDCd75_C7z_W8nVZ2N21p4xzW6cKKJC38c7XrVf9Q9M4RFshLW96Vq8H3b-grsW4GVr2g7L9ffpW2RD0n750w018VXnzKy1c3TFjW81LMqL2DQPQfW17bY1Z87z1vGN7q0MSrcC7nsW7WHVzK449lnxVZXZ7_6kJd3VW8-SxxN5bk0Z2W2G2KDR6ffZsvW24PyNy2NW0YFVPW5LQ1Bp0JCW486pm848CqfzW2j0_FF8xYqkR3mZ01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgWJcW8pmksM3b9dXdN5t024KcZPTBW8nCn5b5z0j7KW8cGQJQ5XdDfGW2w09qq4Fszy-Vf8rYC952Q9HW9dBck8291h2TVG-NQH4SLvn1W3qb_S58gkd0wW7Byv891kfSHsW3dDjzv62_NrRW2_Q_YV1MHVrgW3Cj3D94Zcr6RW31wwTw42QVbVW7RFRHt2WZR6yW6V4_Cm13HhmnW2DZfSp2x7KlkN2W33ndJJbZRW8CP4hx3v3f_VW2msNMV5Tlb4rN5RBv_mSVh5YW1YfXcp6v3L-735s71
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgG4-W8V8Rlq4KGjjhW7Lp49p5cbKHMVsMxv76LmlkSN7p15sqwHkwYW2l4bSG96qCGlVPmcLv7brG1vMdStCwFkWCBW93X48n3l1dRbW38s_pp3_YnQtW275G8h3mtTJkW5kfhHm3HfWNyW32Pb9s4CnxznN36jG-PvS3C5W7mMWtv2qVxxcW13_7ZB6vgXDKW6JRR2d3C2QN3W8jrBnR6vj9c5W2czbWy2VX8zHVwxvPD6_JKZWN6Qvw0tgZ0qMW28H1tc4q7PG5W5n4M1r7Rv-Y53cyL1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgKfWN2vhdlBZDF4GN5qd5yg7-ThcW2Ptr1q8x4rGyW2bGFWQ7RmBJkW9j1DXF2_xMGvN7T0dMT777Y0W6WnzbJ30_KH4W7jn5KR7-gj97W7jRRSM7YTFgyW234-D_6WMGY3W3n2XHl4hfYjbW2JPv1Z4wx3mMW2pLW8j8Vm78fW7CGffq4rRnHSW2pxgvV9bhlVdVMtDMw66hG77VD_bgb3qmqwkW8qJZCF2JV4WcW6V225x10R66lW3k6Hhr1yqy6WW7ShTl66K7rd-MVWvYj3mDG_37BW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVZ3q905V1-WJV7CgJKrW3lh2Sy8-ZVhSW8D0x_K5wswd3W4fsvYj33hcwQW5hB4Nk66Wn3fW5F1Gv17DgFMhW51pZxh2l0H6gW7G8tgr1m_rFrW8Q2-yS8z5GfhW7BXjjd9jcCWNW7rJMxv21k6BfW95rKRC5vj7_hW67ldd87PPfMpW2D0PC28FJZ42W3wvg_c2XQ03FW3PvNqV92HQnbW4118TS7JWGp8W1lq_cy8VNcCZN50qV0dmWCGLW5NDCJ62vcDzwW7z32Sr7kfN_LW9clKxB6H5CqvMkQpbxC7J2DW5xHxY32QHrSkW7LYqfh2gP--L3fc-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgCPWN1rXmWym_20HW9fqrQZ7PDxsSW68pZ6N5gGCGJW77P11G5jNBSVVW-cFG5flBmCW7NTSl28Yf5FzN1rbwcwvP6LCN8jnpV0FDt35W5vZ7MP2T32G8W6Lx5CK6RZPWVW8kvp7l3l48MsW2xk6lC4RhsSHW1pD1GP3VDKTyW7VWhpL4YQJm0W5cS53r2n4jHNW5rVrLQ2Fb7bmW8Gyk5q6dl3R8W41jCN65tJw60W8sh0pm1kbw7pW397pF14h9QYRW7YpMpb6pL4wcW51g7Qd3C53Xk3fN71
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investments in a world that has been going quite mad. Their mantra is “TINAC” (there is no 
alternative country!). 
  
European Economy I: Gas Relief? More frightening than a forthcoming economic 
recession for many Europeans is the prospect of being left in the dark and cold should the 
war-provoked energy crisis worsen. Europeans are prepping by taking courses on what to 
do in the event that “nothing works” anymore, wrote Reuters on November 11. 
  
So far, the lights are still on in Europe. An unseasonably warm autumn has allowed the 
region to preserve more energy than usual; storage is currently 95% full, reported the 
November 24 The Economist. Soothing financial markets, natural gas prices also have 
fallen from the summer. 
  
The Economist article was part of a cover feature warning that the worst is yet to come in 
Europe’s energy crisis. As we have noted in the past, cover stories tend to be contrary 
indicators because by the time journalists have done the work to devote a cover story to a 
trend, investors have already moved past it. So European investors likely have discounted 
the worst already, notwithstanding Monday’s negative developments. 
  
Here's what happened on Monday and our take on the current situation: 
  
(1) Ban and cap show. Starting on Monday, December 5, EU member states have banned 
seaborne imports of Russian crude and prohibited EU companies from financing or insuring 
Russian oil shipments to third countries. That same day, a separate price cap from the 
Group of Seven, EU, and Australia took effect, aiming to reduce Russia’s profits from 
energy sales. (The 27-member bloc also said a ban on imports of refined petroleum 
products will be enforced starting February 5.) 
  
While that sounds dramatic, the $60-per-barrel price cap is close to where Russian oil was 
already trading. So it won’t do much to reduce Russian revenues from oil sales in the short 
run, observed the Financial Times editorial board on Monday. It’s also notable that the 
December 5 ban does not include Russian oil imported into the EU by way of pipelines. 
  
Nevertheless, if Russia refuses to sell oil subject to a cap, as it says it will, the energy 
market could be disrupted by skyrocketing prices—unless OPEC+ mitigates the effects by 
increasing production. Already, Russia has shifted much of its oil exports to other buyers 
such as China and India who are not likely to adopt the EU-G7 policy. Russian oil in Asian 
markets was selling well above the price cap on Monday. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMTN5nKv5V3Zsc37CgS1gW6C5Shl4zRx5JW5FK3vD6wgF6nW4Q1Td15JF6ZjW7llYb25Qk7DsW5_7m9r3s3sRCW5x_jRX6R14bRW8P4xq45Lt7zYW8pn6Jy2G82LcW4d-7003J3Y95N5dMrpNFm320N74mQzy-0xYgW7hBwnC2wv3zWW7DgGzD4Wz0CXW86Bvbn2Bkws0W5Q4BsN56CMCyW5cv4Ln1VyTNsW32Vp4q3YJSqtN8bzY7DxXztBW1yKGSv36kvmlW798J0z5RY6V9W5MJLvS5Nkqd7W91bLN12yFqCCW1G_6Bn6Sp5DxW3bH34K6z0qH1W4VFsCS8v23r2W3lssjl8NTXsdW1HtSS_5H3wynW84MGxl8j2LfFW4QYbWB6HLXHLN48wwH_fj7rsVtflNx34xdt5W3cjDjn88GyLm3g681
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMWS3q90_V1-WJV7CgW8qW1SBQQ45s5NJxW3L8lt27-rp6HW4v2ZVj61VzJpW1CPMpB2bGlrLW7XFrcw5tYNDPW3T766p3ncfgrW2dpcS91g5221W2PTyCw8LpGRrW6ZV_Nr8jSHKCN8YPFBJl4QkLW3JGFZt6sKPhMW4Msvg23X9kRsW8my04_4RT1fWW32GhR91qPGK2W6dnm1f6sysgyVlT7kF4mSCNYW4m89q98Qm375W3K5BM92Jy_0xW7P71YR4pjpG8W69b7Ld67-4qvW5P0bPK3DF9y4W3TG3n81KdFtrW61lc2h1Xg9J5W8vhL737_SXd4W1j6cYd8DvbmHW1HjyJF2rKcxMW35g4Z04gZrqZW43hqkQ21KHTTW8VjGpz89dNcfW8MVFfg7VtPqx32-G1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMWS3q90_V1-WJV7CgP8DW8BjP4c81ZvbrW7XLy7v2bBT74W3rDKYy6x9DQLW4X_hTn87pts5W1b7mS947l3bcW3j6myp7X-nWjW2p5qvq6MK8NyVyQRnQ6F4vsVW8fqvqf78GxRQW2Q6Xt199JRrwW6Dvv_T1Y7HNHW1Jlsk74WcJ21W5bY73l5K_dVNW50bWqN7yHQNYW927pl91jVrxWW84CKdv2rXHLNW52ZCM54KrZ16W4sM9sc3xBKk5W40D7hN4kXC5mW33FV2c2V-_jPVN3Qz18hPc69W893fyg4R4_32W78nsqs59qpwJN4h18n8SKck4W7hty5c4RgbTyW4Qj3Qx6C6pQxVR47WK3NlfNBW6JBJC94b2Cx0W5bqML28TcDTtW7z-ptQ6x9tTG3jzD1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMWy3q90JV1-WJV7CgX4xV-J9MM4qDHX1W7VTfqD1t5m4pW1ksLFJ4B_sCtW1G4M7k6YCTjNVdhLH95g085CW3svNLS3DJd9DW8y1RKF61pw9ZVTF2433phbGyW9gX2Z57rJJXkW33c6rG4bKqJLW7KVf2-1Ds2J_W1cMSX83FsJNZVrm7Tw7TcMMFW5r9jf27F1889W6N5z--1S6T3xVNqsx86d_V02W3zHClW8r6nfKVRp6JX8k6VTMW6N959B5jCMgLV6h3tf2CK5JKW88xpJ58yS4xrW98zLGP8fpYHJN5kCVNSs-b9gN88BZqD_R3mpW7cp26-4zpp1YW5HJMDk3QwxJDW7-SqnB6pysRhW3J9MXb1w1c_r3dFr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMWS3q90_V1-WJV7CgVbdW18ZXc32DhxswW36JPpF3cPJ7SW2t84fd54dln1N5YbkVG-6sN8W4C40Gy1yy1lsW5t1t4D2MWsgqVKbjpC1X2LzdW6r_ldg7wbVzcVdP7zw81l-ScW8bSXb98DTfC5N5xJH4pHfZPxW6qt_D63bzNrKW2mJwGz3VC-HhW8w0n8W4sdgrHW5LDKQB1xsYn_W8byTM78fyjQkW1B1tCM1XRB7fW8mVDDJ3T3Mz8W3jKgVz7mh-BRW2-cNc02tqFR5W7dH9XQ4FdNSPW26bhfg8vRg0yW4GY69J966npcW8vPkbv9jmDj1W7Mhq3c4T71TVW5Rz1_y7zKrDdW465Z-r7ldjDPW6hWxJF7NTGgCV2MqHd8g6slVVDQMVW5Vm1f23p5q1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMTN5nKv5V3Zsc37CgVpcV-KJCS79L77zW9j981Y3kCWtnW6lsfVX4GrZJFW31xkfG40BVCQW6gPTCn4s7yQSW52TH0211V_lbN70dG83TVyPcW4SwBTc1ZckXvVlXdrk7HlMLwVzZ6551JhFRSW8Cb2g_8nN_brW7pXspS84kngQW488ypv685G0MW6WtvWs93z5GcVdcQsB5HfP6BW4r20m119wkrjW4Bp0HQ2QYXXhW80J-Zl6xZRvzW5sPWCy6Cbj0cW6KDVLd65qM1TW5J_ZyG3psVcHW1z8zFP968zPgW3XrN7_6ppV9fW2xLRht8cR0G1W42tjrq505DSZW8gsdrM32_yc9W1mz4Q03MhX2TW1FClHx6wRjGSW1lKSwK3931DdW68RwsN3HWN3PVNgNvn1KQ52bW6QV7tG12Mbsd3pgt1
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Importantly, not all—or even most—of Europe’s oil imports are at stake. Last month, 
Russian crude oil exports to Europe remained steady, reported the Paris-based 
International Energy Association (IEA) according to the November 15 WSJ. Russia’s total 
oil exports rose by 165,000 barrels a day in October to 7.7 million barrels a day. Russian 
exports to the EU were 1.5 million barrels a day (mbd). With the energy ban in effect, about 
1.1mbd would be halted, said the IEA. 
  
(2) Sourcing from other sources. The Economist noted that Russia used to provide 40%-
50% of the EU’s imports of gas, but now provides only 15% as Russia abruptly cut off 
supplies over the summer. Until now, Europe has been able to replace its energy stores 
with fuel from other suppliers, including the US. Infrastructure in Germany to import liquified 
natural gas has been built and will start operating in January. And other European pipelines 
have opened. 
  
Long term, the hope is that climate-friendly strategies will reduce both Europe’s reliance on 
oil and gas and its consumption of fossil fuels broadly; but they won’t be operational 
anytime soon. For now, Europe is sourcing gas just fine without them. In an interview 
yesterday, the European Central Bank’s (ECB) Philip Lane said: “I do think there’s a very 
difficult period to come, but also a faster transition to a more sustainable economy.” 
  
(3) Europe’s great energy sucking sound. Our hunch is that it might not be Europe that 
suffers the brunt of the energy crisis caused by the war. While European households and 
businesses can expect to make sacrifices—energy rationing, high energy prices, inability to 
use plants’ full capacity—they won’t literally be left in the dark and cold this winter. Europe 
has been hoarding enough energy to sustain itself out of a major crisis. 
  
The trouble is that hoarding in Europe is creating a shortage of natural gas in developing 
economies. That’s where it could get dark. 
  
Europe II: Recession Relief? Many of Europe’s economic indicators suggest that the 
region soon could tip into a recession. A contraction in real GDP for at least a couple of 
consecutive quarters isn’t hard to envision after ever-so-slightly-positive growth for the past 
few quarters. 
  
Energy prices are likely to rise with the western pressure on Russian oil. Broadly, prices 
already have been squeezing consumers. Retailers may find consumer demand dwindling 
as consumers use up their stores of savings and fiscal handouts built up during the 
pandemic. And manufacturers could start to see demand decline as a post-pandemic order 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMTN5nKv5V3Zsc37CgTf0W45Ymcd7_5dcKW47mcmH2-RYTVV6xzPh8VjwVzW33pq074V4wXMW773wVx1bxty4W2N7qNq3yGcwVW8XgnWh6YgMbbW5rst5N2FqRVKW8l71K32nyxStN96k4sP1Sz76N28wHsx6mwv_W3Ktd_k86llQ6W3DG1Hc7pVdcGW6qzly4885k5XW3tbCXy5SCYLvW166bn03dZDWWW8Dp7Wf621lBqN5L0RfDRZ0whW4kcLZK2Z1HZXW1bmKPn6Vj_8VW7hnqBX1DH79GN5VVT8PrbcpJN7QtG7nLQHRDN14by2qqdSNNW1g26Mf3Z37PgW4_hW8358HsHzW8KwyXP7tKn4qW64GXN665jVsgW3FJ--p8SBWcnW3TM1KG3DMpBRW5GFkPS1LZpdtW1jctWL9gdjkB3cp-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMWf3q90pV1-WJV7CgHMJW8vPNlJ6cBblMW37Mjvg1ZkGYsVwQkQc5kZrmhW14_RFJ8KZCRNW3Q6kwq5pFZQfW99L2hj4kdVRcW6XLR138H99rnW9lLBqy756WYrW3JsQw156pw9MW5s91hW3SFrqqW6nCckZ8vYtY4W8Nvxnb2d9R5cW8vjfn58_HvM9W8Wtqk21cN2nsW4LYkKx10V2pfN2fqQLbw6zCYW9jfvJ25g50JpN83N_pZk9nwhW92dJgq7gCHf1W6KP9xj945fN_N8Trksbf2yBgW72YV_c6j1t39W7SZnGg4ptr6HW2jTq3S81SMVvW1yC81R42xgjnW3_gh0p4DzxF13fNP1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMWy3q90JV1-WJV7CgZ2lW1Ry_sB37YkQjW4RzpMh6ZYzwKW3MZym48zwNqwW1wp9Bd1K6_N_W8KzS6q4l6XyNW2C9LmW7R5vrjTVx356q3kSjW69VYLN7SBtcRW5Wqqg17LcRzHW8lG2XS89rYQQW7bgDM18hvb2LW1Km3VP2k7t7kW22Rznm7xvT5bW5r58qV8_QPnRW7jCk7H7ctFyHW43RDNj6vmnxRW1K4b-65Q4g0-W4b2DvD1-mdx-VPTzhH7F6NXTW86_62Y9hT_-KW3H0TxP9bwQl0W314VB08zLl72W5zp0Fj8JdZJNW6FjT431x-HxnN2KsJKjksp50N5Z6ShzG2sf-N6mcdNZjF6NBW6swQqr5jbNkD3jtB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVm5nKvJV3Zsc37CgQdMW34z3z12SWLtGN1YRhJ06r-HQW7YZksk8fM-2tW70JyGL9fSY3qW7V2c801gvtpyW90Vs9l2rVBMyW5ff3288rKkVRVw2lrY7YP5jqW4ZbS5-1kdtM4W9g5Qkj80FxVbW4fS3jd43dGmTW3yQgbX4hkPZXW5hjw-B4XphFgW4jfMK08xyMbnW5StCmx5dDfH_W8gLhQ627l3QKW75qNLS8PGrP-N4RNwFtJLT2lW1qqWsH8hHJK2W4QWYw77vffp1W5cSxMV1HN108W3G1b5m1szPlgW8ctll38v6dyTW1NSNGR51NH36M46QbG8yPT-W8ptVyw7V9rGfW6wWWpg3gjr-tW5lLtD-59nMYbW7C9bsH4QKhf5W7WBQMF8BHpNsW8hX-1b2LbnZ3W5zT4Ff5r2HMgVbwJBw1Bw3_rW4938d969cRQPN3CHKH2cdTCfW8vHq2y5tpDln3nby1
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backlog evaporates, especially for automakers. 
  
Fueling inflation, fiscal policymakers have aimed to rescue their political bases with energy 
subsidies and public handouts. To curb these effects, European Central Bank (ECB) 
monetary policymakers are aggressively raising interest rates (Fig. 14). 
  
Recently, we’ve begun to believe that a European recession next year is more likely than 
not. The ECB’s hawkishness is testing Europe’s economic resilience. But any recession 
could be short lived. Even the ECB expects economic conditions to normalize by 2024. Just 
yesterday, the ECB’s Philip Lane said in his interview: “Our current thinking is that if there is 
a recession it will be relatively mild and relatively short-lived.” 
  
Previously, we wrote that the lifting of Europe’s Covid restrictions could offset some of the 
Ukraine war’s negative economic impacts. Indeed, economic data have not been overly 
worrisome (except for inflation data). Belying alarmist media headlines, analysts’ estimates 
for Eurozone revenues and earnings remain upbeat. European stocks have taken such a 
beating since February that overweighting them over the long term, or at least holding onto 
current positions, might be prudent. 
  
Here’s a look at the latest economic indicators, which have worsened but still aren’t too bad: 
  
(1) Growth. Eurozone real GDP expanded a mere 0.7% q/q on a seasonally adjusted basis 
during Q3, slightly lower than in Q2 but higher than the war strained Q1 growth rate of 
0.4%, the slowest in a year. On an annual basis, growth managed to stay above 2.0% y/y, 
driven especially by strong household spending (up 4.2% y/y) (Fig. 15). The household lift 
could dissipate soon if high inflation persists and savings fall, but the strong job market 
could offset any savings shortfall. 
  
(2) Inflation. Inflation is expected to remain very high in the coming months because of the 
energy crisis. Presumably, however, inflationary pressures should ease over the longer 
term as the war-related, energy-related, and supply-chain challenges abate. Eurozone CPI 
soared 10.6% y/y during October, surpassing the previous several months’ record highs 
(Fig. 16). Excluding energy, food, alcohol, and tobacco, the CPI also advanced at a record 
pace, of 5.0%. (Flash estimates for November predict a slowing in the headline rate to 
10.0%, with core rate holding at 5.0%.) 
  
(3) Unemployment. Unemployment in the Eurozone, now at 6.5%, has dropped well below 
even pre-pandemic levels (it was 7.2% when the pandemic began in March 2020) (Fig. 17). 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgGJTW67HSdM37BygpW5Ps_5Z77GYZXW1WNMSW4rr-y5W4l1p_g1s7WBfW3RvtXF4b_5K4W3pcMK7738N03N1q28nDfk86xW1WpDff83dTzHW1TgNgj7q148pV3Vj478ypTZjN4dwb_MQWH6DVmbtBL4Pzh1xW7-RJvf3DDhTtVHPqBq59SN7HN68sb2DxD1QCW4mkB9z411w5MV7zH1q8S4BBxW713Mc-6n-KfWW36yb3S8_bvBLW5hF7J-5FTPHHW2C6_Pv92YQfcW29zSwM7MW_0x3nll1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgFPlW1r5ry0418K0DW8SWW576Cf-bjW3zlBpf1XPkRmW6Zfs8y4PSY6TW2-gqZW4pkl5SW8FS1Pt7qXdxsW87kw4-7SnNPqW1p3mCC2PNXc5N3pMMZ-j3FtnW88PGyN8GfsQgW6C8ph_31wh7VW6fCpzR3s_D_qVRR3m_5dN5Z5VlP9248JZx4QW5R-BsL8nsx4MW21x0kB6d1cZpW8tnTnQ5H79LnN1QGDS4YYvYfW2wsX6p4YHXkNW8GRYns855163W5MKy1x6V33vZN1CncHd84SmS3bDq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7Cg-8ZW6Sz_RB2RBGpMVf2MLL46sjb_W39KsK73-jg-TW347zVq7MXM47N5VwY49sDzGsW1JnQm82Ly5qLVPlt355F7S_RW1TL1Qr4t9mxBW62R-WN9dV-ZkVYBjfV3ZvSbyW8zp57M7RHnb6W6vskQd8c00xpW4Y1_sf6yblnvW3PXRCM10xkpQW8gp_Ky6C8q42W7cX79M4pFVjRW16kr4Y2Sv6yHW5BfVcB4DqnQLW2nNqLL7kPPcBW6MY-Y_6gH4f2W5LgtNM8bKr_NW1ng_G847hRYF3g8R1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgGlRVCHhFM1tDqHkW6B4-nt2KMx2XW6hDD304RtQ40W7yxNmB1CSVChN8nK7G6st-KDW5z-mlH6MHNHfN357BCpKl-DDW7wznzV7-Zm3FW334CTL4BCv8HM2cjdCx4MgrW1KgYM21drHXtVf3lXM3wJsGDW2M8VY-3HgDmzVZ2bR82Lw7d4W7clM-D4Jr9DfW8rL2T16qD75TW1zWhzQ3KJDPmW1WkKKh1rrssbMfqMkNJyYW_W5b6R1R3tlWhfW4QsH1B1LN3d3W6khyh28G8Sjt3fjn1
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Europe’s labor market never took a dramatic hit during the pandemic largely because job-
retention schemes maintained worker-employer bonds. The labor market remains 
exceptionally strong considering Europe’s challenges. 
  
(4) Industrial production. Europe’s industrial production data for September was strong, 
indicating a full recovery from the pandemic and no sign of struggle from the war (Fig. 18). 
However, this series might take a breather once the sanctions on Russian energy kick in. 
German manufacturing orders—a leading indicator for production—are falling too. Industrial 
companies are likely to suffer the most from further energy conservation efforts, as they are 
subject to energy curbs before households and small businesses. 
  
(5) German orders & auto production. Incoming orders for manufacturers in Germany, the 
EU’s largest economy, fell during September for the second consecutive month, but ticked 
up slightly during October (Fig. 19). Yet German automakers so far this year have remained 
surprisingly healthy (Fig. 20). That’s mainly because they still have a backlog of orders from 
the post-pandemic supply-chain pileup. Automakers could be in for a rougher road ahead 
as gas prices rise and as the US Inflation Reduction Act subsidizes US energy-efficient 
automakers, denting demand for European ones. 
  
(6) Economic sentiment. Economic sentiment in Europe dove in October, dropping below its 
long-term average (Fig. 21). It edged up in November. And it isn’t as depressed as during 
the pandemic—at 93.7 now on the European Economic Sentiment Indicator (ESI) versus 
60.9 at the April 2020 record low. However, Europeans clearly are not very optimistic. 
That’s especially true of European consumers: The consumer index weighting on the ESI 
fell significantly in recent months but has recently turned upward (Fig. 22). 
  
(7) Retail sales. Retail sales have held up since recovering from the pandemic (Fig. 23). 
Main Street European retailers are discounting their products to boost sales amid a 
discretionary income squeeze for European consumers. Luxury retailers are successfully 
raising prices by tacking on energy and logistics surcharges. But how long these supportive 
tactics will remain feasible is questionable. 
  
(8) Stock prices & valuation. The Europe MSCI Index was down 11.1% from January’s post-
pandemic high when the Ukraine war began on February 24. The index recovered 
somewhat before bottoming at a 22.4% bear-market low on September 29 (Fig. 24). The 
index has bounced back some, reflecting improved energy prospects for Europe since this 
summer. 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgQFdW1s6Yy1923cKjW69Cdx-91Jp2pW3lwD0Z3Z4PQfW4w9lzT1jG4JzV1srGW4nJLrvW1HS0vS5XZLYJW5y_TmV1z03bNW6QndKV72v9-rVmxQhJ8rWdPdN5jYlFBxHBqYW2qcFcn2ZWhr3W3CBW_06vKxD0W5B2pVX2GVGktW21RGG919xRPkW8KfQhf4FtVNjW6lRLCr5P6Sr8W5N18Zk4s1NFMW73hnm_3b73yDW4LmNv21YrDTTW6n62h75XtQW8W4RfnVr895x8TW7PZfhg4mPN8932KS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgRfRW2j1BJt2XvrL-W7wYrCj5zPW_5W8GW38j4Ckd_GN8FF_YSSLQ3vW7zhpDy2hTg4hW3FkGq272NRcDW8NkPZ03YYxx4VBPf0g50rjgRW1NYJ9h3bMBW9N4lVyMr1t6TyW1XYyZM5PhwpQW76Gj696r83zLW8zmXwq8qMvNWW1CHx6v3RrDkvW8y0R9W35hWQZW6-sgB11mVyJnW78tw9p5FB_GtW672myM7-Y7-vW1pQFT97p2n9ZN6SSXmQqsBYlW2vNqgy19WM4vW8M-rMQ1rl22Z3fw_1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgVrVW6QBrm21ZhrsXW3-vrrd8bx3XTW4PtQ942gVRRFW5g2y3w6H697WW8NwhhL4knRLwVG8Qds7tr_dLW8Ky_xp72nzt8W4nD0zk7-y7NKV2NXP87XJmyRW5d5mhk85MKf3W3dRdq335DbX6W1t9TWr64N20KW6t5vpR6FdqGvW36dQ2240NNTdW2ylK5G6HmzYGW5Ckm185n8jJRW7RqBSb2gX8jfN7NRDSbKWhS5N7XktdvyJp4hW6QPbFH22sjCXW262Vxj43b_M1W7zkJ8X7FkgX13l5X1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgSl1W1hy_ZN8YfRtdW8dTNZS7xQhnSN2HwgV2Xcw7WW8CQ18k4b0c2QW5sS1yY6d5VvwW34zzD88SM4N1W30bDfD1hl1rvW3gdv4s8CYf3LN6XGHWMfj7PGW9lLnMn231QLsW2NV7zs4Frw4bW9dqzJ76m5S4gW6Pc3Bk6tv23wW2Jx_3Y2PrmRLW22jqVP3bxL-wN4l5ykj1qS4mW2RLcz83Dtwc8W11vDdH82fFqnW4TGtDW8Sr6VyW7S_Hjc20wqgjW2wNHWh6D4YHyW4XPt8b8NQ60238-d1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgFtgW6HD2Nn3gnwrSW8sp8tj6KWdvVW8mnG2P3rFWQfW2Qs9jk95yWlsW3pfq487frvY_W7Z-WC31bjPtnW2PNNSy7Y6580W4JqGzK239MLYW7TnwSp5LGk0MW3zbyBN1hPM7RW8N2Qqr7kRvHbW5Y-Tqv4MN7hTW2fD7Ck4rDTLqN7PV2Y-95cS2W7N6b6Y8htbKPW7vwlpc8k-ljRW28kxg62g5Tg3W3WFCcv7p666gVdMyCX5wXpXKW2_NyRB8S6wM2N92rmfkRdJNsW2H29nz1GScx636821
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgF9gW5r20Sj5kKhrTW7wYHHx7w_KrlW39rSsn2rMJ8CW1wP9f51fnBqlW3VTwDM3f3yNjN5VM83Hq1TCSW25XZlv832zfBW6HWRm21dYMpzW5cbMtT2D-WD1W6s7cY014c7KsW1Q9J_R4fJcYBV6zWfw5kxqcVW5GXSkW8TmpYlW6VWT003S2Fc-W1JW16M1DDzPcW7YR3vH8ng4pNVVcTB194Xs5nW3Y0pCY65zcqDW6YQ06m2yP_-sW3h3CHm4QNnKLW8YY1DK2ZDBrrW31BfH_3MkDTg3d-Y1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMTN5nKv5V3Zsc37CgJ49W75Qn-d3cWlslW3_nYq96BKL1KMk8JtXkt7JNN1HnJm54FdNsW1LSbR_5GpYD9N2yJHRwJs8svVw4k_b4kYJGwW3zcbJG6yddfMW5jbRsj88T07jW27wPsM6Dv3YDW8cswXZ9gxw-qW8tVg3V4w5ZSWW5KSdH-3sJHS4W3VHFM073wQ44W5HkNjB5K-x_4N93L2swTwBqdVM19Ms6-bRqXW1dQL7D45q0XmW1TPpCs98ThZmW5wdhdj23R9skW52sNPY7VchZqMzzxS-V0p9DVzRKWM1zBXJfW8zLgS99k9FpjW7mLlnx1vzYGPW5hQj6q64w_jPW7-QM192SJm0tW101hPH3dkldQW4QB0WK4MG4_bN8Jdns56Qz1KN1w-hTlXysNnW5FLL_R6p4GZx3jTx1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgD09W3dK-j989Y4_-W8BQ9bg2-lsZxW6XWP7J5Lp1cvW46DnFR78MvJMW41mQw43flMNDW8qkkFq6rWlQ1N8xZSf5hRLwmW4fPD5p4C5GKdW5d_0sS37tKcMW11Z7qx9gmPjkW1ttBGZ8CsZywN3KJGLdbDjDtW81mlH62kK5ZmW50SZWx2PpGj5W5-4gW25dZNh4W1DZBqL3BHtqPN5KrVHYMZw6VW7rq1YV3f4JHSW52WZS6410DrYW7zWLB_135ngYW4btlv93cDzP2W3JdCY45X7HCV391x1
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But our Blue Angels Implied Price Index shows that European valuations still are quite 
attractive (Fig. 25). Analysts have been raising their earnings expectations despite all the 
bad headlines (Fig. 26). 
  
(9) Caution & silver linings. A word of caution: There’s always a possibility that the worst is 
yet to come. “Only a few degrees Celsius, or a few windless days, are what separate 
Europe facing blackouts from having enough power to make it through the winter,” wrote a 
self-proclaimed pessimistic Washington Post report. 
  
Investors should also be mindful of a couple of global issues unrelated to the Ukraine war. 
  
For example, US subsidies for cars, clean energy, and semiconductors outlined in President 
Joe Biden’s Inflation Reduction Act could threaten demand for these industries in Europe. 
But Europe could mitigate the effects by introducing subsidies of its own. 
  
Another example is China’s ongoing national response to Covid and the lockdown protests 
within its borders. Further Covid lockdowns there could further strain supply chains, and 
China is an important trading partner to Europe. But China already seems to be softening its 
Covid stance amid the protests. 
  
For now, we are looking on the bright side. 

 

Calendars 
  
US: Wed: Nonfarm Productivity & Unit Labor Costs 0.6%/3.1%; Consumer Credit $28.3b; 
MBA Mortgage Applications; Crude Oil Inventories & Gasoline Production. Thurs: Initial & 
Continuous Jobless Claims 230k/1.60m; Natural Gas Storage. (Bloomberg estimates) 
  
Global: Wed: Eurozone Employment Change -0.2%q/q/1.7%y/y; Germany Industrial 
Production -0.6%; Italy Retail Sales -0.6%; UK Halifax Home Price Index -0.2%; Japan GDP 
-0.3%q/q/-1.1%y/y; Japan Leading & Coincident Indicators; Canada BOC Rate Decision 
4.25%; Lane; McCaul; Panetta. Thurs: France Nonfarm Payrolls; China CPI & PPI 1.6% & -
1.5% y/y; Lagarde; Wuermeling; Kozicki. (Bloomberg estimates) 

 

 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgRfbW99xLyh2wSqvNW3fsKS52wbF7xW3Zqp4B6dSBnfVx5bRk1L6QKXW4rtCtq4f0Hc0W6J2dQF3hRBhMW4d8k3F5byVWFN5TzVcnX0KGGW4vJ125575tH-N1HD9PRnvkWyW4JxF3C43B__vN5PQ3Pvn6fWRW8m5pWC6fsDQKVQF3lb7nSY5MW5WTDmb4plvg-W5CKxS85JqV9CW5DkZpx11XPbpW8B3ypp6zqwgmMw7Dx_TY20cN1FR_Q85l3tSW3vp_BP5Y3h9zW6Z14c22-71B4373g1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgWLtW8X1L7k36D302W6zgCJr7rh5r_W4tRK0v7r0P7FN4b6WRTPwQ1PW1K2nqd3SMvpHW5c_b9c1bSLJDW4Mx7gC2HQfxjW6lGS5Y7zSYJ8W1Z8bYg1-ZWp4W56XJNP3w-2WZW67Pwz81myMQlW4zpHD-1y1rZJW3xGtsK8gWMtrN2N0ZcGf-kSzW4Xft4q6Xl6J6W4kzvD99fSmZYW6WHtS_2vJQ24W6rWtVZ1sQ0MYW8xvHPJ2BwZBQW4ncQWL2vdWT2W2gGw0Y6wc_b2N3_9QxYZYrTP3bJg1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVm5nKvJV3Zsc37Cg-qmW5hQ-kp13K8TGN5DchFXG1Q_pW2nJkyL4KvyF8W8L5Kzb8m1qNfN51fr94mD3F7W8zp_9d3psChzW2jvt8R4qTDgSW8rqF8m8RqPvYW3L8Lsm4DwJ62W8l2Xvz6wYKbfW93bgnT6F2ndKW6tcpMd4d2WFQW2yYvrB5ZyqNMW4GcYPZ46zWprW7FsL1N5spxkYW8BRWgl8GB1FVW78Ght-50BgzfW1SGnp05_JzsHW3yRTyk2nrRS0W1HPqVV4R3qc9V3FvKc8dxS5tW4cdntg21kKJDW6NP2y46Fx_MBW2Yl4Hl7HZ3VRW6LJJds79YzgnW6bjsG06r8yjGW8rxkSt8LjDtMN92HpzjjpgFvN1sKhT8-Vv47W2VGS6R4JN-9CVgFD_J5HS070W80mh5790ctQ6W4Mf1Kv2_VTLNW8nHh5N2DCt4yW1WLjBl3q_tvSW7xW_c35KTRDH36Sb1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMWS3q90_V1-WJV7CgQsRW7PCcqk6xNrCSW62bYwg3CQQNsW3fDMby4-gf8CVh-1wT8cT_TDW3KfY_W3S5p7QVmHf0z2GTT2WW64S1xr66N2zSW86D9pn1S9qDfW3b9GF47tz-LSW6TWYnK4xttlDW2K16ns5qTV2pW270f8f2Nd1ZrN8Z9rT-_gMw5W8syhPZ8NfPw6W4JCMhs4-t4CCVCW9X57vPhHBW3b9t1s5KLrSdTNxk28jghrsW2NC85T2CX8xLW4p1y3K8-_yQyW5PsNDp3NGdbnVCvl7t37s2HdW4T6Sld73BFYVW702TKd3xFFHZMB2rc62V7KXW88yLB-1pt1__N8mTs9s554q1W2WKps46hjYCSW59m--l2DqmFMW37PytZ5sPwMH3kSB1
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Strategy Indicators 
  
S&P 500 Growth vs Value (link): As of Monday’s close, the S&P 500 Value index was out 
of correction territory, at 6.6% below its record high, while the S&P 500 Growth price index 
was still in a deep 26.9% 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 risen 1.3%, while Growth’s is down 24.1%. Growth made a new low for the 
year on October 12, while Value remained above its September 30 bottom. At that October 
12 low, Growth was down 20.1% from its recent high on August 15 to 32.8% below its 
December 27, 2021 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 25.9% ytd, well behind the 5.2% 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 5.2% forecasted for STRG and 4.4% for STEG, 
while Value has forecasted STRG and STEG of 2.6% and 4.4%, respectively. Growth’s 
forward P/E peaked at a 20-year high of 30.4 on January 26, 2021, and tumbled 40% to a 
27-month low of 18.4 on June 16. After rebounding to 23.3 in mid-August, it tested the June 
with its 18.5 reading on October 12. It was back up to 21.2 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 15.3 as of Monday’s close. Regarding NERI, 
Growth’s and Value’s were negative for a fifth straight month in November following 26 
positive monthly readings. Growth’s dropped to a 29-month low of -16.7% in November 
from -13.4% in October, and Value’s was down to a 29-month low of -14.7% from -12.2%. 
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 to 0.6ppt to 10.8% from its record high of 11.4% 
in December 2021.  

 

US Economic Indicators 
  
Merchandise Trade (link): The real merchandise trade deficit widened for the second 
month to -$112.6 billion in October after narrowing steadily from a record -$135.8 billion in 
March to -$97.1 billion in August. October’s deficit is wider than the average monthly deficit 
of $101.5 billion last quarter—suggesting that trade could be a drag on Q4 real GDP growth 
after being the biggest positive contributor during Q3. Real exports contracted for the 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgBzwW2BVqfW1f11CYN9js-YxxZPPSW1tVqCs1XFgDnW3wVhfz47MCkHW4vn5Mt6wxMSvV1x__w4wX5w6W8hgdFW7MrMkfW18qXdX4WP1MnW4BHf8j6rjvvRN3xZn0HTbsGbVXpRb93_-MtCW1czWvD3BFclTN2d9ply2HckfW5-ZQHl4g1gVJVyqt-M4jZHqWW72pqQ02mmk7fW7h9v8r2cK3VkW8k0dFr61DZmFW3l_GSj8jJ7TJW7MzZL_6VkTbwW1S7NYm4vCXNCW65CMjP6KFzWs34cY1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgzHrW4MWvnM4LSh16W246VFz9kDbkMW5hjYQT6BxmkfW4XhY2C1nZ7N9N3QMTc_D3r7pW8HkkPD3Mcw-rVkWGGC1pmBZWW3HRZls5pZr7QVxFjlW90jS_TW99BZ6q5325CHW8g2Tpv1QFXpsW83_tMd1TKfnkW71v5Xk2LP2-2N1z_-0sB5dS1W88-ywP6g0P6CVDHBF36JBx19W893SRX8hkjN8W8Yv7gD8nBsywW5VTkKc7LKmn6Ms-73PL2nSBN4VdjTG2lHSjW1YrHRp58pv0l3hGS1
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second month in October, by 2.5% m/m and 3.6% over the period, after rising five of the 
prior six months by 11.3% to a new record high. Real imports climbed for the second month, 
by a total of 3.7%, after falling the prior five months by a total of 8.6%. Looking at exports, 
real exports of industrial supplies & materials sank 5.6% during the two months ending 
October, after shooting up 21.4% during the six months through August to a new record 
high. Exports of nonfood consumer goods ex autos plunged 9.5% in October after 
fluctuating in a volatile flat trend near the top of the range most of this year. Meanwhile, 
capital goods orders ex autos dipped 0.4% in October after a three-month surge of 7.1% to 
its highest level since March 2019. Auto exports remained in a volatile flat trend, though 
increased 8.1% over the two months through October, moving to the top of the range. 
Foods, feeds & beverages’ exports recovered 4.6% after plunging 13.1% in September to 
its lowest level since summer 2014. As for import trends, the upswing in capital goods ex 
autos has stalled recently, but is just a few ticks shy of September’s record high, while real 
auto imports remained in a volatile uptrend, reaching a new record high in October. Real 
imports of foods, feeds & beverages soared 7.6% during the three months through October 
to a new record. Meanwhile, real imports of nonfood consumer goods ex autos has plunged 
16.5% from its March record high through October, while real  imports of industrial materials 
& supplies has dropped 6.0% since its recent peak in March. 

 

Global Economic Indicators 
  
Germany Factory Orders (link): Orders in October were stronger than expected, rising 
0.8% (vs 0.1%), though had contracted seven of the prior eight months, by 11.4%, to its 
lowest level in two years. Foreign orders rebounded 2.5% following a two-month drop of 
6.8% from July’s 5.0% gain, while domestic orders fell for the third time in four months, by a 
total of 7.5%. Foreign orders from within the Eurozone climbed 2.6% after a two-month drop 
of 9.2%, while orders from outside the Eurozone increased 2.5% following a two-month 
slump of 5.2%. Here’s a look at the ytd movements in domestic orders, along with the 
breakdown from both inside and outside the Eurozone for the main industry groupings, 
respectively: consumer durable goods (-5.4, +16.6, -10.6), consumer nondurable goods (-
6.2%, -15.9%, -4.2%), intermediate goods (-9.7, -13.5, -14.7), and capital goods (-20.6, 
+2.2, +4.2).   

____________________________________________________________________________ 
  
 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  

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VVMbdx8qhTzYW4n2htZ6shKVxW4PtzZh4TfjJhN69sMVG3q8_QV1-WJV7CgZfTW95ZvZL3F1gcXW5DwFKp5MyzyMW11YT-y3F9r1vN8Wsz29FRPbvW3VsG0W1MX_zTW93TlQp4mBhfQW1PtHDV2Nkrb_W6q7s3N7cN8KtW2XJkTb6JSHzfW42j0Lf2s5CVJW2kRfZw1T27qmW33c-WM6jV5_5W2z1JtZ6739xSV7lPjR4kyDHwN6-FGsJVJTpYW1FH4LM99PRmmW3F62D66vs8qBW5GmDsF2SfwwfN6QS8fz32r34W6qzvVt91JkmBW8ZSppd36dfWtN1rTh4blxPpT3mJR1
mailto:requests@yardeni.com
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