
  

    
 

 
 

        
             

          
 

       
    

    
   

         
       

        
   

 
               

      
         

       

         
     

     
       

       
       

   
 

     
               

    
      

     
       
        

     

                                                 
   
  

   
            

    

 

  

EYE  ON THE  M ARKET   •  M I CHAEL   CEMB AL EST   •  J .P .  MORG A N  
Acce s s  o ur   12  t h   a nn ua l  e n er gy  pa p er  h er e  Se p te mb er  6 ,  202 2 

Topics: Equity markets, inflation and the Federal Reserve; what it would take for the energy bill’s projected 
GHG reductions to actually occur, and why it matters; and what will all those new IRS agents be doing? 
Earlier in the summer, I wrote that while there might be a “hurricane” coming for the US economy, a lot of 
hurricanes had already taken place in equity markets: 
•	 By May, 50% of NASDAQ stocks were down by 45%, and 33% were down by 70% (May 17 EoTM), and by June 

the average Russell 1000 Growth and Small Cap stock was down by 50% (June 7 EoTM) 
•	 In 6 prior major recessions, equities bottomed way before GDP and by the time GDP was rising again, equities 

had already risen substantially (June 7 EoTM) 
• Investor  capitulation:  an all-time high  on  the % of stocks trading below  their cash  value (June  27 EoTM)  
As a result, I was not surprised to see markets bounce from their June lows, particularly as hedge funds covered 
short positions1. That said, I was surprised at the breadth of the rally since the terminal Fed Funds rate for this 
cycle is still unknown. We may be past peak consumer price inflation, but the Funds rate required to bring 
inflation down to the Fed’s target2, and its impact on corporate earnings, is still unknown. 

Markets and multiples. Markets are pricing a Fed Funds peak of 4% by April, followed by a decline to 3% by 
year-end 2024. While inflation linked to food/energy, auto parts, other goods and cyclical services are rolling 
over, less cyclical services and housing inflation are still rising [Ex. 1 and 2; see p.7-8].  And while business surveys 
suggest that wage pressures have subsided from peak levels, wage growth is still extremely high [Ex. 3 and 4] 
and payrolls and jobless claims have only weakened a small amount. If the Fed is committed to restoring 
positive real interest rates (see chart, right), I find it hard to justify an increase in equity multiples. 

Implied Fed  funds  target rate: Fed vs market  expectations
Percent	 

2.0% 
2.2% 
2.4% 
2.6% 
2.8% 
3.0% 
3.2% 
3.4% 
3.6% 
3.8% 
4.0% 

8/22 12/22 4/23 8/23 12/23 4/24 8/24 12/24 Longer Term 

Market expectation of future Fed Funds rates 
(from Overnight Indexed Swaps market) 
Median FOMC Fed Funds projections from 
June 2022 

Source: Bloomberg, JPMAM. September 1, 2022.	 

S&P 500 P/E closely tracking real interest rates 
Price / 12 month forward earnings    US real yield (inverted) 
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Source: Bloomberg, JPMAM. August 31, 2022. 

The recent equity rally is often compared to two prior bear market rallies, but both involved deep recessions 
(1973-1975 and 2007-2009) that we do not anticipate this time.  To be clear, a recession is still a significant risk 
over the next few months.  The US avoided recession four times after prior Fed hiking cycles but each time, 
food/energy inflation was very low which isn’t the case today [Ex. 5].  Furthermore, new orders have declined 
sharply relative to production, inventories are high [Ex. 6 and 7], housing is imploding and the US dollar is at a 
20-year high (hurting 30%-40% of S&P revenues which are foreign-sourced).  If there is a recession, I expect it 
to be a milder one: private sector savings are higher than before prior recessions, and a macroeconomic 
projection of the US business cycle points to a less severe contraction than in 2009 or 2020. 

1 Short covering.  From the June lows, the S&P 500 rose by 12% while an index of the most shorted stocks rose by 35%. 
2 Rob Portman (R-OH), a Senator I admire greatly and whose retirement is another sign of institutional decay in the Senate, 
released a report this year on how China's government targeted Federal Reserve employees in a decade-long infiltration 
campaign aimed at stealing US monetary policy secrets. My question: wouldn’t the Fed’s very poor track record in 
anticipating future inflation and policy rates dissuade people from wanting to steal its secrets and copy it? 

INVESTMENT PRODUCTS ARE: ● NOT FDIC INSURED ● NOT A DEPOSIT OR OTHER OBLIGATION OF,
	
OR GUARANTEED BY, JPMORGAN CHASE BANK, N.A. OR ANY OF ITS AFFILIATES ● SUBJECT TO
	
INVESTMENT RISKS, INCLUDING POSSIBLE LOSS OF THE PRINCIPAL AMOUNT INVESTED
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Private sector savings: current vs prior recessions 
% of GDP 
12% 
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8% 

6% 

4% 

2% 

0% 
Source: "Why a Recession Would Likely Be Mild", Hatzius & Struyven (GS). 
August 16, 2022. 
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Macro variables point to a shallower economic correction 
US PMI survey, 3 month average 
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US$ and Business confidence 
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Source: Piper Sandler, JPMAM. July 31, 2022. 

Bottom line for equity investors: 
•	 While consumer price inflation may have seen its peak, it’s still elevated and wage inflation has not rolled 

over yet [Ex. 4].  The labor force participation rate is still below pre-COVID levels [Ex. 8], but since almost all 
of the gap is due to the age 54+ cohort, there’s less room for continued improvement (the LFPR for ages 25­
54 is now back at pre-COVID levels).  Furthermore, a measure of jobs openings plus employment vs the 
labor force shows the tightest labor markets in decades.  So, the Fed will keep tightening.  But if there is a 
recession, we expect it to be a milder one given the health of consumer balance sheets 

•	 Leading indicators for the PMI manufacturing survey point to a mild recession next year (see chart above). 
The declining PMI is also a key input into leading indicators for S&P earnings [Ex.9].  The summer rally was 
due to rising P/E multiples [Ex. 10] which are unlikely to rise further given positive real interest rates and 
more quantitative tightening.  Given weakening leading indicators and declining earnings, I expect a rollover 
in US equity markets this fall closer to the June lows for those looking for a better entry point 

•	 The last Fed hike for the cycle, when it does occur, has historically been good news for investors; only during 
the 2000 cycle did the last Fed hike fail to result in a sustained rally [Ex. 11] 

•	 See the two charts below: since 2009, financial repression resulted in 20%-60% of the stock market offering 
dividend yields above Treasury yields, and resulted in short rates that were way below asset yields.  Both 
trends were only sustainable if inflation stayed low forever.  Some of you will miss TINA investing (e.g., 
“There Is No Alternative” to equities since interest rates are below inflation). I won’t. It spawned a lot of 
mindless risk-taking and ruined fixed income markets for a generation, negatively impacting defined benefit 
plans, insurers and families invested in funds that reduce risk with age.  Good riddance to bad policy 

Stocks with dividend yields above 10yr Treasury yield 
Percent of total market cap	 
70% 

60% 

50% 

40% 

30% 

20% 

10% 

0% 
1990 1995 2000 2005 2010 2015 2020 

Source: Factset, JPMAM. August 30, 2022. Universe: CRSP all cap. 

Gap between asset  yields and short rates is finally  closing 
Percent 
17.5% 

15.0% 

12.5% 

10.0% 

7.5% 

5.0% 

2.5% 

0.0% 

-2.5% 

-5.0% 

Developed world short rates 
adjusted for quantitative easing 

Developed world asset yields 

1960 1970 1980 1990 2000 2010 2020 
Source: Bridgewater. August 25, 2022. 
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What it would take for the energy bill’s projected GHG reductions to actually occur, and why it matters 
I read a piece in the Atlantic entitled “The Best Evidence Yet That the Climate Bill Will Work” [August 3, 2022]. 
The author writes: “First we got the bill. Now we have the numbers”.  Really? What you have are projections 
from three energy modeling teams estimating that the bill could reduce GHG emissions by ~40% by 2030 vs 
2005 levels, implying a quadrupling in the pace of decarbonization. There’s no discussion in the Atlantic article 
of what would actually have to happen to get there. 

I looked at the detailed assumptions made by one of the modeling teams.  These analysts are very smart and 
very well informed on energy transition dynamics. But: their models often assume perfectly optimal behavior 
by businesses and individuals based on prevailing incentives, and usually ignore frictional issues such as 
battery and critical mineral supply chain constraints3, interconnection delays of wind/solar power and the 
difficulty in siting new transmission. On the latter, House Democrats may block passage of the infrastructure 
project siting bill that Senate Democrats agreed to in exchange for Manchin’s Inflation Reduction Act support4. 

The next page compares their assumptions and ours. The reason this is important: if you believe the energy 
bill modelers, the US could start enacting policies to constrain the natural gas industry since the US will need a 
lot less gas in 2030, and even less after that.  But if you believe that the future could be closer to our 
assumptions, you would do no such thing for fear of ending up like Europe: energy-dependent and facing a 
difficult winter. With gas reserves headed for 90% by November it looks like Germany will be able to make it 
through the winter without Russian gas, but only if they continue to cut consumption by 15% vs normal levels. 

Estimates of GHG  emissions declines  resulting from US  
energy bill, Metric tons CO2, billions 

2005 2010 2015 2020 2025 2030 
3.0 

3.5 

4.0 

4.5 

5.0 

5.5 

6.0 

6.5 

7.0 

Historical emissions 
Current policy
Energy Innovation
Princeton REPEAT 
Rhodium Group 

Emissions declines computed vs 2005 levels 

-27% 
-31% 
-37% 
-41% 
-42% 
-44% 

Source: Princeton REPEAT, Energy Innovation, Rhodium Group. 2022. 

US GHG emissions target implies a quadrupling in the rate 
of decarbonization, Rolling 10 year annualized change 
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-5.0% 

-4.0% 

-3.0% 

-2.0% 

-1.0% 

0.0% 

1.0% Assuming no coal to gas switching 

Actual 

Annual reduction assumed in GHG forecasts 
for the Inflation Reduction Act 

Source: BP Statistical World Energy Review, JPMAM. 2022. 

Europe energy  prices 
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Source: Bloomberg. August 31, 2022. Dots represent latest daily price. 

Germany can make it through the winter but only by 
continuing  to  cut natural gas demand by 15% 
TWh, natural gas supply-demand balance 
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No Russian imports, 
-15% reduction in demand 

3 Domestic content requirements for EV subsidies in the energy bill. Critical mineral minimum extraction/processing 
percentages for US/Free Trade Area countries start at 40% in 2024 and rise to 80% by 2027. Battery component 
requirements for manufacturing or assembly in North America start at 50% in 2024 and also rise to 80% by 2027. 
4 “Prospects dim in House for Manchin’s federal permitting measure”, Rollcall.com, August 17, 2022  
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Understanding the table. The table compares our assumptions for the year 2030 with one of the three modeling 
groups that analyzed the energy bill on behalf of the Senate. The color-coded column highlights the greatest 
differences between our assumptions and theirs; red = very different, green = very similar. 

I emphasized the natural gas share of primary energy since it is a critical policy issue.  It affects decisions on 
pipelines, electricity transmission, energy storage, export policy (European demand for LNG is expected to rise 
by 2.5x by 2030), winter heating regulations and decommissioning policies affecting coal/nuclear. 

2021 Assumption JPM  
2030 

 Group  X 
2030 Comments 

Energy consumption 

Final energy delivered, growth vs 2021 0% -2% 
Many forecasts of US energy demand are roughly flat, reflecting 
increased efficiency and reduced energy intensity offsetting population 
growth 

Electricity consumption growth vs 2021 4% 25% 
20% Electrification of final energy delivered 21% 26% 
17% Electrification of industrial energy use 17% 18% 

Fossil Fuels Primary energy figures based on EIA/BP convention of grossing up 
renewable energy generation by a 35% thermal equivalent 

34% Natural gas share of primary energy consumption 32% 20% Excludes any US natural gas produced and exported for  
economic/NATO reasons 

39% Natural gas share of electricity consumption 31% 15% 

10% Coal share of primary energy consumption 4% 5%  Despite potential for CCS to extend life of coal plants, shares of 
generation/primary energy still projected to decline 

NA Decline in gasoline/diesel consumption vs 2021 level -10% -28% 
6% Biodiesel and renewable diesel share of diesel production 8% ?? Renewable fuel credit only extended to 2024 

Wind and solar 

109 
Solar plus wind watts per capita per year of new capacity, 2022­
2030 annual average 162 302 

The largest amount of annual new electricity generation capacity ever  
installed in the US was 197 watts per capita, achieved in 2002 due to a 
surge in natural gas capacity 

Solar capacity additions (annual) 2022-2030 vs 2019-2021 pace 3.4x 6.9x 
4% Solar share of electricity generation 18% 30% 

25% Solar capacity factor 25% 25% 
Wind capacity additions (annual) 2022-2030 vs 2019-2021 pace 1.7x 2.7x 

9% Wind share of electricity generation 22% 28% 
35% Wind capacity factor 35% 35% 

EV category includes battery electric vehicles (BEVs) and plug in 
hybrids (PHEVs), excludes hybrid electric vehicles (HEVs).  Any  
forecast must  incorporate domestic/allied sourcing requirements for
critical minerals and batteries included in the energy bill for $7500 
subsidies to be available 

Electric vehicles   

4%  Passenger car/light truck/SUV EV share of sales in 2030 25%-40% 100% 
1%  Passenger car/light truck/SUV EV share of fleet in 2030 10%-15% 23% 
2.8 Passenger car/light truck/SUV EV miles per kWh in 2030 3.3 3.3 
0%  Medium duty truck EV share of sales in 2030 28% 88% 
0%  Medium duty truck EV share of fleet in 2030 10% 33% 
1.7 Medium duty truck EV miles per kWh in 2030 1.9 1.9 
0%  Heavy duty truck EV share of sales in 2030 28% 92% 
0%  Heavy duty truck EV share of fleet in 2030 10% 28% 
0.5 Heavy duty truck EV miles per kWh in 2030 0.5 0.5 

Other assumptions 
22.9 Passenger car/light truck/SUV ICE car miles per gallon 27.5 29.5 

19% Nuclear share of electricity consumption 15% 17%  Many unprofitable nuclear plants assumed to remain open due to IRA 
production tax credits 

5%-10% Cumulative transmission grid growth, 2021-2030 10% 37% 
The historical 2021 figure of 10% represents the trailing 10 year grid 
expansion level, measured in GW-miles.  Highly dependent on 
changes in Federal/state siting policies and eminent domain 

6% Electric heat pump share of residential and commercial heating 22% 21% 
 Significant grid implications depending on whether backup thermal 

heating systems remain, or if generation/distribution systems will have 
to handle coldest days of the year when electricity demand surges 

0.8% Hydrogen share of final energy consumption 1.0% 1.5% 

Hydrogen is an energy carrier, not an energy source; projected 
increases vs 2021 are assumed to be from green hydrogen 
(renewable electrolysis), blue hydrogen (steam reformation of natural 
gas + CCS) or turquoise hydrogen (gasification or pyrolysis of MSW

27.1 
Electricity stored and consumed later via pumped storage and 
other utility scale storage (batteries, flywheels, etc), TWh 136.9 46.3 

Energy storage can reduce the need for gas peaker plants,  
transmission investment and smooth intraday demand imbalances 

21 US carbon sequestration, million metric tons per year 150 200 

While 45Q tax credits have catalyzed greater industrial interest in 
 CCS, as of 2021, less than 1% of US CO2 was geologically 

 sequestered. A forecast of 200 MMT per year would represent 10x 
growth but still represent just 3%-5% of current and future US CO2 
emissions 

Source: Modeling Group X, EIA, BP, JPMAM. 2022. 

4 

https://itunes.apple.com/us/podcast/eye-on-the-market/id1367963156
https://privatebank.jpmorgan.com/content/dam/jpm-wm-aem/global/pb/en/insights/eye-on-the-market/2022-energy-paper/elephants-in-the-room.pdf


  
     

      
 

 
 

     

        
       

     
               

   

        
   

   
          

          
       
   

             
    

      
  

     

  
     

    
     

     
       

     
    

      
    

      
    

      
   

  
                                                 

    
      

      
    

EYE  ON THE  M ARKET  •  M I CHAEL  CEMB AL EST  • J .P .  MORG A N 
Acce s s  o ur  12  t h  a nn ua l  e n er gy  pa p er  h er e  Se p te mb er  6 ,  202 2 

What will all those new IRS agents be doing? 

The Inflation Reduction Act will dedicate $45 billion for tens of thousands of new IRS agents focused on tax 
enforcement, which the CBO estimates will raise $203 billion in additional revenues over a ten year period for 
a ~4x return.  Sounds easy, doesn’t it? Not so fast; a May 2022 report from the General Accounting Office 
suggests this could be difficult to do, particularly if the IRS directs new agents to only audit taxpayers with more 
than $400k in income as requested by Treasury Secretary Yellen and as reiterated by IRS Commissioner Rettig. 

•	 The audit rate of individual income tax returns fell from 0.90% in 2010 to 0.25% in 2019.  This decline is
mostly attributed to reduced IRS funding and attrition of IRS agents.  Audit rates decreased the most for
those with incomes over $200k, although audits are still skewed towards incomes of $1mm+ (chart, left)

•	 From 2010 to 2019, incremental taxes raised were highest for audits of those earning less than $200k (chart,
right); the average percent change in the amount owed was highest for this category as well

•	 In contrast, higher incomes had the highest rate of “no change to taxes owed” after audit
•	 Let’s assume that the audit rate for those earning more than $400k reverts back to 2010 levels (i.e., it

increases by a factor of 7x). We estimate that this would raise $8-$10 billion per year in 2031 based on data
in the GAO report, far short of the $35 billion estimated by the CBO

So, I’m not sure how the Act will raise the assumed revenues if new agents only focus on wealthier taxpayers. 
In late August, the CBO sent a letter to the House Ways and Means Committee indicating that they had already 
cut their estimate of revenues raised from $203 billion to $180 billion. 

Audit  rates by  income for the 2019 tax year 
Percent 
2.5% 

2.0% 

1.5% 

1.0% 

0.5% 

0.0% 
$1 to $25k to $200k to $500k to $1M to $5M or 
<$25k <$200k <$500k <$1M <$5M more 

Source: "Trends of IRS Audit Rates and Results for Individual Taxpayers by 
Income", Government Accountability Office. May 2022.  

     
   

Estimated additional tax revenue from  audit by  income 
level, US$, billions 
$9 

$8 
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$5 
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$0
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$5M or more 
$500K to <$5M 
$200K to <$500K 
$25K to <$200K 
<$25K 

Source: "Trends of IRS Audit Rates and Results for Individual Taxpayers by 
Income", Government Accountability Office. May 2022. 

Also: is the tax gap as large as advertised? What may be driving this initiative are estimates of a $300-$600 
billion “tax gap” per year according to the Treasury5: the difference between what should be paid and what is 
paid.  Most of the gap is due to underreporting of income rather than non-payment or non-filing. However, 
analysts at the Brookings Tax Policy Center cite several issues that result in tax gap overestimation6: 
•	 The tax gap cited above includes additional taxes recommended by examiners even if the amount could be

reversed on appeal or court challenge.  And such reversals can be large: only 63% of additional taxes
recommended from 2015 through 2019 were ultimately assessed after administrative appeals and
abatements.  That figure is likely to be even lower after further reductions following judicial review

•	 The IRS uses “detection controlled estimations” in its compliance studies to scale up the recommendations
of all examiners to match those with the largest upward adjustments in personal income.  In other words,
the process is leveraged to revisions made by examiners with the largest estimates of income under­
reporting. This “highest common denominator” approach is estimated to account for two thirds (!!) of
the entire individual income tax underreporting gap

5 “The Case for a Robust Attack on the Tax Gap”, US Treasury, September 7, 2021 
6 “The Tax Gap’s Many Shades of Gray”, Hemel, Holtzblatt and Rosenthal (TPC), September 30, 2021 
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•	 The Treasury’s estimate of the tax gap is partially based on a 2007 study citing $1 trillion in US taxpayer 
offshore wealth and non-payment of taxes on offshore interest and dividends. However: the IRS ramped 
up offshore enforcement efforts in 2008 after financial institutions in Switzerland, Liechtenstein, Israel and 
the Caribbean turned over thousands of names to the IRS, resulting in $6 billion in penalties paid.  Since 
then, another $11 billion in penalties were paid by 56,000 taxpayers entering into the IRS Offshore Voluntary 
Disclosure Program.  The Foreign Account Tax Compliance Act of 2010 made it even harder for US taxpayers 
to hide assets, and the IRS/Justice Department have consistently prosecuted FBAR violations over last 
decade, penalizing financial institutions that harbor violators.  Bottom line: a lot has changed since 2007 

•	 The Tax Cut and Jobs Act of 2017 caused more taxpayers to claim standard rather than itemized deductions, 
and the C Corporation tax rate declined from 35% to 21%; both are likely to reduce the degree of 
underreporting of income 

•	 Some components of the tax gap reflect taxpayer-IRS disputes regarding the timing of depreciation 
deductions.  While their resolution could increase taxes due in a given year, they do not imply perpetual 
underreporting of income since taxes due in future years would be lower in these cases 

Whatever the tax gap is, new IRS agents are likely to focus on partnerships, sole proprietorships and owners 
of commercial and residential rental properties7. The Treasury believes that income underreporting could be 
50%-60% for these entities given less withholding and information reporting (see chart).  The Brookings paper 
also cites underreporting of pass-through income as a factor resulting in tax gap underestimation. 

Last point: if you hold a lot of crypto, they may be coming for you as well if you exchange crypto for goods and 
services without recognizing appreciation as capital gains8. 

 

   

Underreporting  of income,  according  to the US  Treasury
US$, billions % of  income not reported 
$160 60%
 

Net underreporting percentage (rhs) 
Underreporting tax gap (lhs)
 $140 50% 

$120 
40%$100 

$80 30% 

$60
 20% 
$40 

10% $20 

$0 0% 
Income subject Income subject Income subject Income subject 
to information to information to some to little or no 
reporting and reporting 2 information information 

1	 3 4withholding reporting reporting 
Source: US Department of the Treasury. September 2021. 

1.	 Includes wages and salaries 
2.	 Includes pensions,  annuities, unemployment  

compensation,  dividend income,  interest 
income  and taxable Social  Security benefits   

3.	 Includes  partnership/S corporation  income,  
capital gains  and alimony income  


4.  Includes nonfarm proprietor  income, other  
income, rents  and r oyalties, farm income  and  
Form  4797 income  

7 A partial list of what the IRS looks for: allocations of ordinary income to tax-exempt partners, and allocations 
of deductions/long term gains to partners in high tax brackets, that are not in accordance with ownership 
interests; S corporations that do not pay sufficient wages to shareholder-employees, or which provide them 
with large non-wage distributions; work arrangements improperly structured as independent contractors so as 
to benefit from expanded pretax deferral options and qualified business income deductions. 
8 The IRS reportedly believes that there is a large degree of non-reporting by crypto holders. Recent new rules 
include Executive Order 14067 instructing the IRS to focus on non-compliance; enhanced Form 1040 disclosure 
on crypto sales, exchanges and receipts; and Notice 2014-21/Rev. Rule 2019-24 providing guidance on crypto 
tax treatment. What may come next: comprehensive field exams of digital asset funds, principals and investors; 
enhanced information disclosures piercing some bearer aspects of crypto holdings; and assessment of economic 
and possibly criminal penalties which are well publicized in order to raise the bar for non-compliance. 

6 

https://itunes.apple.com/us/podcast/eye-on-the-market/id1367963156
https://privatebank.jpmorgan.com/content/dam/jpm-wm-aem/global/pb/en/insights/eye-on-the-market/2022-energy-paper/elephants-in-the-room.pdf


  
     

      
 

 
 

 
         

   
 

    

 
 

     
 

 
   
  

  

 

 

  

 

  

 
  

 

 

    

EYE  ON THE  M ARKET  •  M I CHAEL  CEMB AL EST  • J .P .  MORG A N 
Acce s s  o ur  12  t h  a nn ua l  e n er gy  pa p er  h er e  Se p te mb er  6 ,  202 2 

Exhibits 
Exhibit 1: inflation trends 
Contributions to CPI inflation 

Category 
CPI 

w eight 
Latest 
value 

Forw ard 
estimate Description 

Food & 
energy 

19% 5.25% 0.20% Quickly turning over to a drag on headline 
inflation as commodity prices have fallen 

Autos & 
parts 

8% 2.75% 2.10% Used car prices likely to fall substantially as 
supply recovers 

Other 
goods 

12% 2.80% 2.65% 
Weakening as demand for goods and 

supply strains fade but w ill be supported 
by strong w age grow th 

More 
cyclical 
services 

13% 3.30% 3.20% 
Moderating from extremes but likely to 
remain very high as demand continues 

rotating into services 
Less 

cyclical 
services 

16% 2.95% 3.05% Slow er moving; buoyed by the breadth of 
inf lation and w age grow th to date 

Housing 31% 3.90% 4.10% Extremely strong as higher market rents 
f low  through to more tenants over time 

Source: Bridgew ater, JPMAM. August 11, 2022. 

Exhibit 2: housing inflation 
US  home prices,  rents  and housing CPI 
Index (100 = Dec 2019) 

    

150 
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Housing CPI 

Home prices 

Observed rent 

2018 2019 2020 2021 2022 
Source: BLS, S&P, Zillow, JPMAM. July 2022. 

Exhibit 3: wage expectations 

  

US Business Leaders Survey W age Expectations 
Index (50+  = expected increase in wages) 
70 
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30 
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10 
2005 2010 2015 2020 

Source: NY Fed, JPMAM. August 2022. 

Exhibit 4: consumer price and wage inflation 
Employment cost index vs  PCE  core inflation 
%, y/y  change 

 

6% 

5% 

4% 

3% 

2% 

1% 

0% 

PCE core inflation 

Employment cost index 

1980 1985 1990 1995 2000 2005 2010 2015 2020 
Source: BLS, Bloomberg, JPMAM. June 2022. 

Exhibit 5: the only time the US has avoided recession when the Fed hikes is when food/energy inflation is low 
(as shown in the red bars) 
Recessions following Fed rate hikes and food and energy price spikes 

Time period Total Fed hike in 
bps from prior low 

Peak funds 
rate 

Did a recession occur 
after the hikes? 

Peak US PCE food and 
energy level (y/y) 

Oct 65 - Dec 66 168 5.74% No 4%
Feb 71 - Jun 74 950 13.00% Yes 22%
Dec 76 - May 81 1,412 20.00% Yes 20% 
Apr 83 - Aug 85 400 11.75% No 4% 
Nov 86  - May 89 387 9.75% Yes 8% 
Feb 94 - Jun 95 275 6.00% No 4% 
May 99 - Dec 00 
Jun 04 - Jun 06 

175 
400 

6.50% 
5.25% 

Yes 
Yes 

10%
15% 

Dec 15 - Dec 18 200 2.50% No 5%
Feb 22 - Present ? ? ? 22%

 
 

 

 
 

Source: Bloomberg, FRED, BEA, JPMAM. June 2022. 
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Exhibit 6: leading indicators	 

 

ISM Manufacturing  PMI orders less  production 
New orders  index  less  production index 
6 

4 

2 

0 
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-6 
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Source: Bloomberg, JPMAM. July 2022. 

 Exhibit 7: inventories 

 

ISM Manufacturing  PMI: inventories 
Index  (50+ =  expanding inventories) 
60 

55 
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30 
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Source: Bloomberg, JPMAM. July 2022. 

Exhibit 8: labor force	 
Labor force participation rate 
Percent 

 

 

 
 

Percent 
41.0% 

40.5% 

40.0% 

39.5% 

39.0% 

38.5% 

38.0% 

Over 54 years old 

25-54 years old 

2010 2012 2014 2016 2018 2020 2022 

83.5% 

83.0%	 

82.5% 

82.0% 

81.5% 

81.0% 

80.5% 

80.0%	 

79.5% 

Source: BLS, JPMAM. August 2022. 

 Exhibit 9: leading indicator for earnings 
Leading earnings indicator model shows  modest 
downside ahead, Percent 

 

 

 

    

60% 
Actual trailing earnings growth, y/y 

50% 

40%

30%

20% 

10% 

0% 

-10% 

-20% 

-30% 

Earnings leading indicator 

2001	 2004 2007 2010 2013 2016 2019 2022 
Source: Morgan Stanley US Equity Strategy. August 29, 2022. 

Exhibit 10: price-to-earnings ratios 
Forward  PE ratios: Russell  1000, growth   & value 
Price / consensus  12 month forward earnings  per share 

 

   
    

50 

45 

40 

35 

30 

25 

20 

15 

10 

5 

Megacap 8 

Russell 1000 Growth Index 

Russell 1000 Index 

Russell 1000 Value Index 

2006 2008 2010 2012 2014 2016 2018 2020 2022 
Source: Datastream, Bloomberg, JPMAM. August 30, 2022. Megacap 8 
includes GOOGL, AMZN, AAPL, FB, MSFT, NFLX, NVDA, TSLA. 

Exhibit 11: equities and the last Fed hike 
S&P 500  return before  and after the  last Fed hike 
Index  (100 =  Last  Fed hike) 
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Source: Bloomberg, JPMAM. 2022. 

8 

https://itunes.apple.com/us/podcast/eye-on-the-market/id1367963156
https://privatebank.jpmorgan.com/content/dam/jpm-wm-aem/global/pb/en/insights/eye-on-the-market/2022-energy-paper/elephants-in-the-room.pdf


  
     

      
 

 
 

  
   

   
  

 
  

   
  

  

 
     

    
     

  
         

    
   

 
 

 
  

 

 
  

    
  

 
 

 
 

 
  

  
 

  
   

 
 

 
  

  
 
 

 
 

  
 

 
   

  
 

   
      

         

     
  

     
     

          
    

                
   

        

EYE  ON THE  M ARKET  •  M I CHAEL  CEMB AL EST  • J .P .  MORG A N 
Acce s s  o ur  12  t h  a nn ua l  e n er gy  pa p er  h er e  Se p te mb er  6 ,  202 2 

IMPORTANT INFORMATION 
This report uses rigorous security protocols for selected data sourced from Chase credit and debit card transactions to ensure all information is kept confidential 
and secure. All selected data is highly aggregated and all unique identifiable information, including names, account numbers, addresses, dates of birth, and Social 
Security Numbers, is removed from the data before the report’s author receives it. The data in this report is not representative of Chase’s overall credit and debit 
cardholder population. 

The views, opinions and estimates expressed herein constitute Michael Cembalest’s judgment based on current market conditions and are subject to change 
without notice. Information herein may differ from those expressed by other areas of J.P. Morgan. This information in no way constitutes J.P. Morgan Research 
and should not be treated as such. 

The views contained herein are not to be taken as advice or a recommendation to buy or sell any investment in any jurisdiction, nor is it a commitment from J.P. 
Morgan or any of its subsidiaries to participate in any of the transactions mentioned herein. Any forecasts, figures, opinions or investment techniques and 
strategies set out are for information purposes only, based on certain assumptions and current market conditions and are subject to change without prior notice. 
All information presented herein is considered to be accurate at the time of production. This material does not contain sufficient information to support an 
investment decision and it should not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users should make an 
independent assessment of the legal, regulatory, tax, credit and accounting implications and determine, together with their own professional advisers, if any 
investment mentioned herein is believed to be suitable to their personal goals. Investors should ensure that they obtain all available relevant information before 
making any investment. It should be noted that investment involves risks, the value of investments and the income from them may fluctuate in accordance with 
market conditions and taxation agreements and investors may not get back the full amount invested. Both past performance and yields are not reliable indicators 
of current and future results. 

Non-affiliated entities mentioned are for informational purposes only and should not be construed as an endorsement or sponsorship of J.P. Morgan Chase & Co. 
or its affiliates. 

For J.P. Morgan Asset Management Clients: 
J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide.
 
To the extent permitted by applicable law, we may record telephone calls and monitor electronic communications to comply with our legal and regulatory
 
obligations and internal policies. Personal data will be collected, stored and processed by J.P. Morgan Asset Management in accordance with our privacy policies
 
at https://am.jpmorgan.com/global/privacy.
 
ACCESSIBILITY 
For U.S. only: If you are a person with a disability and need additional support in viewing the material, please call us at 1-800-343-1113 for assistance. 
This communication is issued by the  following entities:   
In the United States, by J.P. Morgan Investment Management Inc. or J.P. Morgan Alternative Asset Management, Inc., both regulated by the Securities and 
Exchange Commission; in Latin America, for intended recipients’ use only, by local J.P. Morgan entities, as the case may be.; in Canada, for institutional clients’ 
use only, by JPMorgan Asset Management (Canada) Inc., which is a registered Portfolio Manager and Exempt Market Dealer in all Canadian provinces and 
territories except the Yukon and is also registered as an Investment Fund Manager in British Columbia, Ontario, Quebec and Newfoundland and Labrador. In the 
United Kingdom, by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the Financial Conduct Authority; in other European 
jurisdictions, by JPMorgan Asset Management (Europe) S.à r.l. In Asia Pacific (“APAC”), by the following issuing entities and in the respective jurisdictions in which 
they are primarily regulated: JPMorgan Asset Management (Asia Pacific) Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets 
(Asia) Limited, each of which is regulated by the Securities and Futures Commission of Hong Kong; JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 
197601586K), which this advertisement or publication has not been reviewed by the Monetary Authority of Singapore; JPMorgan Asset Management (Taiwan) 
Limited; JPMorgan Asset Management (Japan) Limited, which is a member of the Investment Trusts Association, Japan, the Japan Investment Advisers Association, 
Type II Financial Instruments Firms Association and the Japan Securities Dealers Association and is regulated by the Financial Services Agency (registration number 
“Kanto Local Finance Bureau (Financial Instruments Firm) No. 330”); in Australia, to wholesale clients only as defined in section 761A and 761G of the Corporations 
Act 2001 (Commonwealth), by JPMorgan Asset Management (Australia) Limited (ABN 55143832080) (AFSL 376919). For all other markets in APAC, to intended 
recipients only. 

For J.P. Morgan Private Bank Clients: 
ACCESSIBILITY 
J.P. Morgan is committed to making our products and services accessible to meet the financial services needs of all our clients. Please direct any accessibility 
issues to the Private Bank Client Service Center at 1-866-265-1727. 

LEGAL  ENTITY,  BRAND & REGULATORY INFORMATION 
In the  United States, bank deposit accounts and related services, such as checking, savings and bank lending, are offered by  JPMorgan Chase Bank, N.A.  Member  
FDIC.   
JPMorgan Chase Bank, N.A. and its affiliates (collectively “JPMCB”) offer investment products, which may include bank-managed investment accounts and 
custody, as part of its trust and fiduciary services. Other investment products and services, such as brokerage and advisory accounts, are offered through J.P. 
Morgan Securities LLC (“JPMS”), a member of FINRA and SIPC. Annuities are made available through Chase Insurance Agency, Inc. (CIA), a licensed insurance 
agency, doing business as Chase Insurance Agency Services,  Inc.  in Florida.  JPMCB, JPMS and  CIA are a ffiliated  companies under the com mon control of JPM.  
Products  not available  in all states.   
In Germany, this material is issued by J.P. Morgan SE, with its registered office at Taunustor 1 (TaunusTurm), 60310 Frankfurt am Main, Germany, authorized by 
the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) and jointly supervised by the BaFin, the German Central Bank (Deutsche Bundesbank) and the 
European Central Bank (ECB). In Luxembourg, this material is issued by J.P. Morgan SE – Luxembourg Branch, with registered office at European Bank and 
Business Centre, 6 route de Treves, L-2633, Senningerberg, Luxembourg, authorized by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) and jointly 
supervised by the BaFin, the German Central Bank (Deutsche Bundesbank) and the European Central Bank (ECB); J.P. Morgan SE – Luxembourg Branch is also 
supervised by the Commission de Surveillance du Secteur Financier (CSSF); registered under R.C.S Luxembourg B255938. In the United Kingdom, this material is 
issued by J.P. Morgan SE – London Branch, registered office at 25 Bank Street, Canary Wharf, London E14 5JP, authorized by the Bundesanstalt für 
Finanzdienstleistungsaufsicht (BaFin) and jointly supervised by the BaFin, the German Central Bank (Deutsche Bundesbank) and the European Central Bank 
(ECB); J.P. Morgan SE – London Branch is also supervised by the Financial Conduct Authority and Prudential Regulation Authority. In Spain, this material is 

9 

https://itunes.apple.com/us/podcast/eye-on-the-market/id1367963156
https://privatebank.jpmorgan.com/content/dam/jpm-wm-aem/global/pb/en/insights/eye-on-the-market/2022-energy-paper/elephants-in-the-room.pdf
https://am.jpmorgan.com/global/privacy
http://www.finra.org/
http://www.sipc.org/


  
     

     
 

 
 

 
 

     
      

    
  

 
 

  
  

   
  

 
  

  
 

   
  

   
  

 
  

  
 

    
 

 
  

  
   

  
 

   
     

     
     

 
  

 
 

  
   
   
  

 
 

EYE  ON THE  M ARKET  •  M I CHAEL  CEMB AL EST  • J .P .  MORG A N 
Acce s s  o ur  12  t h  a nn ua l  e n er gy  pa p er  h er e   Se p te mb er  6 ,  202 2 

distributed by  J.P. Morgan SE, Sucursal  en España,  with registered office at Paseo de la Castellana, 31, 28046 Madrid, Spain, authorized by the Bundesanstalt für  
Finanzdienstleistungsaufsicht (BaFin) and jointly supervised by the BaFin, the German Central Bank (Deutsche Bundesbank) and the European Central Bank  
(ECB);  J.P. Morgan SE, Sucursal en España is also supervised by  the Spanish Securities Market Commission (CNMV);  registered with Bank of Spain as a branch of  
J.P. Morgan SE under code 1567. In  Italy, this material is distributed by  J.P. Morgan SE  –  Milan Branch, with its registered office at  Via Cordusio, n.3, Milan  20123,  
Italy, authorized by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) and jointly supervised by the BaFin, the German Central Bank (Deutsche  
Bundesbank) and the European Central Bank (ECB); J.P. Morgan SE  –  Milan Branch is also supervised by Bank  of Italy and  the Commissione Nazionale per le Società  
e la  Borsa (CONSOB);  registered with Bank  of Italy as a branch of J.P.  Morgan  SE under code 8 076; Milan  Chamber of Commerce Registered Number: REA  MI  
2536325. In the  Netherlands, this material is distributed by  J.P. Morgan SE –  Amsterdam Branch, with registered office at World Trade Centre, Tower B,  
Strawinskylaan 1135, 1077 XX, Amsterdam, The Netherlands, authorized by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) and jointly supervised by 
the BaFin, the German Central  Bank (Deutsche  Bundesbank) and the European Central Bank (ECB); J.P. Morgan SE  –  Amsterdam Branch is also supervised by De  
Nederlandsche Bank (DNB) and the Autoriteit Financiële Markten (AFM) in the Netherlands. Registered with the Kamer van  Koophandel as a branch of  J.P. Morgan  
SE under registration number 72610220. In  Denmark, this material is distributed by  J.P. Morgan  SE  –  Copenhagen  Branch, filial af J.P.  Morgan SE, Tyskland,  with  
registered office at Kalvebod  Brygge 39-41, 1560 København V, Denmark, authorized by the  Bundesanstalt für  Finanzdienstleistungsaufsicht (BaFin)  and jointly  
supervised by the BaFin, the German Central Bank (Deutsche Bundesbank) and the European Central Bank (ECB); J.P. Morgan SE  –  Copenhagen Branch, filial af  
J.P. Morgan SE, Tyskland is also supervised by Finanstilsynet (Danish FSA) and is registered with Finanstilsynet as a branch of J.P. Morgan SE  under code  
29010.  In  Sweden, this material is distributed by  J.P. Morgan  SE  –  Stockholm Bankfilial, with registered office at Hamngatan  15, Stockholm, 11147,  Sweden,  
authorized by the Bundesanstalt für  Finanzdienstleistungsaufsicht (BaFin)  and jointly supervised by the BaFin, the German Central Bank (Deutsche Bundesbank)  
and the European Central  Bank  (ECB); J.P.  Morgan  SE  –  Stockholm  Bankfilial is also supervised by Finansinspektionen (Swedish FSA);  registered with 
Finansinspektionen as a branch of J.P. Morgan SE.  In  France,  this material is distributed by  JPMCB, Paris branch, which is regulated by  the French banking  
authorities Autorité  de Contrôle Prudentiel et de Résolution and Autorité  des Marchés Financiers.  In  Switzerland, this material is distributed by  J.P. Morgan  
(Suisse) SA,  with registered address at rue de la Confédération, 8, 1211, Geneva, Switzerland, which is authorised and supervised by the Swiss Financial Market  
Supervisory Authority (FINMA), as a bank and a securities dealer  in Switzerland. Please consult the following link to obtain information  regarding J.P. Morgan’s 
EMEA data protection policy:  https://www.jpmorgan.com/privacy. 

In Hong Kong, this material is distributed by JPMCB, Hong Kong branch. JPMCB, Hong Kong branch is regulated by the Hong Kong Monetary Authority and the 
Securities and Futures Commission of Hong Kong. In Hong Kong, we will cease to use your personal data for our marketing purposes without charge if you so 
request. In Singapore, this material is distributed by JPMCB, Singapore branch. JPMCB, Singapore branch is regulated by the Monetary Authority of Singapore. 
Dealing and advisory services and discretionary investment management services are provided to you by JPMCB, Hong Kong/Singapore branch (as notified to 
you). Banking and custody services are provided to you by JPMCB Singapore Branch. The contents of this document have not been reviewed by any regulatory 
authority in Hong Kong, Singapore or any other jurisdictions. You are advised to exercise caution in relation to this document. If you are in any doubt about any 
of the contents of this document, you should obtain independent professional advice. For materials which constitute product advertisement under the Securities 
and Futures Act and the Financial Advisers Act, this advertisement has not been reviewed by the Monetary Authority of Singapore. JPMorgan Chase Bank, N.A. is 
a national banking association chartered under the laws of the United States, and as a body corporate, its shareholder’s liability is limited. 
With respect to countries in Latin America, the distribution of this material may be restricted in certain jurisdictions. We may offer and/or sell to you securities 
or other financial instruments which may not be registered under, and are not the subject of a public offering under, the securities or other financial regulatory 
laws of your home country. Such securities or instruments are offered and/or sold to you on a private basis only. Any communication by us to you regarding such 
securities or instruments, including without limitation the delivery of a prospectus, term sheet or other offering document, is not intended by us as an offer to 
sell or a solicitation of an offer to buy any securities or instruments in any jurisdiction in which such an offer or a solicitation is unlawful. Furthermore, such 
securities or instruments may be subject to certain regulatory and/or contractual restrictions on subsequent transfer by you, and you are solely responsible for 
ascertaining and complying with such restrictions. To the extent this content makes reference to a fund, the Fund may not be publicly offered in any Latin American 
country, without previous registration of such fund’s securities in compliance with the laws of the corresponding jurisdiction. Public offering of any security, 
including the shares of the Fund, without previous registration at Brazilian Securities and Exchange Commission— CVM is completely prohibited. Some products 
or services contained in the materials might not be currently provided by the Brazilian and Mexican platforms. 
JPMorgan Chase Bank, N.A. (JPMCBNA) (ABN 43 074 112 011/AFS Licence No: 238367) is regulated by the Australian Securities and Investment Commission and 
the Australian Prudential Regulation 
Authority. Material provided by JPMCBNA in Australia is to “wholesale clients” only. For the purposes of this paragraph the term “wholesale client” has the 
meaning given in section 761G of the Corporations Act 2001 (Cth). Please inform us if you are not a Wholesale Client now or if you cease to be a Wholesale Client 
at any time in the future. 

JPMorgan Chase Bank, N.A. (JPMCBNA) (ABN 43 074 112 011/AFS Licence No: 238367) is regulated by the Australian Securities and Investment 
Commission and the Australian Prudential Regulation Authority. Material provided by JPMCBNA in Australia is to “wholesale clients” only. For the 
purposes of this paragraph the term “wholesale client” has the meaning given in section 761G of the Corporations Act 2001 (Cth). Please inform us if 
you are not a Wholesale Client now or if you cease to be a Wholesale Client at any time in the future. 
JPMS is a registered foreign company (overseas) (ARBN 109293610) incorporated in Delaware, U.S.A. Under Australian financial services licensing 
requirements, carrying on a financial services business in Australia requires a financial service provider, such as J.P. Morgan Securities LLC (JPMS), to 
hold an Australian Financial Services Licence (AFSL), unless an exemption applies. JPMS is exempt from the requirement to hold an AFSL under the 
Corporations Act 2001 (Cth) (Act) in respect of financial services it provides to you, and is regulated by the SEC, FINRA and CFTC under U.S. laws, 
which differ from Australian laws. Material provided by JPMS in Australia is to “wholesale clients” only. The information provided in this material is not 
intended to be, and must not be, distributed or passed on, directly or indirectly, to any other class of persons in Australia. For the purposes of this 
paragraph the term “wholesale client” has the meaning given in section 761G of the Act. Please inform us immediately if you are not a Wholesale Client 
now or if you cease to be a Wholesale Client at any time in the future. 
This material has not been prepared specifically for Australian investors. It: 

• May contain references to dollar amounts which are not Australian dollars; 
• May contain financial information which is not prepared in accordance with Australian law or practices; 
• May not address risks associated with investment in foreign currency denominated investments; and 
• Does not address Australian tax issues. 

10 

https://itunes.apple.com/us/podcast/eye-on-the-market/id1367963156
https://privatebank.jpmorgan.com/content/dam/jpm-wm-aem/global/pb/en/insights/eye-on-the-market/2022-energy-paper/elephants-in-the-room.pdf
https://www.jpmorgan.com/privacy

	EYE ON THE MARKET • MICHAEL CEMBALEST • J.P. MORGAN



