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WEEK 
GAIN/LOSS 

Y-T-D 
GAIN/LOSS 

DJIA 32,283.40             -4.2% -11.2% 

S&P 500   4,057.66             -4.0% -14.9% 

NASDAQ 12,141.71 -4.4% -23.4% 

 
 
The stock market sank last week in a broad sell-off as Mr. Market weighed worries over Fed tightening and mixed 
U.S. economic data with the Dow falling 4.2%, the S&P 500 sinking 4.0% and NASDAQ tumbling 4.4% lower.       
 
Economic Releases  
A summary of economic releases during the past week which may impact the financial markets: 
 
The number of people applying for unemployment benefits last week fell to a one-month low of 243,000, 
indicating layoffs remain near record lows and that a tight labor market continues. Meanwhile, the number of 
people collecting unemployment benefits declined by 19,000 to 1.42 million, near a 50-year low. 
 
Business growth slowed in August with the S&P Global U.S. services sector index falling to 44.1 from 47.3, 
marking the fifth decline in a row and weakest reading since May 2020. Meanwhile, the U.S. manufacturing 
sector index dipped to 51.3 from 52.2, registering the lowest reading in just over two years. Readings above 50 
signifies economic expansion; below 50 signals contraction.  
 
New home sales dropped 12.6% to a seasonally adjusted rate of 511,000 in July, the lowest level since January 
2016 and off significantly from the peak of 1.04 million in August 2020. Year-over-year, new home sales are 
down 29.6%. The median sales price of new homes sold in July was $439,400, up from $414,900 in June, but 
below the record $458,200 in April. The supply of new homes for sale rose by 18.5% between June and July, 
equating to a 10.9-month supply, the highest since March 2009 and one of the highest levels on record.  
 
On the heels of soft new home sales, U.S. pending home sales fell 1% in July according to the National 
Association of Realtors (NAR), compared to an 8.6% decline in June.  “In terms of the current housing cycle, we 
may be at or close to the bottom in contract signings,” NAR Chief Economist Lawrence Yun said. Compared with 
a year earlier, transactions were down 19.9%. Given inflation and the rise in mortgage rates, housing affordability 
has plunged to the lowest level since 1989.  
 
Excluding food and energy, the PCE Core Price Index rose 0.1% in July versus June's unadjusted 0.6% gain. 
The index edged down to 4.6% year-over-year from June's unrevised 4.8% rise after hitting a 40-year high of 
5.3% in February. Real personal disposable income grew 0.3% in July. 
 
The August final University of Michigan Consumer Sentiment Index was revised much higher than expected to 
58.2, from the preliminary 55.1 figure. The overall index continued to come off June's record low of 50. The one-
year inflation forecast was revised lower to 4.8% from the preliminary estimate of 5.0%, and down from July's 
5.2% rate. The 5-to-10-year inflation forecast was revised slightly lower to 2.9%, from the preliminary read of 3.0. 
 
 
 



HI-Quality Company News 

A summary of important earnings and/or capital allocation news announced during the past week from the high-
quality companies held in most client portfolios. For new clients, these companies may become investment 
candidates as valuations appear attractive and cash is available: 

 

 

Ulta Beauty-ULTA reported second quarter sales increased 17% to $2.3 billion with net income increasing 18% 
to $296 million and EPS up 25% to $5.70. Comparable store sales increased 14% driven by an 8% increase in 
transactions and a 5.6% increase in average ticket. During the quarter, Ulta Beauty opened 7 net new stores, 
ending the quarter with 1,325 stores. Ulta repurchased $301.6 million shares during the second quarter at 
an average cost per share of $377.95, leaving $1.6 billion remaining under the current $2 billion 
authorization. Year-to-date, free cash flow increased 22% to $420 million and Ulta returned $441 million 
to shareholders through share buybacks. Ulta ended the quarter with $434 million in cash and $1.8 billion in 
shareholders’ equity on its clean, debt-free balance sheet. Based on the results for the first six months of fiscal 
2022 and sales trends experience to date in August, the company has increased its outlook for fiscal 2022. 
Net sales are now expected in the $9.65 billion to $9.75 billion range on comp store growth of 9.5% to 10.5% with 
EPS of $20.70 to $21.20. This compares to prior guidance of sales in the $9.35 billion to $9.55 billion range on 
comp store growth of 6% to 8% with EPS in the $19.20 to $20.10 range. 

 

 

3M-MMM reported the United States Bankruptcy Court in the Southern District of Indiana declined 3M subsidiary, 
Aearo Technologies' request for a preliminary injunction to ongoing litigation against 3M related to Combat Arms 
Earplug Version 2 products. Aearo and 3M argued that bankruptcy offered a faster and fairer way to compensate 
veterans who contend that earplugs made by Aearo caused hearing loss. 3M funded a $1 billion trust to settle the 
lawsuits which total more than 230,00 nationwide. Aearo Technologies and 3M disagree with the ruling and 
Aearo intends to appeal the decision. Aearo will continue in the chapter 11 proceedings, which it believes will 
offer a more efficient, equitable and expeditious pathway to resolution of these matters for all parties. 3M also will 
continue to vigorously defend its position in the multi-district litigation and in its appeals in that litigation. 

***** 

The stock market fell sharply Friday as investors grappled with the forceful remarks Fed Chair Jerome Powell 
made in his keynote address at the Fed symposium in Jackson Hole, Wyoming. Amid the backdrop of mixed 
inflation data and the still strong job growth figures seen since the Federal Reserve’s July monetary policy 
decision, Powell noted that the Fed will remain aggressive with its monetary policy to fight inflation pressures 
even if it means pain on the economic front. Powell reiterated that another "unusually large" rate hike could be 
appropriate when Fed officials meet again next month but stopped short of committing to the size of the increase. 
 
Powell reiterated that restoring price stability is the Fed’s top priority and that despite economic pain, restrictive 
monetary policy is needed to bring aggregate demand in line with supply. According to Powell, if the Fed does 
not accomplish price stability, the pain could be a lot worse. Rates could run higher than their neutral rate to bring 
inflation down. Chair Powell acknowledged the continued strong economic momentum—especially the labor 
environment—and the recent favorable July inflation data but stressed that more evidence is needed to confirm 
that price stability is being restored. “Price stability is the responsibility of the Federal Reserve and serves as the 
bedrock of our economy. Without price stability, the economy does not work for anyone,” Powell said, noting that 
higher interest rates, slower growth, and softer labor markets are the “unfortunate costs of reducing inflation” and 
will “bring some pain to households and businesses.” 
 



The two-year U.S. Treasury yield, which is closely tied to expectations for the Fed’s benchmark interest rate, 
spiked after Mr. Powell’s speech and settled at 3.391% for the week while the 10-year yield closed at 3.034% 
extending the inversion between short-term and long-term yields, a key recession indicator. 

While Mr. Market grapples with mixed economic indicators and how the Fed’s hawkish stance on inflation will 
impact the economy, we may look to the lipstick index for additional insight now that most have removed their 
facemasks. The brainchild of Leonard Lauder of Estee Lauder fame, the lipstick index is based on the theory that 
lipstick sales are inversely related to the health of the economy. When consumers feel squeezed by economic 
conditions and forgo discretionary expenditures like vacations, dining out and apparel, they splurge on small 
luxury items like lipstick. Given Ulta Beauty’s 17% sales increase on a 14% increase in same store sales, the 
lipstick index may be signaling a downturn for the broader economy.  If the Federal Reserve keeps interest rates 
higher for longer, that would be like putting lipstick on a pig. The only thing pretty about last week’s decline was 
that it made HI-quality stock valuations look much more attractive. 

If you have any questions, please let us know. 
 
 
Sincerely, 

Ingrid R. Hendershot, CFA 

President 


