
  

 

The Federal Reserve (Fed) is hiking rates to slow down economic activity 

as a means to ease the demand side of our elevated inflation problem. 

In last week’s Sight|Lines (Are We in a Recession?), we explained that 

the economy contracted in the first two quarters of 2022. In our article 

Learnings From Economic Theory, we explain that demand is only one 

side of the equation when it comes to inflation. Supply chain issues 

have also pushed inflation higher, and a break in demand may help 

ease supply chain pressures. 

In this week’s Sight|Lines, we take a deep dive into the data to 

understand where we are on the supply side of the inflation equation, 

with a particular focus on signals of whether or not supply chain 

pressures are easing. 

BACKLOG OF ORDERS  

Maybe you’ve experienced this recently: you place an order expecting it 

to be filled quickly, only to learn that the delivery is delayed by weeks. 

Supply chain pressures have gotten personal for many of us. However, 

Figure 1 shows that, while volatile, backlogs appear to be easing when 

we observe the 3-month moving average. To understand the metrics, a 

reading above 50 means that companies are reporting that they are still 

experiencing more back orders, but we see that the number of 

companies doing so is declining, which is a positive. 

DELIVERY TIMES  

We see a similar pattern with delivery times. A reading above 50 

indicates that more companies are experiencing longer delivery times 

than not, a classic measure of supply chain issues. And while the reading 

remains above 50, the trend is positive, meaning fewer companies are experiencing delayed delivery times than before.  

Clearly, we’ll see more relief in terms of the supply chain when this reading hits and falls below 50.  
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Figure 1.   

ISM – Backlog of Orders 

3-Month Moving Average 

Monthly 

    2019       2020            2021       2022 

Source: Stifel Investment Strategy via Bloomberg as of 

August 3, 2022 
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Figure 2.   

ISM Supplier Deliveries 

3-Month Moving Average 

Monthly 
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Source: Stifel Investment Strategy via Bloomberg as of 

August 3, 2022 
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CHINA SUPPLY CHAIN ISSUES 

China has experienced supply chain issues due, in good part, 

to its zero-COVID policies. They have experienced factory 

shutdowns trying to keep the virus at bay. But China has been 

making an effort to improve logistics to lessen the costs of 

zero-Covid. Some factories now use a “closed loop” system, 

where workers are asked to live at the factory. This allows 

continued production and orders to be filled, even while 

restrictions tighten outside the factory. Couple these 

improvements with falling shipping costs, and we see hope 

for improved supply chain issues in Asia. 

SUPPLY CHAIN PRESSUR E 

The New York Fed’s Global Supply Chain Pressure Index 

(GSCPI) measures global supply chain pressures associated 

with inflation in the United States and Europe, integrating 

several commonly used metrics like some of the data 

presented above. 

For July, the GSCPI fell to 1.84, a level last seen in early 2021. This 

provides evidence that supply chain pressures have eased further 

and are halfway back to pre-pandemic levels.  

PRICES 

We’ll report on inflation next week, but the ISM Prices Paid Index 

gives us a sense of what we might see. The index gauges if 

companies are paying higher prices for materials and services 

and is a popular measure of inflationary pressure more broadly. 

These input prices have fallen recently, which is a positive sign.  

CONCLUSION 

Investors remain worried about high inflation and a slowing 

economy. While Fed policy is focused on demand, such falling 

demand may be helpful to the supply side of the inflation 

equation. We’ve reviewed some supply chain data and see signs 

of relief. Improvements in backorders, delivery times, China 

logistics, and sea freight costs are all positive. We’ll explore the 

impact of this result on inflation next week. 
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Figure 3.   

Shipping Costs ($000) 
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Figure 4.   

Global Supply Chain Pressure 
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Figure 5.   

ISM Prices Paid 
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Source: Stifel Investment Strategy via Bloomberg as of August 3, 2022 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 

statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.  Opinions expressed are subject to change without 

notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors.  There is no guarantee that the 

figures or opinions forecasted in this report will be realized or achieved.  Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 

release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.  Past performance is no guarantee 

of future results.  Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index. 

 

Asset allocation and diversification do not ensure a profit and may not protect against loss.  There are special considerations associated with international 

investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility 

than investing in more developed countries.  Due to their narrow focus, sector-based investments typically exhibit greater volatility.  Small company stocks 

are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies.  Property values can 

fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies.  When 

investing in bonds, it is important to note that as interest rates rise, bond prices will fall.  The Standard & Poor’s 500 index is a capitalization-weighted index 

that is generally considered representative of the U.S. large capitalization market.  The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 

significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ.  The DJIA was invented by Charles Dow back in 1896.  The MSCI EAFE 

index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance 

of developed markets, excluding the U.S. and Canada. 
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