
1 
 

 
 
MORNING BRIEFING 
May 25, 2021 
 
More Tapering Talk 
 
 
 
 
 
 
 
 
 
 
Tapering I: Talking Fed Heads. Drip. Drip. We now have two Fed officials talking about the need 
to talk about tapering the Fed’s asset purchases program. We know that there must be more of 
them who think it’s time to start that conversation. On May 16, the Fed released the minutes of the 
April 27-28 FOMC meeting, which stated that “a number” of the committee’s participants wanted to 
talk about tapering sooner rather than later. Melissa and I reckon that “a number” is more than two 
or even three. It might be four or even more. 
  
More specifically, the minutes stated: “A number of participants suggested that if the economy 
continued to make rapid progress toward the Committee’s goals, it might be appropriate at some 
point in upcoming meetings to begin discussing a plan for adjusting the pace of asset purchases.” 
  
Consider the following: 
  
(1) Kaplan. First out of the gate was Dallas Federal Reserve Bank (FRB) President Robert Kaplan. 
On April 30, he said that he thinks the FOMC should begin discussions on slowing down, or 
tapering, its $120 billion of monthly asset purchases. “At the earliest opportunity, I think it will be 
appropriate for us to start talking about adjusting those purchases.” He added that he thought the 
economy was improving and would soon reach the Fed’s prerequisite of ‘substantial further 
progress.’ I think we’re going to reach that benchmark sooner than I would have expected in 
January.” 
  
Kaplan could be right now that at least 22 states are responding to severe labor shortages around 
the country by no longer paying $300 per week in enhanced federal unemployment benefits. That’s 
even though the program expires in September, which will affect more than 3.6 million people. This 

 
Check out the accompanying chart collection. 
  
(1) How many is “a number” of participants? (2) Tapering sooner rather than later? (3) Two hawks and three 
doves. (4) More states are cutting jobless benefits. (5) Plenty of job openings. (6) Camps and schools are 
reopening. (7) Will Powell pivot again? (8) Fed’s word games. (9) Bond market conundrum 2.0. (10) Few 
signs of tapering tantrum in the bond market or in stock market forward P/Es. (11) Valuation multiples down 
for Mag-5 and overseas stocks. 

https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcY53p_9rV1-WJV7CgT9dW52fPJf800KJXW6lrZPz5tPb5rW8wqxKb1fWnG-W3_0Yc22KXZ7jN57SDLGH_d2pW1_T_z640ccrwW1Vj-zr6btWDtVGt1lF73LWbdW1RH4Bd8YqGqrW8xX0Y32hXWW6W5bXFv48tYxhZW8DVYDb6Y4Wf2W6FmTY492TqHRW8XZljm4yD1t1W2bjXLq2JMdj1N8CCJBCH8d4HW5X5-qL8PmZMfW8YKr19966Tg9W6vrPck37fKB2W9bNq7B3Jnmt1W7qQzSZ259fk0V6jK3w88X5BxW4V7CVz5htl8cW4PStmb4jvx94W2BY3Dx7nT_5XW1Vbpvr3QXTw83qj01
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcWX5nxGrV3Zsc37CgHhDN7qbckRH_H5lVWPWpR6D3CBHW4kZfhq50GsZGW7n5YRS86TNW0W8vH4Yq4BnS79VJxLXq6H2GDsW6cFM582hHKgdW4qd4nS422nZHW4j8pDp93J7l9W4sQx4D12kz0mN62QJ6zy29SXN5-74Zhn5b_ZW1s1DdW1Hs-zlW70xJcN8hH19fN26nrXLmJDLdVqMbbx95TchWW3zxsr56W16q5W3g9Xqk5mJRwZW3m_g4l6PHHVpW4fgwdk14VdtZW92rSpr5RzDsxW7FtpKM3JS9w7W8LYllg1y9qB9W6j3QMY1VXVlHW2d-KVm68zP9dW16NhyS6kDJWYW5lqJtK7fyf1PW681Q3M5m8-VHW6DqMHg8dxtFlW2QmDz43SykkjW2YCRCB2sN3BQN2yMccHbYdz8W5Bx15T6ysNWPW8vrY5f8xTKnB3ctx1
https://hn.t.hubspotemail.net/e2t/tc/VVPn9b5WPmgqW7fV6Yx3rjzWVW6D6W6y4r-wY7N7bK2-S3p_8SV1-WJV7CgFcHW37Z_DX26vsP5W110_RV2KYQrzN5DR7L6z69q9W3k09Rb89wH9BVySjCP2cPpbwVB5GGr2vGDnRN1bx6J0PF6DcW4R5s_J2TsNXnW7D1TJy4s_417MWWNqmTz4f4W7NX7cD5YkyWSW8SrcV46r7BhRW3pplVg1mXvWGW745qhn32FC4-W3n72f18bMkjtW2yhMfc1sPs2wW5My0Md8t-XLkN5Md-V6GPBSDW3T0pkL1n1vVHW2B9Q8S5QQ5HTW42MqSL7sCgSTW2TF08n3nQG7P327V1
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might encourage more of the unemployed to get back to work. After all, during March, there was a 
record 8.1 million job openings, not far below the 9.8 million number of unemployed workers (Fig. 1 
and Fig. 2). 
  
As we reported in our May 11 Morning Briefing, Powell noted during his last press conference that 
the federal unemployment benefit could be keeping people from seeking jobs. On a positive note, 
he said that the fact that schools are reopening should boost labor force participation. The mayor 
of New York City just announced that all NYC schools will be in person this fall, with no remote-
learning options! The reopening of schools could bring back into the labor force lots of the parents 
who had to stay home to care for their kids throughout remote learning. It’s possible that more of 
them could reenter the labor force this summer if summer camps and other forms of childcare 
services reopen too and parents feel comfortable sending their kids, as we expect they will. 
  
(By the way, when we first wrote that the fall would be a likely timeframe for talking about tapering 
in the Morning Briefing cited above, only two states had opted out of federal benefits, and the 
decision on NYC schools was still pending. And we noted that these developments could cause 
Powell to pivot on policy at an earlier time.) 
  
(2) Harker. Philadelphia FRB President Patrick Harker on Friday, May 21, became the second Fed 
official, along with Kaplan, to urge a faster start to discussions about when and how quickly to 
reduce the central bank’s monthly bond purchases. “It is something that, in my mind, we should 
start to have a conversation about sooner rather than later,” Harker said at a virtual event 
organized by the Washington Post. 
  
(3) Bostic. Atlanta FRB President Raphael Bostic and Richmond FRB President Thomas Barkin, 
speaking at the same event as Kaplan, both stuck to their positions that more hiring needs to take 
place before they would be ready to discuss a bond purchase taper. “Right now, we are not in a 
position where that’s in play for moves,” Bostic said, a view that currently is the consensus at the 
Fed. 
  
(4) Powell. Uber-dove Fed Chairman Jerome Powell has been saying that he doesn’t want the 
central bank to begin “talking about talking about” tapering yet. He reiterated that doing so is 
premature at his press conference on April 28 and stuck to his guns when asked about it: 
  
“So, no, it is not time yet. We’ve said that we would let the public know when it is time to have that 
conversation, and we said we’d do that well in advance of any actual decision to taper our asset 
purchases, and we will do so. In the meantime, we’ll be monitoring progress toward our goals. We 
first articulated this ‘substantial further progress’ test at our December meeting. Economic activity 

https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgSxwW3HkTXT5wMf5WW7FfcBn3CNnl0W2J1qbS2dqxwfW3bk42k2-MXfmW185tdy2b-gC7W44lkD49h6J-vW3tSW1C7nfYzLW9lcVjt5hS3ncN3SzT7VMNcwVVw7LMx2Qzb3tW6bSJdc34lkT1W2t9xB550t2l7W2GCGJq5VT57wN4vRsTWW5R69W6kH9Z93JPgz1N3gM_BXTWcGGW2DlWw8682rLZVy85937ZmC1fW9jwbh97VyNLjW6gCjQc3sN2d2W37x9lX94pJM1W3qfSpl5x-WtL33Z51
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgTs3W64m8d479LjM5W3xc3v24y_fzbW3NkfsB39mQKkW6TJhWF9dMhTfW94hWzZ3hbBQQW7RnkWy4T96m9W8dpPV73JSppZW8Hf-881Qx6sWW7KMfTP8YcC_bW2JQ9Rl1S6ygcW16cjkG4hnJF1MYVs45b4RJRW43JdsJ4Mp1KNW7PfMts3rdK99W2JtJkq4FH4pHW7DCT8C1BJjW0W3h5tt-1WVN_jW1KqhJY5Wcrp7VQ1z1g653LSHN8z0fXgBc0yVN60TnSRLWcNnW1C2mTk8DdHNj3j__1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXc9kDH5V7Wycr7CgJD4W7vXLd41BLZPQW6frqxD4RpFNYW2SDpL65rRmkHW1_S_265WGmFSW1JB23n7RrPkCW6FQ08B38h3VrW2lTdTM2YhcvTW44YK2z1sVxgzW1ChRfj5xpx40W3bVm2T3kk4gYW5wY-3h3v98zRW3NczX53l7h1lW5H5HlG2vm7QRW29ZLRj7yms47W7cJb3N7Sb0VLW3FJBmM5ngt7pW4Q8RjS2N-hYZW8wYpzM1HD_R4W3xV-zZ19PlkqW5b3bqM1vbdq0W4KtzVw1MDn5NW43SSbc4-QpHfW3G86Q01P0PPjW4-j7cN58TW1gW2Gw7_w4MGtzqW2XRYQn52nJKTV3bXVG3LXMhCW6Bcr5k2gXKG5Vhq_1774l1MwW2SfF4G30_NZDW5Dz7vV60Gp8SW6PGXSX5y-VJvW54Rb8N2R_MlyW2DYPWm7hm3gYW3V0f727C1HrqN6vpxZ6dLtggW8Hf0hc9jrZGZW457dt289TYJmW6qT-L02FWxmzVJmqDT5kX3h6W8--rB41LxHDTW3wqGb71cfGMsW3VcNbP7XtGGjW2-Mp8Y2SHV05W1Nw5bD23vQp4W8qJjNp5D0T49W89PcKs7jRc-tW4Lg_xF5WH_wqW8F7Vrc7kpCFVW8hjyQ57YvP7HW50LCRY2X8kcNN4h1bl2kH3s9N6F8pgdKQDfRW6_-Rst6HcfrBW3nhnc33HgMsJVnl49K3rNQzGW6X_bkH3NqCk7W2JjFmT6P-GtxN285x37HJ0xKW32L6gy6yy4bZW7L961t6ySpG8W2lFlxD5N4fqdW3ThTV24RgBT4W6rnrKM67-T7VW8JGK1l3rjly1W8-fRL36cCfFYW9jG0cV3Y8plmW6Z6C636T8Htf3gfr1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcY53p_9rV1-WJV7CgHlRW7rg1QY8Nv0GPW66gJbf5C85mfW2XQ0918ZNNZQW2whbW77qKVbWW1Pmz1S6NWPDQVdXNVD1h-ZyLW20Lb2k283T_XMGS-4Jw_gLPN8SPbdTv2C9mW17Q80V8Z6bmhW3c--_h2_pTjhW8HRc7C3_7LX3W1b1C1T2v88RCW2dgdHs7vqZSHW5pN78Z3dFBF4W1qvNK_5rQvy8N5G03G2dxnSMW4Rknns5mnYT7VxCk_f75xDJbW4R33h_6yRQHBW98Svhp2Wgj44W9gSBp35Mqc5qW8szXTM679-BjW25db-h5VL2xWW14Tfxt4MFHCDW4CFBsW4dklNV39Sb1
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and hiring have just recently picked up after slowing over the winter. And it will take some time 
before we see substantial further progress.” 
  
Yet the minutes of the April 27-28 FOMC meeting that Powell led just before making that statement 
indicated that talking about talking about tapering was discussed, with a number of participants 
ready to talk about it sooner rather than later! 
  
(By the way, for a guide for understanding “Fed speak,” see Chapter 9 of my 2020 book, Fed 
Watching for Fun & Profit. It’s all about the Fed’s word games.) 
  
Tapering II: Bond Market Conundrum 2.0. The bond market seems to be drinking the Kool-Aid 
that Powell is serving in the Fed’s punchbowl. Despite April’s higher-than-expected CPI and PPI 
inflation reports, released on May 12 and 13, the 10-year Treasury bond yield remains around 
1.666% (Fig. 3). It’s been trading around that level since March 12. Even the latest tapering chatter 
hasn’t unnerved the bond market! 
  
This reminds us of “Greenspan’s conundrum,” which I also discussed in my 2020 book about the 
Fed. The federal funds rate was increased by 25 basis points to 1.25% at the June 29–30, 2004 
meeting of the FOMC. That was followed by increases of 25 basis points at every one of the next 
16 meetings, putting the rate at 5.25% after the June 29, 2006 meeting. It remained at that level 
through August 2007. 
  
However, yields didn’t rise. Instead, the 10-year US Treasury bond yield fluctuated around 4.50% 
from 2001 to 2007. That was a big surprise given that short-term rates were almost certainly going 
to go up at every FOMC meeting, albeit at an incremental pace, once the Fed commenced its 
measured rate hikes. 
  
Then Fed Chair Alan Greenspan was puzzled. In his February 16, 2005 semiannual testimony to 
Congress on monetary policy, he said globalization might be expanding productive capacity around 
the world and moderating inflation. Then Fed Governor Ben Bernanke tried to solve the conundrum 
in a March 10, 2005 speech. He argued that the US bond market during the 2000s was 
increasingly driven by countries outside of the US. In his narrative, there was a “global savings 
glut.” 
  
Now consider the following recent developments in the bond market: 
  
(1) Bearish indicators. In addition to the latest inflation news, there have been other bearish 
indicators for the bond market recently. In the past, the bond yield was highly correlated with the 

https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcWD5nxG7V3Zsc37CgKHSV-3zJB1ck_75W1jp4b74c6z5gVQ0znl5x1-cXW9jgbxz6fcSkmW6vpZtZ8GpjZyW7s-0hp2xkpXyW8DTjFn89Ct_LW1brdfr4YqgtYW80s7Qs7db9dmW5r-w116TpmD8W4tqJPr2R8q3lVNj4P21WfgyzW1LJ1SW77PkXfW54VDfM8khJgNV7v6GB2hck1CVBvjk22PDSlsW1WjFZ87QYnKSW8kwK6y3dLPs4W1JcgNS1ST9wfW75lgS55_PH_hVk8PQf47syHJVk369G39vDPjW6G-_yB8jDdf0W6Gy8M_2gJ6CLW8VLgQC7JQcT7W404Rvb8X1MNyW55w0ft3R4lK4W1v41_73TRqd1W6mfVm163mNwnW19mQSt3Gd6jMW7VYwW95T2qF7N8Srzg6GCHbn3ghv1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcWD5nxG7V3Zsc37CgKHSV-3zJB1ck_75W1jp4b74c6z5gVQ0znl5x1-cXW9jgbxz6fcSkmW6vpZtZ8GpjZyW7s-0hp2xkpXyW8DTjFn89Ct_LW1brdfr4YqgtYW80s7Qs7db9dmW5r-w116TpmD8W4tqJPr2R8q3lVNj4P21WfgyzW1LJ1SW77PkXfW54VDfM8khJgNV7v6GB2hck1CVBvjk22PDSlsW1WjFZ87QYnKSW8kwK6y3dLPs4W1JcgNS1ST9wfW75lgS55_PH_hVk8PQf47syHJVk369G39vDPjW6G-_yB8jDdf0W6Gy8M_2gJ6CLW8VLgQC7JQcT7W404Rvb8X1MNyW55w0ft3R4lK4W1v41_73TRqd1W6mfVm163mNwnW19mQSt3Gd6jMW7VYwW95T2qF7N8Srzg6GCHbn3ghv1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgW1yMXFntmmt-HVVM8QVx6tK3y0W942y1y2C5JKCW5d7dTP3f9m63W24ZSZL105g_nW36LkBt7SccnZW7CyPBy7c-rY5W2YRCh26LrlW3W11KLwS26lky5N8PZRq-9r2f_VwY-CF2KPDrwW5Tj2w34Yxk2QW6Nshzf1PF1cbW2NGhpW2_H822N7dHrGR7KcP3W5mpRK94tkJYjN44X715LXSftW2vBLMj3ddzbKN5WB-9QCDQh6W8c_jkl52Ws70W3YKcNt6q6bVbW2GSNVG2mdkkT32Jh1
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national ISM M-PMI, which has been soaring in recent months through April; recent data show 
Markit’s M-PMI flash estimate jumped to a new series high in May (Fig. 4). The copper-to-gold 
price ratio currently suggests the yield should be closer to 2.40% (Fig. 5). 
  
(2) Global saving glut, again? Perhaps it’s the gravitational pull from the 10-year Japanese and 
German government bond yields, at 0.09% and -0.13%, that are keeping the US yield from rising 
(Fig. 6). Japanese and German investors may be getting better yields on US bonds even after 
paying to hedge the currency risk. 
  
(3) The Fed’s latest QE. Of course, the Fed’s purchases of $80 billion per month in US Treasury 
securities since late last year are also helping to keep yields from rising. Over the past 12 months 
through April, the Fed’s holdings of these securities were up $1.0 trillion, to $5.0 trillion (Fig. 7). 
Over that same period, the Fed’s holdings of Treasury notes and bonds increased by $0.8 trillion, 
to $4.0 trillion (Fig. 8). 
  
(4) Beware the dot plot. Notwithstanding the above, we are puzzled that the US bond yield has 
remained so subdued. Perhaps we might have jumped the gun last Thursday after we read the 
latest FOMC minutes. We wrote: “We conclude that the Fed’s talking heads are likely to start 
talking publicly about tapering their asset purchases before they meet again at the June 15-16 
FOMC session. At that meeting, we expect that they will discuss doing so at length and start doing 
so after the July 27-28 meeting of the FOMC. They should announce that they will finish tapering 
by the end of this year, setting the stage for hiking the federal funds rate before the middle of next 
year, well ahead of the ‘dot plot’ schedule in the March 1 Summary of Economic Projections.” 
  
Let’s see how many more talking Fed heads start talking about tapering between now and the next 
FOMC meeting on June 15-16. Then, let’s see what the dot plot shows following that meeting. 
During the March meeting, only four of the 18 participants projected at least one rate hike next 
year. We expect more will be doing so at the June meeting. Tapering is likely to start three to six 
months before the first rate hike. 
  
The suspense has us on the edge of our seats. For now, we continue to predict that the bond yield 
will rise to 2.00% before the end of this year and to 2.50%-3.00% next year. 
  
Tapering III: The Valuation Question. The stock market also doesn’t seem worried about 
tapering anytime soon. In fact, even though the bond yield is up by about 100bps since last 
August, the forward P/E of the S&P 500 has been hovering around 22.0. It was down to 21.0 on 
Friday (Fig. 9 and Fig. 10). As of the May 21 week, 52.2% of the S&P 500 had forward P/Es of 20 
or more, while only 6.3% were trading at forward P/Es of 10 or less (Fig. 11). 

https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgBGpW8hVV5S7b9rb7W6SdwBW2-S23-W6dV6g27qvvLdN5Wqk79c5t7dW3V-B_H70stzNW5sWrtD88spqmVq9X2m8v9Wk4W3qjZ4L31vywkVtdxZ13kLlWrW1g58Rf6N3ZFSN2SCG31z8GSWW7_byJs1FQJDqW5WWWJ93R-db-W6wVD7J36kcNQN4DqSJ3Wdf38W7k0M_n5xJLhlW7-WMx27sPK0RW4y4S051hgc2MW3j00Qd7WlQplVKftVR1g-7NhW7l9H7L1sGkGxW6LHNvf6mtg7g3c2D1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgYj3W92-Zbs4qH_-jW2zTR8C5YLRRlW8bXlsd5xWgZlW2YYbyW6tbYwzW3TtKPh1hJPdXW2g8s6n6y_9JcW7PldsX7szpxtW1vmWHs1tJ0zvW6Bn9Dh4zVXrpW8FCt6Y11TJSnW84-3ZT98wwg3W6shKJg1Jj3Q7W2DJJPk332rq7W8H2vcD3dCpR6W6bqtDm2MdsF5W6BX16d7FmFSBW5ZtRvB60nbvtW4nKQQY7Z7TYqW1b394_640PKpW7w21VY7sDB0HW5FjbDK6vFd2nW6q91nZ2Cwxh_36TT1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgZHGW3Lp09P5k6FqnW954_dx2SG5T-W2ZSmZd5z1ct-W7LCkQ_5k3-BfW7G8xNw7-gQkNW8qGsZp6Hs3CNW4--Pn62sxD7RW3kSyP8501mPXW5wWlf36m_FncVsdXMm4qn3FfW1DvDzG25ZrFPW3kDmJr4GCs5HW6d-0SS79JNWSW1rB_6p5BK72fW1-p8KQ9bNSxkVhdcPR1f2r4kW5FhB-P1g1dskW5TV90j3dl2LQW7yqcWr8qXjLpN3lWmTch2ZspW8bPjhx33c-8dW5myMF38pLRSv3d_t1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgGV-W6fWlyD6ppjMSW2DzlR39lm-_TW5QDYx397j6v8W6z-GnG1_WPQ1W4d_1Wt3wwRwQW99-BwN4Rb9QwW6Twpgz2gVnbsW557SnH3whRnkMmrSWJPp910W49Sd0h7NHwLzW60pMP42FlPvRW4VGWXV6g_nmTN86LprXkv388W4g9w5g6tjxT_W5LGFrg32mHnmW5kjncJ2NvgJVW8gC2kz32q-DfW5g1LhK45GBflW5S_k-Y44br-fW6Fxn8J1V85RWN8pq8vXlWblQV2Qv9M79-Yz93j001
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7Cg-gNW51dN-D5P4F_JW8wQZ5s6S8hfpW6VB6jP7w_gdqW5Lj3-n56c0FFW6HDvnl3kL0NpW14-sF-2SJZpKVTRY8z1CJQg_W3RBtrv3rX33SW26SB5z68C0yNW7SRjdH7H1JgbW142yVG3kMz4gW2-KKHL3krCM7W6NlpzM7__TSVN5XNrN2cKQ1mW3LGs6M60Gbb7VvF3Yr6kVrjwW4g87l998pLXPW7Wk7kv5nHLXPW1hCz003MpsK1W1W6fxj4ZT193W8g-7y65bW97hW8WrZ174l5x143bL61
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcY53p_9rV1-WJV7CgXsBN9jVVng3wX4RW1PsKnW6bWrBHW3bG8vd7rprksVsZV7r1LbHsMW6sGKd_84t0hzW18H0xK2kdT6GW1f_sWp9dMl16N71nYwVjCZhcW8xPyQR8TcLGqW68cG7Q2SqHk7W81Hq082_9m22W89R4Q090HfWFW7hmg9Q2BFPJHW3Bg1pF7dsBvdW8MQ6Cy6bCwBNW8xftmj1PhYCWW52ZFv35VSj8ZW3pRpl22r-40pW69xscH1vP42XN4n33-5K9_MZW6Nhyfs1fBw98W2Rk1ks4149kZVtrtzD8JVkkKW4Yw4ZN4qxyTXW43tHxW8CJzBMW59523v4g6cf-2581
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgY2fVpyPPJ7tGm4ZW4MK2GX54hJZdW78tvjp2vHTtXW8FRQhG6lVN1PW4T9FP67k6fy9W5cYGRr7sPXkGN83CJ8L69nyzW7H_yVC8MdB3PW6B9w4R7ZMs2LW24B2ps5qyMRzW6CJq037mmkM5W7y6XGb4bLjKzW4HzkN65dT8XBW7v4Wgd7sMMLvN4nsHYmGkD2DW2WV2RZ1bCXwGW82vw7D41KCLrW7YQ6VQ5qcJsBW4flv036phf_xM3h7jSljT28W4DF8mZ3l6gw6W3XYYS03JJRys3lFc1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgMSKW2BSrtH7ptS7VW4NFw0T4rRvnJW1j5zNB8DkcZ_W49lTbT6jdrgxW8PywfB6yFDHmW7vcpKq6Tp07dW57vbqw7hJtdSW9kc54K5YQRL-VsQT-_4_qHkNW4Lh6Bv4Vvh4HW71QDRX7NvzltN1PB6WHyMlLcW529VHw8Vj2hNW77lqKq3GTP0HW7yyThM2s45KrW700rQ816C2j2V7lXwj5Nwlj5W5rTMMQ8sllBRW7lk4Mc7l0H6vW5gRN3d1D6sTnVlvFHC85WgrcVn13qB4NSWmg32MF1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgQnKW5XYH673QL6pqW184zx02wP1hWN8Sfm5t6yQj_W5NNNJk2fqhlqW1-rdKW7tsTsvW8H4kFM92xWGgW61G1wT2ZWNTDW8nLybq8Qt0DgW6nmynb1p9ykWW8TPtCT34StdlW7nFMLt2MC3stW2DKZp63mWP6LVrlw878sFcvWVCzxMP7pS7VBW4BQ0C06Wt0KJN14yFT0W51SZW196sK74JvXpmW3Kj4Bg4Fpq2SW8HHXhp68dN8-W4d8npt8sTlTVW6Yx8KH56gB6RW3V0h7F6bpHj43mMV1
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Let’s drill down some more to see whether valuation multiples seem to be reacting negatively to 
the prospects of the Fed tapering sooner rather than later: 
  
(1) S&P 500 Growth vs Value. Neither the rise in the bond yield since last summer nor last week’s 
tapering chatter have unsettled the valuation multiples of either S&P 500 Growth or S&P 500 Value 
(Fig. 12). The former has been trading in a range between roughly 25.0 and 30.0 since mid-2020. It 
is currently 26.6. The latter’s 17.6 is near the bull market’s recent highs. 
  
(2) Magnificent 5. Hardest hit has been the collective forward P/E of the Magnificent 5 (Fig. 13). 
But that has more to do with the previous outperformance of those five stocks, i.e., the S&P 500’s 
top five in terms of market capitalization—Apple, Microsoft, Amazon, Alphabet (Google), 
Facebook—during the worst of the pandemic, when the market’s breadth was very narrowly 
focused on them as the major beneficiaries of the calamity. They’ve been underperforming since 
September of last year as the bull market broadened with the outperformance of stocks 
representing reopening plays. The forward P/E of the Mag-5 ended the week of May 21 at 33.5, 
the lowest reading since April 17, 2020 and down 29% from 46.9 back on February 12. 
  
(3) Stay Home vs Go Global. Joe and I have previously observed that the forward P/E of the All 
Country World MSCI stock price index excluding the US closely tracks the forward P/E of the S&P 
500 Value stock price index (Fig. 14). They started to diverge in recent weeks, with the former 
falling more (to 15.5) than the latter (to 17.6). That’s not surprising, since overseas stock markets, 
especially those in emerging economies, tend to be very sensitive to talk about Fed tapering. 

 

Calendars 
  
US: Tues: Consumer Confidence 119.0, New Home Sales 975k, Richmond Fed Manufacturing 
Index, S&P Case-Shiller Home Price Index 12.3%y/y, Quarles. Wed: MBA Mortgage Applications, 
EIA Crude Oil Inventories. (DailyFX estimates) 
  
Global: Tues: Germany GDP -1.7%q/q/-3.3%y/y, Germany Ifo Business Climate Headline, 
Current Conditions, and Expectations 98.1/95.5/101.0, Japan CPI, Tenreyro. Wed: France 
Consumer & Business Confidence 97/106, Japan Leading & Coincident Indicators, China Industrial 
Profits. (DailyFX estimates) 

 

      
 

      
 

https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgG6wW1zXcWC1sjvlrN5nLtvh1XgHbN7RvYzcLpcQKVFyydG727jdGW8DKGZf8Cl4tzW5LsvNy7rD48VW625tQG7ykM1cW6DQcbs94Q8zhW3bCcGZ73k9vXW9gfVtc57XjjbW4GNsLS3V3CfLW3LK_5G97FT-rW95pMYq3YqGQLW7B0nw17B4Hk9N6sG2rbw2LMrW4T02vp6W-7S3N4MXmQ5pZrpRW62Gfsp1HgqzWW1fvd9T2NFBt6W6W8Wl51r3rmXW5bZCFs4dzPpKW2nTGcY8Ty9pp3gbd1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgW6nW8lTNCR7kgqTTVRwhqM23thZKW1cVKxC64_y5LW2NfNHb4y8wSDW31TTty5STMRrN1l2vKksfLxCW6-ccpB4tn--PW5MdZWl939G5fW2SnNV82jNVRVW77P7NZ7QmhQqW7z4BJ23Rl6PwW8J5R8q8DdmdCW7PhVCq3Q82rwW2XShKD11WXCnW2dWhc83D51v4W8BNzqS6G0trcW69dVvs3prNcwVYYNJS1ty9tKW2ByfGM39spJZW6bfScs4x-HHmW5mlszq7p2y2HW8zdRwR4nzPtY3lYL1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgCKLN6hbq6SPWRSjW72HR965n-CSVW5hk5c66wGVhjW7YfDr-8l-NN_W1w52CN35cjyDW97XPXk5JcLJYN5sD8n21R22KW6V1zJG4hHCSHM4nt-wdqnPdW5DdBsF2cJmVFW3HBrLx5FqpH-W1JHsC92tSyTKW8VHM365Vsbw_W3gg0z73Mh1w-W8f_TGl4WVVCjVsRX-38Sj711VXyc2-1KYshDW7btck69g_rWLW2bDGMJ7hMbkSN8vhThSgd0KSW28Wq0s4XbQj7W10DGnK9cCqV53qlt1
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Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings rose for all three of these indexes 
last week and were at record highs simultaneously for an 11th week and the first time since 
October 2018. LargeCap’s was at a record high for a 12th straight week; MidCap’s was at a record 
for a 15th week; and SmallCap’s soared 6.2% w/w for its 15th gain in 16 weeks. In what has 
shaped up to be an extraordinary V-shaped recovery, LargeCap’s forward earnings has risen 
during 52 of the past 53 weeks, with the one down week in late December due to Tesla’s addition 
to the index. MidCap’s is up in 49 of the past 51 weeks, and SmallCap’s posted 49 gains in the 
past 52 weeks. LargeCap’s forward earnings is now up 40.3% from its lowest level since August 
2017; MidCap’s has risen 77.3% from its lowest level since May 2015; and SmallCap’s is up 
121.1% from its lowest point since August 2013. These indexes had been on a forward-earnings 
uptrend from November 2019 until mid-February, before tumbling due to the Covid-19 economic 
shutdown. The yearly change in forward earnings soared to cyclical highs during 2018 due to the 
boost from the Tax Cuts and Jobs Act (TCJA) but began to tumble in October 2018 as y/y 
comparisons became more difficult. In the latest week, the yearly rate of change in LargeCap’s 
forward earnings improved to a record high of 40.0% y/y from 39.6%. That’s up from -19.3% in 
May 2020, which was the lowest since October 2009. The yearly rate of change in MidCap’s 
forward earnings rose w/w to a record high of 76.2% y/y from 73.7% y/y and is up from a record 
low of -32.7% in May 2020. SmallCap’s rate turned higher too, rising to a record high of 118.9% y/y 
from 98.4% y/y; it is up from a record low of -41.5% in June 2020. Companies have been easily 
beating consensus estimates since the Q2-2020 earnings season, causing analysts’ y/y earnings 
growth forecasts for 2021 to improve instead of decline as is typical. Here are the latest consensus 
earnings growth rates for 2021 and 2022: LargeCap (35.4%, 12.0%), MidCap (57.1, 10.2), and 
SmallCap (88.9, 16.6). 

S&P 500/400/600 Valuation (link): Valuations were down for these three indexes last week. 
LargeCap’s forward P/E dropped 0.2pt to a 29-week low of 21.0. That’s down from a 19-year high 
of 22.7 in early January and is up from 13.3 in March 2020, which was the lowest since March 
2013. MidCap’s dropped 0.3pt to a 28-week low of 18.3, and is down from a seven-month high of 
20.5 in early March. Its current level is 4.6pts below its record high of 22.9 in early June. 
SmallCap’s tumbled 1.2pts w/w to a 28-week low of 18.1. It’s now down 8.6pts from its record high 
of 26.7 in early June 2020. That compares to MidCap’s 10.7 and SmallCap’s 11.1 in March 2020, 
which were their lowest readings since March 2009. LargeCap’s forward P/E in February 2020—
before Covid-19 decimated forward earnings—was 18.9, the highest level since June 2002. Of 
course, that high was still well below the tech-bubble record high of 25.7 in July 1999. Last week’s 
level compares to the post-Lehman-meltdown P/E of 9.3 in October 2008. MidCap’s P/E was 
below LargeCap’s P/E yet again last week, as it has been for most of the time since August 2018. 

https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgWTBW1cymlR42p_kzW4T1yS140qT3LW3mH8_K4TClXVVsV2QK1NSctHW6jN5WW918v7WW6BG8NT1T6LPHW4ZnCDc6TPMYHW35KYqC7wngbkN7btVZj94hlzN8L6lc77_7vGW23HZWd2S9BWdW7HWVbN6rZPYSW3yhpR-8GQh51N3bV5bh_cRxqW3MHcNZ861GM6W8V9Bgs8dTH7gN37jw1x1gqmfW3DN6Zz1LgP13W4L3kMx3HjyZMW1B7G3C8C_DHsW9b1HQG1cVWt2VGpH3D1v43YT2TY1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgRPkW6CsrTG2wF61kN5MRQ8-pRq84W8DpvH25XV5DKVK4B-_4kdY2jW3Gr3cd8jJGJ8W3kVsDc2x1yWJW1Vn5zY7PjgtsW32bJls8DWQdrW83T16p5Cjg7VW3r0-q41dxgNmN7cP3fgNpsFMW9cCzkC5Ly8rlW1k8DNv25VSx1W57xwCC8xmfQpW2CSvyT7h_8YpN2DhrhWkzlnkW55JsCl1YRMblW22xP861C8m5QW7cvPND8W2L6wW1yt2vL4vdTTYW92ZB5w6zxtz0W7MKLsp1pXWjt3q1s1
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In contrast, it was last solidly above LargeCap’s from April 2009 to August 2017. SmallCap’s P/E 
was below LargeCap’s for a 37th week. That’s the longest stretch at a discount since last May and 
during 2002-03. SmallCap’s P/E had been mostly below from May 2019 to May 2020 after being 
solidly above since 2003. SmallCap’s P/E was at a discount to MidCap’s for the first time since 
early January, when it had been at a discount for 10 straight weeks. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q2-2020 earnings season—which 
came in substantially better than greatly reduced forecasts—analysts as a whole have been raising 
their consensus forecasts for all future quarters instead of lowering them as is the norm. In the 
latest week, the S&P 500’s Q1-2021 estimate showed another upside hook as Q1 earnings from 
the retailers boosted it another 50 cents to $48.84. That $48.84 estimate for Q1-2021 represents a 
gain of 47.4% y/y on a frozen actual basis and a 52.0% y/y gain on a pro forma basis. That marks 
the first quarter of double-digit percentage growth since Q4-2018 and compares to a pro forma 
3.8% gain in Q4-2020. Ten of the 11 sectors posted positive y/y earnings growth in Q1-2021. Here 
are the S&P 500 sectors’ latest expected blended earnings growth rates for Q1-2021 versus their 
final Q4-2020 growth rates: Consumer Discretionary (216.6% in Q1-2021 versus -5.0% in Q4-
2020), Financials (137.4, 20.4), Materials (62.3, 22.7), Communication Services (53.4, 10.1), S&P 
500 (52.0, 3.8), Information Technology (43.9, 20.4), Health Care (26.4, 10.6), Energy (25.4, -
105.0), Consumer Staples (10.4, 5.4), Real Estate (5.7, -10.7), Industrials (3.1, -37.7), and Utilities 
(-0.9, -2.6). 

S&P 500 Q1 Earnings Season Monitor (link): With 95% of S&P 500 companies finished reporting 
revenues and earnings for Q1-2021, revenues are beating the consensus forecast by a record-high 
3.8%, and earnings have crushed estimates by a record-high 23.4%, aided by loan loss reversals 
at the banks and stellar results from the Mag-5 stocks. At the same point during the Q4 season, 
revenues were 2.8% above forecast and earnings beat by 17.1%. The S&P 500’s Q1 earnings 
surprise excluding Financials drops to 20.3% from 23.4%. For the 475 companies that have 
reported through mid-day Monday, aggregate y/y revenue and earnings growth and the percentage 
of companies reporting a positive revenue and earnings surprise have improved from their Q4 
measures. The Q1 reporters so far have a y/y revenue gain of 10.2% and an earnings gain of 
51.7%, which rises to 10.3% and drops to 36.3%, respectively, when Financials are excluded. A 
record-high 87% of the Q1 reporters has reported a positive earnings surprise, and a record-high 
78% has beaten revenues forecasts. Slightly more companies have reported positive y/y earnings 
growth in Q1 (77.3%) than positive y/y revenue growth (76.6%). These Q1-2021 results are not 
expected to change markedly as the remaining 25 companies, primarily retailers, report in the 
coming weeks. 

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

https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXQ3p_97V1-WJV7CgVDpW7jQ3TL6VldQ1W8mcvGR3BQ5yHVxm5fL3S85THW23xnFG21LKzlW5J1Mvv6c3TM4W210tP_3KrdY_W9jmGDF7V9NsDW3pbkx-6wNsxfW5sSTFZ3pGCQmW5pgb7B2ct7-MN29Zq7v-kHD7VX9vS83tBHrWW4VmVZ82hLFGPW13XyYS10pVPbW4WZz3S7_B3W6W5VFS0w5YT-nNN70kpqsqfWp3Vk6X6b7pCrYGW762dlD7T-2WpW7GQdgZ7csq2YW1kQ81213rJhHW8Bwy2n921xMWW5whhBW30G5cKW6fl_4j551gYW3lkC1
https://hn.t.hubspotemail.net/e2t/tc/MWjW5Xtq24bW9gs0gW8Xy_7HW861hN74r-RlCN6ybcXw3p_8SV1-WJV7CgRyQW1q0jb333pKcTW22WRTK6hfD1WW9hQDb15WG2ybW706j-58LrRkqW26WKJW4n5ZV3N8dDd1wTjJglW4Zwpy_69-PQ8W83zPbr7LxmZdW1Cfdcc8hNCkDW4js9fY3GtvZCW27ZyCb7H-lJMW2hxfRv7s58x-W5FDTzS27J5CQW4SvZJj4T4hcbW7RS0h27dNS0MW65WR0l6jRrWvW6XqMZl1b18RmW3KdGGY8C3qgSW8bZrCm3KKNgTV1mWBB1KSbG_W2hqHqK5mdcFmW8th3vZ7TX6rw3lgM1
mailto:requests@yardeni.com
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