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Move Along, Nothing To See 
 
 
 
 
 
 
 
 
 
 
Commodity Prices I: Up, Up & Away. There’s an old adage in the commodity pits: “The 
best cure for high commodity prices is high commodity prices.” The cure seems to be 
working in the lumber pit, but not yet in other commodity pits, where prices continue to soar. 
Fed Chair Jerome Powell is still telegraphing the message “Move along, nothing to see 
here.” Put another way, this too shall pass—as the adage predicts. 
  
The bond market seems to agree, though its pricing mechanism is broken given the tsunami 
of liquidity provided by the Fed. We discussed this development yesterday in our Morning 
Briefing titled “The Greatest Punchbowl on Earth.” We concluded that not only is the Fed 
keeping markets contented with spiked punch but also supporting them with a tsunami of 
liquidity. The commodity markets seem to agree. Consider the following: 
  
(1) Lumber. The June 11 Bloomberg reported: “Lumber futures posted their biggest-ever 
weekly loss, extending a tumble from all-time highs reached last month as sawmills ramp up 
output and buyers hold off on purchases.” Prices in Chicago fell 18% last week, the biggest 
decline for most-active futures on record going back to 1986. Lumber has now dropped 
almost 40% from the record high reached on May 10 (Fig. 1). The supply coming out of 
sawmills is catching up with demand, which has weakened as builders have balked at 
paying high prices. Building permits, housing starts, and new home sales all have ticked 
down since peaking earlier this year (Fig. 2). Industrial production of wood products now 
exceeds its pace at the start of last year, just before the pandemic (Fig. 3). 
  
(2) CRB indexes. The CRB All Commodities spot price index is on the verge of matching its 
previous record high during 2011, when soaring food prices triggered food riots in the 
Middle East. It already well exceeds the 2008 peak, when the price of oil spiked close to 

 
Check out the accompanying chart collection. 
  
(1) Old saying in the pits. (2) Commodity prices providing clearer signal than bond yields. (3) Broken 
lumber. (4) Dust bowl of 2021? Drought out West getting worse. (5) Chinese fattening up their pigs 
with US grains. (6) US oil production remains depressed. (7) China tapping on the brakes? (8) Rising 
commodity prices boosting S&P 500 revenues, earnings, and margins. (9) Strong profits + labor 
shortages = capital spending boom. (10) Technology production at record high led by computer & 
peripheral equipment. 
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$150 a barrel after tripling since early 2007 (Fig. 4). The same can be said about the CRB 
Raw Industrials spot price index, which does not include food or petroleum commodities 
(Fig. 5). However, its metals component is now making record highs, led by its steel 
component (Fig. 6). The prices of copper, tin, and zinc have also been soaring. Among the 
nonmetal components, burlap and tallow prices are up sharply over the past year. (See our 
CRB Raw Industrials Price Index chart book.) 
  
(3) Food. Drought conditions out West are likely to boost food inflation this summer. 
California is a major producer of fruits and vegetables. Eighty-eight percent of the West was 
in a state of drought last week, including the entire states of California, Oregon, Utah, and 
Nevada, according to official data, and one-third of California is experiencing the worst 
level, “exceptional drought.” The drought is affecting more than 143 million Americans. The 
waters of Lake Mead, the country’s largest reservoir, are at their lowest point since the lake 
was made in the 1930s—representing just 36% of its capacity. 
  
Meanwhile, Chinese demand has fueled a rally in grain markets over the past year and 
sparked a jump in US grain prices (Fig. 7). China imported a record 100 million tons of 
soybeans last year. Chinese imports of corn also increased, reflecting the rebuilding of 
capacity to feed the country’s pig herds after a disease epidemic. On June 3, the UN’s Food 
and Agriculture Organization announced that its food price index rose in May at its fastest 
monthly rate in more than a decade, posting a 12th consecutive monthly increase to hit its 
highest level since September 2011 (Fig. 8). 
  
(4) Oil and gasoline. Despite the increase in the price of oil over the past year, US oil field 
production remains around 11mbd, down from 13mbd just before the pandemic (Fig. 9). 
Climate-change activists may be weighing on US oil production, especially after they gained 
a couple of seats on Exxon’s board of directors. Summer oil demand is strong, as 
Americans have been driving more (Fig. 10). Oil prices are likely to move higher. 
  
(5) Shortages. Backlogs of manufacturing orders rose to a record high in May (Fig. 11). 
Labor is scarce and getting more expensive. Both job openings and quits are at record 
highs (Fig. 12). Shortages of semiconductors are certainly weighing on global auto 
production, including in the US (Fig. 13). In turn, that might cause the price of copper to 
peak until auto production picks up. 
  
(6) China. The surge in commodity prices has been reflected in China’s PPI, which was up 
9.0% y/y during May, led by an 18.8% increase in raw materials (Fig. 14). The May 23 
Bloomberg reported: “With global commodities rising to record highs, Chinese government 
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3 
 

officials are trying to temper prices and reduce some of the speculative froth that’s driven 
markets. Wary of inflating asset bubbles, the People’s Bank of China has also been 
restricting the flow of money to the economy since last year, albeit gradually to avoid 
derailing growth. At the same time, funding for infrastructure projects has shown signs of 
slowing.” Maybe so, but Chinese bank loans rose 12.2% y/y to a record high in May (Fig. 
15). 
  
(7) Boom-Bust Barometer. By the way, our Boom-Bust Barometer continues to rebound 
along with the CRB Raw Industrials spot price index (Fig. 16). It’s been held back from a full 
recovery to its pre-pandemic record highs by the slow pace of improvement in initial 
unemployment claims. 
  
Commodity Prices II: Earnings Bonus. It’s widely believed that rising commodity prices 
are bad for corporate earnings. Rising commodity prices increase costs, which should 
squeeze profit margins. That makes sense, but that’s not what typically happens. 
Companies can offset the costs of their raw materials by increasing their selling prices or 
their productivity or both. In the context of the S&P 500, there are plenty of commodity 
producers that enjoy significant increases in their profit margins when their selling prices 
soar, as they are doing now. Consider the following: 
  
(1) Revenues. The CRB Raw Industrials spot price index is a relatively good leading 
indicator of S&P 500 aggregate revenues (Fig. 17). That makes lots of sense since the 
revenues of commodity producers are boosted by rising commodity prices. 
  
(2) Earnings. The question is whether rising (falling) commodity prices decrease (increase) 
the profits of commodity users more than they increase (decrease) the profits of commodity 
producers. The answer for the S&P 500 is that commodity prices—based on the y/y percent 
change in the CRB Raw Industrials spot price index and the prices-paid index of the M-
PMI—are highly correlated with the y/y growth rate of the forward earnings of the S&P 500 
(Fig. 18 and Fig. 19). 
  
(3) Profit margins. Commodity prices are pro-cyclical, and so is the profit margin for the S&P 
500. Among the S&P 500 sectors, Energy and Materials have the most pro-cyclical margins 
(Fig. 20 and Fig. 21). The forward profit margin of the former rebounded from last year’s low 
of 0.2% to 6.4% during the June 3 week. The profit margin of the latter rebounded from last 
year’s low of 8.8% to 12.6% during the June 3 week. 
  
Here’s the performance derby of the forward profit margins of the S&P 500 and its 11 

https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgD4VW8JXC6t1_ZXYfMRGqnD3TNvhN1Tg9Tvv8Gy0W56dPcn58ldcFW3phF_N55-b63W1Rf_fv7fV330W2wX0Gy5rNlVHW1hy82R7sbDKhW8wRMS32Cl19FW7Q2RVg5Z8pqDW7wNqR46Fj8cBW6zfF6f2w3cDmW1wLDgb2R8WcFVsRgcH7q2lPHW4jd_b83GXX_hW610crT34N2J2W4StDKB2Hhr7mW42lXtD3wVLm4W30TH0611sc_tW8mVTgk6rtt4_Vj1TkX6MYSxCW1dpHb57WnwkS3fGQ1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgD4VW8JXC6t1_ZXYfMRGqnD3TNvhN1Tg9Tvv8Gy0W56dPcn58ldcFW3phF_N55-b63W1Rf_fv7fV330W2wX0Gy5rNlVHW1hy82R7sbDKhW8wRMS32Cl19FW7Q2RVg5Z8pqDW7wNqR46Fj8cBW6zfF6f2w3cDmW1wLDgb2R8WcFVsRgcH7q2lPHW4jd_b83GXX_hW610crT34N2J2W4StDKB2Hhr7mW42lXtD3wVLm4W30TH0611sc_tW8mVTgk6rtt4_Vj1TkX6MYSxCW1dpHb57WnwkS3fGQ1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7Cg-TwW3hdL2q8tKGxLW4hgkbq7jkVL1W7pVrCr7ZR7w8W7tt-sd8Rh59DW8ZphK_4tpzN_W632G0n5RXllQW8Y5MMB32WktfVRBnzn80xQR4W42FXbV7yDqVgW75ClPy7sR-nZW3_1ZYW3JVr0JW169dln7LT237W8Y-1Hb8TwrxlM_YXW7nf6JHW20J9-H4-CxS0W5qR-GC34RdB1W6Qx-5M5_wTPpW2XpNwV8r1sxbW8QLCnb6dPSK1W956ryn6bFM5wW3Zzppw70dhDyW2CWrKP6HNtPP3n_x1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgHDpW2GhV2y29_Pl0N40n1StTrTnZW6BSnTp5Vj72FN3yGXSCstyg4W2MmBnB6N4qG4N3STR87DCKG1W6qDKZZ10XgSRM6VTdgbvvsBW4qFrMC2pYtqBW3bdf958vb_N4W7zpXvk1v_wmBW6qSZpg6P3_9fW5-gryX1BWH0vW4Y-0R94SsJnnVfNxzQ58dC7nW8XwS1P4jG6nCF6-XVY2J45lW5rn99l57PghsW1T-vHQ2M-BZ2W5N0mTP4Gcv9HVvM7zx6dc2W9W8jCvlM97dZ3-36YZ1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgDLtW1LjlKc4Hs3WfW2pf0SQ6vRJmhN6TyvQTSHhpyW7Mdlp-73gVq4W87F6NG3Sn12WW9hNPYj3X-btSVlnwTh1WtW26W5VFnWs27fBr2W2wC3kr3xPtYYW6dxjx390QQx3W6v5slw5gBl2gVkJVRF7hg1z7W3v51r890yf6PW5Y-Jv05g2BX4W480z5X7mTYplW4RdgQf2mn0ljW94wF2b8ctjbKN42CVn03RJ2tW4v8pxn3wQ7nYW6v-_kG66jdDcW8MkBnl2jrm-RW3JtQH31Sn1Qh36v91
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgZnCW8dVSYk91QMWvN8dMYfkpVCJLVLlGMY51cx5LW7kkKNG29-ygwN3YpjS3Xd2vBN5mJGTs38jwnW8DpjsR4P4bTPW2SNtD38s-h2vW8WD2fn7hWdNGW8dCL9T66zrl9W8blg2L5qTb99N5pMFMBJDdPcVQ4Pk059RqsJW3S4qrR58P-3GW1kTZZS6K-pVZW3-8msM38VST7W2Jmywr4MJstTW60CWYT8L10T4W2-ghs24hC9cPW1n8CDj1MS27ZN2CFM4c63Yj3W81Bhb95x-9X_3gSR1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgLLDW1vnwt-2W2N4TW1gHX5s56p0_TW3B3dmN5Wn887W7v5_Y-7gh9QgW2Pqczt25YZYsW6CD8qx4qkMdNW4Ln40M1Zmf9kW889Z-N4VD3_JW72hGBc5LMWVsVVl0nt5wKDTFN5nR1tbwhk8SW3Y5RTv63L_mzW62jpdJ2n64GNW49pMYq6VHpX3W9gdm_s95xTR0VVFvvP72Rv1qW6tyJ7K8c2kSwW70ytBG4sJ7ZML7L0kpzLb5VM_Q0G98y-gtW3yLJKx3BQ4b7W5dH-GK7qvTHJ2191
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgLkJW7Bpdz15S16QqN7scHFxkBj_5W2dk8ML7Cbkf9W7NMgt68ZYDCKW3Hhc-c8C7-8HW2Xmzys306xJ3F8dX3NFYNx9W8V9Rd-46Hs3CW4hd7yT43xWcPW4VvDrH8_KVY1W7bZCDg2jMP3sW3r4vz9899dVmW4WzyGY2nshk0W7KwLjq6D4N8WW4tx97f5_tsCDW1_GTHd7bkVPpW6wPMyj9cJp9CW7wkHk88jCKnPV4MYVH2CM5_xW8tF1JF7qR78rVMMcrq7-tZ6rW6q761C1vjDZ638RR1
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sectors, from their 2020 lows to their latest (June 3) readings: S&P 500 (10.3%, 12.8%), 
Communication Services (13.2, 15.9), Consumer Discretionary (4.7, 7.6), Consumer 
Staples (7.2, 7.7), Energy (0.2, 6.4), Financials (13.0, 19.2), Health Care (10.0, 10.9), 
Industrials (7.3, 9.6), Information Technology (21.6, 24.3), Materials (8.8, 12.6), Real Estate 
(12.4, 15.0), and Utilities (13.3, 14.6). 
  
Capital Spending: Boosted by Profits Boom & Labor Shortages. The business cycle is 
driven by the profits cycle. Profitable companies consistently respond to their success by 
hiring more workers, building more plants, and buying more equipment. Unprofitable 
companies batten down the hatches. They freeze hiring and fire whomever they can without 
jeopardizing the business. They restructure their operations to reduce their costs, including 
divesting or shuttering divisions that are particularly unprofitable. They freeze or slash 
capital budgets. 
  
Based on real GDP, the economy has fully recovered from last year’s pandemic recession. 
It is now in the expansion phase when many companies expand their payrolls and capacity. 
However, this time, they are already facing significant shortages of labor. As a result, capital 
spending is booming as companies strive to boost the productivity of their available labor 
force. Consider the following: 
  
(1) Profits boom. There is a high correlation between the y/y growth rate of capital spending 
in real GDP and the y/y growth rate of S&P 500 forward earnings. The former was up to 
2.9% during Q1 and going higher given that the latter was up to 41.9% through May (Fig. 
22). The forward earnings growth rate is also highly correlated with the comparable growth 
rate in nondefense capital goods orders excluding aircraft, which rose 25.2% in April, the 
highest pace on record (Fig. 23). 
  
(2) CEO confidence. The CEO Outlook Index compiled by the Business Roundtable 
rebounded during Q1-2021 to the highest reading since Q3-2018 (Fig. 24). It is also highly 
correlated with the growth rate in real capital spending. 
  
(3) High on high tech. We’ve previously observed that technology now accounts for a record 
51% of total nominal capital spending (Fig. 25). Industrial production of high-tech equipment 
soared 12.8% y/y to a record high during April, led by a 32.5% jump in computer & 
peripheral equipment (Fig. 26). 

       
 

https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgHG2W3yFkFl78F3n_W7tz65T11gVzbW5yDp3w2683-RW9hWDvC53Yhd4VM17Q-72k2ZVN2GM8w44DKF5W5wGHPS7rB48YW49xqMJ3bnYrgW8nm6-Y2FGrs5W3WyqS-22snxZW7jsxwT8lHHXgW7vGWVh9kmZW_W8G74Qy4pkmRpN100WgQ9DbFbW6kvLMV66-510W5pM2JW6Fjc1wVbb3dH83ywdjW5zPds18Q3xFGW5YkDq45hZZbXW5mnmp05G_8CsW8pF144824GLWW8KKFQS1mrk1P3brh1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgHG2W3yFkFl78F3n_W7tz65T11gVzbW5yDp3w2683-RW9hWDvC53Yhd4VM17Q-72k2ZVN2GM8w44DKF5W5wGHPS7rB48YW49xqMJ3bnYrgW8nm6-Y2FGrs5W3WyqS-22snxZW7jsxwT8lHHXgW7vGWVh9kmZW_W8G74Qy4pkmRpN100WgQ9DbFbW6kvLMV66-510W5pM2JW6Fjc1wVbb3dH83ywdjW5zPds18Q3xFGW5YkDq45hZZbXW5mnmp05G_8CsW8pF144824GLWW8KKFQS1mrk1P3brh1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgTCnW3tdhwC55jLpNW61SjgF3wTq6XW4wkx8D6V-HXkTpsSr6MyzJwW6Vwqh67LthGlW28FYnx3zY60CW7FMYrG6jHz05W5Q8rmp1VLjX1W7p6-9p4DWgBtW6CXyxg3LxyHCW26tHNw1y7vZ3VWFrz_2_X2-0VtM5DK1LKYyLW1GX3pb10x2FKW8NH6zG7mGH9KW3tgh8W4FpbJqW7mxmQH1LZmFcW5qp4nR9hLB1pV1WrGW19l90SW33ly-v8DzzM6W57NX6d2_fC8KN47VjWTWDJP13m_y1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgRfgW2lpW6S7vrTSRW4bLG0r4y1FtsN1Pd7NJyY5kQW8D_w7S2jbMxdW7sqbcl90Nxb5W8HGnL499VGgLW1ff1fl6bbTBdW4lNFX_6pDwd7W2wPMNp3HkcXrW6wTNVp8SY9nvW908_-F3hD2StN4-Jl2j32c5PW5XtPcc4LW0J_W7Hnz-06ZJ5BsV9MJ0L8_wWhlVx4GHv5sxvyXW5JfpcL5q-1PkVfSTx556ny9RW8xNFGh8qqZw6W4QR3H03c0F53W6lhvFJ4pDts3W3DBdt71BPlWR34r91
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgYFQW7_j4_51rqH0GVlPbrK8wKZ_MW2sC0M873WtTbW2yXyfM8pRHsKW8f5bpQ4HhDbPN6BhL0KWD0C9W5smPJy6QVn9jVM_jBK90xrWKW152LXp1tcW3sW4ChWxx8pC-ZLW31p2rP1sVh7GW5P9fSn1BtNfGW6BBsdL5SDFPbN24MbPbc0F5jW8KCdj25YDNcYW3s6jFJ8PbqKwW6qXnkM3TVcW0M-5MXD1t43rW9d04W-7_9H7WW6B4FJW6pHQY5W5m2sZ175JTBtW4ZsDF381-tlm3qpB1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgBrBW2wLr8s8WPNN9W6p7ZfD8V5nBmW1KWzMC330vkJW1DMR6C5Jf87dW2RTfvy148RBsW7Ct_Cr88xC2jW1MVspJ4WBJS6W7DRKCm3JNphkN5qymc1YwdPSW5ccWhP35lvG6W1w6MM_3l539TMGN6Yq2XCjnN3kw6FFsPM4_N8LVQ0XHj_qQW2q033-1gYxrrW787Njl5B-nqNW9lLhSt1H_FRsW4Nxswl3jC2SbVCmC_76b6sT4VSrr8H1X0K0_V2KKpW5-SYD5VM76xL3XXYtq37TT1
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Calendars 
  
US: Tues: Retail Sales Total, Ex Autos & Gas, and Control Group -0.8%/0.3%, Headline & 
Core PPI 6.3%/4.8% y/y, Empire State Manufacturing Index 22.0, Headline & Manufacturing 
Industrial Production 0.6%/0.5%, Capacity Utilization 75.0%, Business Inventories -0.1%, 
NAHB Housing Market Index 83, API Oil Inventories. Wed: Housing Starts & Building 
Permits 1.630mu/1.730mu, Import & Export Price Index 0.8%/0.8%, MBA Mortgage 
Applications, Crude Oil Inventories, Fed Interest Rate Decision, FOMC Meeting Minutes. 
(Bloomberg estimates) 
  
Global: Tues: Eurozone Trade Balance Germany CPI 0.5%m/m/2.5%y/y, France CPI 
0.1%m/m/1.4%y/y, Italy CPI 0.0%m/m/1.3%y/y, UK Employment Change & Unemployment 
Rate 150k3m/3m/4.7%, Japan Headline & Core Machinery Orders 8.0%/2.7%China FDI, 
Bailey. Wed: Eurozone Headline & Core CPI 2.0%/0.9% y/y, UK Headline & Core CPI 
1.8%/1.5% y/y, UK PPI Input & Output 10.6%/4.5% y/y, Canada Headline & Core CPI 
3.5%/2.4% y/y, China Retail Sales 13.6% y/y, China Industrial Production 9.0% y/y, China 
Fixed Asset Investment 16.9% y/y, Australia Employment Change 30k, Australia 
Unemployment & Participation Rate 5.5%/66.1%, Lowe. (Bloomberg estimates) 

 

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 a 14th week and the first 
time since October 2018. LargeCap’s was at a record high for a 15th straight week; 
MidCap’s was at a record for an 18th week; and SmallCap’s posted its 18th gain in 19 
weeks. In what has shaped up to be an extraordinary V-shaped recovery, LargeCap’s 
forward earnings has risen during 55 of the past 56 weeks, with the one down week in late 
December due to Tesla’s addition to the index. MidCap’s is up in 52 of the past 54 weeks, 
and SmallCap’s posted 52 gains in the past 55 weeks. LargeCap’s forward earnings is now 
up 42.1% from its lowest level since August 2017; MidCap’s has risen 80.1% from its lowest 
level since May 2015; and SmallCap’s is up 124.6% 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 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgWLmW31LYhh1SNzFBW2nYZ6P9d1njfW50967611vl-SW2Smpln6CpKv3W5CypBy5GrVWvV2bWy55C46RCN5-RXWvQ9PB3VNrqrx1c8F0bN81Gx8fcyjMxW7Qw_xl5mGj76V-sqCP3TszmNW8mJYds8r131RW7s2LY81G3nfkW2_GlgP5d0z_KN1mVnskP2_ZSW8g39mh7kpDpYW2t71Tl36JPkgW7XMGrq5sgNLxW6M4mgp2kjr96W7Q218N8LcwNVW10FxhX1c-SKLW5KPzTn50L2b537yv1
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ticked down 0.1ppt to 39.8% y/y and is down from a record high of 40.4% at the end of May. 
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 also dropped w/w, but to 75.8% y/y from 
78.4%. That’s down from a record high of 78.8% at the end of May and up from record low 
of -32.7% in May 2020. SmallCap’s rate fell to 122.0% y/y from a record high of 123.4% a 
week earlier; 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 (36.4%, 11.8%), 
MidCap (58.8, 9.9), and SmallCap (89.8, 17.2). 

S&P 500/400/600 Valuation (link): Valuations mostly edged up for these three indexes last 
week from near multi-month lows. LargeCap’s forward P/E was steady at 21.2 for a third 
week, up from a 29-week low of 21.0 three weeks ago. 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 rose 0.1pt to 18.4 from a 30-week low of 18.3, and is down from a seven-
month high of 20.5 in early March. Its current level is 4.5pts below its record high of 22.9 in 
June 2020. SmallCap’s ticked up 0.1pt to 18.5, up slightly from a 28-week low of 18.1 four 
weeks ago. It’s now down 8.2pts 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. 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 39th 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 slim 
0.1pt premium to MidCap’s for a second week. It had been at a discount for two weeks prior 
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 extended its 
upside hook another 10 cents to $49.18. That $49.18 estimate for Q1-2021 represents a 
gain of 48.4% y/y on a frozen actual basis and a 52.7% y/y gain on a pro forma basis. That 

https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtr3p_8SV1-WJV7CgV6YW28wS1P2sMNQYW6k8t5Y4QCX3YW4wrpzX124YB3W2vZ6FH8TmLMfW7BX84w4StwczW84KJmQ6csdJlW33Dqtm1GrxmKW3N0J196rQCZvW3xG0tr73gnjnW8lq95t4WwcYjW6pZXT_4jdd4fW1Kk1lG44Q_0vW4kVKGd4jd2KjW6KGV7H12rknTW4kxszj1ym-z-W8Fqs1c1hZmtkN1ZfFftTlxQZW6JJC7q31lTHyVX1fmt8lYyyHW4j__9x46J2DXW5TMpSN4wqQ4QVkvhq-6kSy2P3f2C1
https://hn.t.hubspotemail.net/e2t/tc/VWLLlK1TxCPgW7wMQ-s22hqNjW31NlPp4sQN2YN1PJbtL3p_97V1-WJV7CgCzfW1PDKhL75_TmGW1QfGFn5y-mdLVqc4nv37XZtGW42bQlS7rgy4LW63dJdb40wKcbW93Xyz_6Z-fthW3PF3B-6BjmhgN21GJbY8TD3LW811wcr1SQrS6W6nf_6286-L4ZVpKwMP6tNPb-W9jXWHm7QRsgqW603YSN4TShSmW7kpVmS7sZPlBW1Y8szm28qq1NVm0q982v9bCKW2-S9pf4pYYbzW5tmdDS77CscLW97S__c3t4rlFW1q8xtF7q86yhN5CFzd5CpdBwN1Tz6Bwk4xXhVr-VDJ21RXKJW175gc96wZmHm31w91
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marks the first quarter of double-digit percentage growth since Q4-2018 and compares to a 
pro forma 3.8% gain in Q4-2020. Looking ahead to Q2-2021, all 11 sectors are expected to 
post positive y/y earnings growth, up from 10 during Q1-2021. Here are the S&P 500 
sectors’ latest expected earnings growth rates for Q2-2021 versus their nearly final Q1-2021 
growth rates: Industrials (547.0% in Q2-2021 versus 3.1% in Q1-2021), Consumer 
Discretionary (240.5, 225.0), Energy (223.1, 27.9), Materials (111.1, 62.3), Financials (99.4, 
137.4), S&P 500 (63.6, 52.7), Communication Services (39.9, 53.4), Information 
Technology (30.1, 44.9), Real Estate (23.8, 5.8), Health Care (11.2, 26.7), Consumer 
Staples (8.6, 10.4), and Utilities (0.8, -0.9). 

 

Global Economic Indicators 
  
Eurozone Industrial Production (link): Output in the Eurozone was within 0.3% of its pre-
pandemic level in April, rising for the 11th month since bottoming last April—with production 
in all but one of the main industrial industries above pre-pandemic levels. Headline 
production, which excludes construction, climbed 1.2% during the two months through April, 
reversing February’s decline; it is up 39.3% since bottoming last April. Manufacturing output 
rose 0.9% and 42.3% over the comparable periods to within 1.0% of its pre-pandemic level. 
All the main industrial groupings—with the exception of consumer nondurable goods (-
0.3%)—recorded production gains in April, led by consumer durable goods (3.4%), followed 
by energy (3.2), capital goods (1.4), and intermediate goods (0.8). Here’s a look at how the 
main industrial groups fared during the 12 months through April and where they stand 
relative to their pre-pandemic levels: consumer durable goods (+117.3% & +2.8%), capital 
goods (+65.4 & +0.3), intermediate goods (+38.7 & +0.9), consumer nondurable goods 
(+15.4 & -2.3), and energy (+14.4 & +2.7). Here’s the same exercise for total production 
among the top four Eurozone economies: Italy (+79.5% & +1.2%), Spain (+50.5 & -0.4), 
France (+45.0 & -5.5), and Germany (+33.0 & -6.2). April’s production numbers were a 
mixed bag, with Italy (+1.8%) and Spain (+1.1) posting gains, Germany posting a decline (-
0.3), and France’s measure flat. 
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