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China I: Gray Rhinos and Black Swans. Michele Wucker’s book The Gray Rhino: How to 
Recognize and Act on the Obvious Dangers We Ignore was published in 2016. It is 
especially relevant to 2021. She defines a “gray rhino” as “a highly probable, high impact 
yet neglected threat: kin to both the elephant in the room and the improbable and 
unforeseeable black swan. Gray rhinos are not random surprises, but occur after a series of 
warnings and visible evidence. The bursting of the housing bubble in 2008, the devastating 
aftermath of Hurricane Katrina and other natural disasters, the new digital technologies that 
upended the media world, the fall of the Soviet Union … all were evident well in advance.” 
  
More recently, the pandemic started as a black swan event early last year. This year’s white 
rhino is Evergrande. Consider the following: 
  
(1) The rhino’s first appearance. Evergrande is the second-largest property developer in 
China. It is also the world’s most indebted developer. According to an article on Bloomberg 
yesterday, it had a liquidity scare in August 2020 when it reportedly sent a letter to the 
provincial government of Guangdong, warning officials that it might default on payments 
due in January 2021 with dire consequences for the entire financial sector. The article 
observed: 
  
“Reports of the plea for help emerged on September 24 [in 2020], sending Evergrande’s 
stock and bonds tumbling even as the company dismissed the concerns. The letter, which 
was widely circulated on social media, was verified to Bloomberg at the time by people 
familiar with it, but Evergrande later disputed its authenticity. Crisis was averted soon … 
when a group of investors waived their right to force a $13 billion repayment.” 

 
Check out the accompanying chart collection. 
  
(1) Gray rhinos, black swans, and blue angels. (2) Evergrande’s troubles started about a year ago with 
its first liquidity scare. (3) “Three red lines” regulation worsened liquidity crunch for property 
developers in recent months. (4) More cracks in the Great Wall of China. (5) Will this be the Great Fall 
of China? (6) Xi Jinping, Mao Zedong, and George Orwell. (7) Xi’s hard left turn. (8) Nine gray rhinos. 
(9) S&P 500 forward revenues, earnings, and profit margin all at record highs. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXV3q90pV1-WJV7CgQjTW22tC9t6_wLM1W8P3Wv82pTfw2W4F2Mhq39PCFWW1pzHwF7WVf4pW5CfBwZ7Yp59vW6CHnG-5bYjdcN5FWxh_XqtTQW8dwsFd5DPNYlW4QtkL_8pxfZMV69bT04mh1XdW3Kt8TL2fzx1qW7nWvFZ9k_nwJW2k16C55hXLlVW4LLLRh83TyHsW507-_16gRpLzW43698x3vpsp8N6QPvj1wz6b0W8zXxxy5R6fq3W82TDNf8Yk6cPW8MmvQ34yrj1GW6fYPn62TTtT-W8q2MtR7shcC4W5wGb9F10TzXxW8c_XGB8_996qW6rjKPR5CC5r6W7RwfKB5-kVbZ31_H1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WW_5nKvJV3Zsc37CgLrGW67tHjn3_9cgVVKyC8x2GC7M8W86KdZQ615hW7W7DRNVS7hcwJSW1G03ZK1J1lHwW1Z0f2N6DfqyyW4tr2-x67mJV5W6Mxhxw6RlChRW4yVtVc6Crt7BN8yZvkqyZgfmW5-c0YX1_B1byW22yZB-2F76LfMgSLCJ4c3YFW7dWlS98gzSXFW5n7Bb17KJjKmW7rC9t47MY5FVW4jLLVY1srdqXW4g91c36gh4HWV1nnmB30fQCjVVSHRk414ThRN8YDb0Gc3P9xW8KZ9-Y8CfHC9V9QRhK3hNxZ9W4DJjfB3zLl93W7r4_4w1ZxQKlW3Lgjp64LTyzyW6MdzRZ8q0rGSN8BvZBlLKSfDW2QR4xr92dkFcW2HQ8QX5RRdHDW6pkPF62kCl-gW85yqwY5lP4nKW7KBJ9P3JT5Q9W7H8PgM3897xnW4rmKRN3myZc2VBqFps3pZFJ23jGN1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MXgQ88jPJrdW68WSbJ3qspSnW8JC1R54xLYZTN3Gk37V3q8_QV1-WJV7CgZCdW16B8Py7xn4HRW6TG1_98vKtFwW4-8Sxq4p8km6W3mWxBd8WBV3nW7GhGds7tFfr2W9kqNy09cC7n3W4hYFdq7Hhjx8W7-SjXw1DkCWhW1T2MMr2J0C0-W2YxmgN3NYcHqW4BB3L11WV6pWN17qgrWD033VW4Cwcnb16H59_W8R2Xcg2-0d9nW2JQXS_8c9gQ9W32sQnM52751TW5HtbpQ80DcJpW6SdXtn3tHlBHW942P4M2bkl1xW62GkJm7l1fdmW7T0lfC76cj8LVjQkSt3QS1Wp37k61
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Bloomberg also reported that “Beijing was said to have instructed authorities in Guangdong 
to map out a plan to manage the firm’s debt problems, including coordinating with potential 
buyers of its assets. Regulators in September last year signed off on a proposal to let 
Evergrande renegotiate payment deadlines with banks and other creditors, paving the way 
for another temporary reprieve.” 
  
(2) Reining in the rhinos. This year, the September 15 WSJ reported: “Worried about a 
housing bubble, China’s government has repeated the mantra that ‘homes are for living in, 
not for speculation,’ for almost half a decade, but pressure on real-estate developers has 
intensified in roughly the last year. Regulators have capped banks’ exposure to real estate, 
both in loans to developers and mortgages; introduced a system of ‘three red lines’ that 
restricts more indebted developers from taking on new debts; and overhauled land auctions. 
Local governments have also introduced their own curbs to help rein in the market.” 
  
(3) Wounded rhinos. Those credit-tightening measures have hit property developers hard. 
As of mid-August, developers had defaulted on $6.2 billion of high-yield debt this year, a 
higher total than the previous 12 years combined. Bad property loans at commercial banks 
are the highest in more than a decade. National home sales by value tumbled 19.7% y/y in 
August, the largest drop since April 2020. Growth in home prices and real-estate investment 
has slowed, while construction starts fell 3.2% in January-August, compared to a year 
earlier. 
  
Monday’s South China Morning Post reported that more cracks are starting to show among 
other Chinese developers. The yields on Chinese junk-rated companies are soaring. By one 
measure, they are up from 10.5% on June 30 to 15.8% last week. It’s starting to play out as 
an old-fashioned credit crunch that could burst China’s housing bubble. 
  
(4) Bad assumption. In recent days, we’ve suggested that the Chinese government will 
have no choice but to intervene by selling pieces of Evergrande to other property 
companies in China. The problem with that notion is that its competitors may be turning into 
wounded rhinos as well. If so, then the Chinese government will be forced to reconsider the 
size and scope of the measures that will be necessary to avert the Great Fall of China, or at 
least a crash in its real estate sector. 
  
By the way, the publicist for Wucker’s book stated that it was the #1 best-selling English 
language book in China in 2016. 
  

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WYt3q90_V1-WJV7CgMQqW241VXY38wc33W8c2srP4-Jy9cW3cvrvC2f-M0tW2m9Gwt2kxsl0N4pfgdTKbKxFW2YZX2F32Mhf-W1qbqPS4hSkRtVCkY7m5VccnzW3qg_R02k4VBFW62w3B87mr4s2VNYH-W77yz8xW1fSVmX2YT-yDW4mK9wt30SDLrW3NqgWp2VYR6VW4_6MDK5mbp7cW59h6l27vrXHbW6HLxZS8kNs37Vh71Tq6LsvDmW5G50Ln5sxPyrN9dq_Bzg2q6FW37kB3-6YpFwqN1P5fbPQKlPzW4KQ63N81q_7sW5G1ySj8WG5SLW2_vjmk2Rg7gDVXHqjw5dPQ88W2GVVKN2xvpdSW62HSV040KwJCW3ymTT07xZBl7W1nW81w7glFkN31pZ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WWp5nKv5V3Zsc37CgZd2V7l-Gg8fc80XW8j_73k71LGVwVrJNrM1CwDqjW4WwZVj6wHy4YW8Rjj4R6mV1GJW6PRVXP33shSyN8kpkpfd0dTsW6Njfy25XqbthW6kvnVP1CZZ28W4g55L36xXC82W7pd5W57BcTcqW3jMG1y1BDb-pW4n5F966CSTdyW2hwHqR6V0h31W14vlX_6ZVRWyMS1dBhhc_NlW4mFlx-762jzZW98M5Vh3zZ2w4W8fVBlc5xlWcRW8Dnn-P3T8LRBW3ChN0H7jFmXLW22FGzL5_K2jQW3RrDCr7lZCqZVtMv721XhhgjN5kXQ52bFcytW7zFGtZ2_p-lMW2dqDX85tpxh1W7qYxWN1mp2m5N6BFb4t5WwqjW2zV9MS3rzMrXMcNhx4QMSXKW5N0Mv82bSXm_37m21
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China II: George Orwell’s Playbook. George Orwell published Animal Farm: A Fairy Tale 
in 1945. Wikipedia describes the book as follows: “The book tells the story of a group of 
farm animals who rebel against their human farmer, hoping to create a society where the 
animals can be equal, free, and happy. Ultimately, the rebellion is betrayed, and the farm 
ends up in a state as bad as it was before, under the dictatorship of a pig named Napoleon.” 
  
The US publishers dropped the subtitle when it was published in 1946. Orwell suggested 
the subtitle used for the French translation of the book, “Union des Républiques Socialistes 
Animales,” which abbreviates to “URSA,” the Latin word for “bear,” a symbol of Russia. 
  
A modern-day version of Orwell’s playbook for dictators is now playing out in China. An 
excellent summary is provided in a September 20 WSJ article titled “Xi Jinping Aims to Rein 
In Chinese Capitalism, Hew to Mao’s Socialist Vision.” Chinese President Xi Jinping is a fan 
of Mao Zedong, whose autocratic rule of China from 1943 to 1976 was marked by policy 
disasters and bloody power struggles. In March 2018, the Chinese Communist Party (CCP) 
unveiled plans to let Xi remain president indefinitely. He is also party chief and military-
commission chairman. These two additional powerful positions aren’t subject to formal term 
limits. 
  
On July 1, 2021, when the CCP celebrated its centenary, Xi wore a Mao suit and stood 
behind a podium adorned with a hammer and sickle, pledging to stand for the people. After 
the speech, he sang along with “The Internationale” broadcast across Tiananmen Square. 
In China, the song long has symbolized a declaration of war by the working class on 
capitalism. 
  
This year, Xi has launched a multi-front campaign against private enterprise. An August 1, 
2021 Bloomberg article called the government’s recent assault on capitalism “progressive 
authoritarianism.” In the August 23 Morning Briefing, we concluded: 
  
“President-for-life Xi and his CCP seem to have decided that the state must do everything in 
its power to increase the birth rate in China. That means that the cost of having children has 
to be lowered at the same time as incomes are boosted for more families. That requires 
reducing income inequality so that the rich don’t drive up the prices of goods and services 
that are necessary for childrearing. The result has been a barrage of regulations on 
business. They are seemingly unrelated. The common theme though is to change China’s 
destiny by changing its demographic profile with more babies.” 
  
Strategy I: More Gray Rhinos. In Monday’s Morning Briefing, Joe and I compiled a list of 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WWp5nKv5V3Zsc37CgJ3dW5TrbvC8FxHfwVB04834mrPyFVJdhWS1V_45jW1Rgwqx5XJMB_W1VGZdQ3gR4_-VGdN-25cJ8X8W7K31TF5-CGxYVc5JyF77c11xW1ZR9cx7GxdQRW5rhzln7zr4cCN5fY8S7fw3fkW35RtY04Bv23wW8lRRPP1KV2MYW8TbPBC7_7TTmW46WYX_3rMz81N6wZv28sRJ7rW3dmqf544LkrqW1jhKtG1-s_9YW3r2cW96lHkzmW4ghhxm53PVlMW1CHJjp496cXCN4qZyr0c2lKQW3g9w2Q6M7mfhW2-c5l-8lWjbGW2XLGP16DlhVTW1scfk99k3y_QW37l-Cj2cTlwbW7BJ7M177FTb3W8KZFhX48tMwCN6r6D5gj9Ps0W1QKjMn2L--gFW24fTLB96YWHg3lc31
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXVcjm17V9V4KD7CgKW7W2pFp6d7cXsF9W7fctfK77VG3XW1Rd1Cd1TQMMcW7ZX9041ZCt4tW5nsQ426gN-W-VrgkzY2QGNJDW2wY0g344fG2pW1Gqjtv4f8_slW2pMgcz6nC4gtVjxnkl7F0nVrW8_S1BH6JJKxJW8WgbWb4yJQZNW1SsjBD5_K3whN5tXRDH1rrBqW8vYKPt8FjsPkN781rB_3XVHNW71JyNJ1MW7t-W3YLcJj4_kg6fW4r24_26nLVvzN8pKshJm6FH_VxfrzF65NzyyW2n5NR-7-8H72N59qyRL1DZKVW86FTJY4KsdyRW6Gjss17Mc6Z8W6wHH957JJzQbVy6kTR6cpS-sF5qttfYbJbJW4gxdgr8VmLrWN4YVWKqLMywMN7ms0jbmlBRJW9dMYdx5CxkLXW59HK196_pTbcW8NyCy137m97MW74lP3D7xCt17W13NQqN6wyB5LW2D8Zwj7TG918W2x27HT94XZpCW4fjQdC4x3f0PW98fMs0207G2MW8lm9PQ5GTQ0bW23TffQ57C2dcW99Cxfl8BFvssW3Nm7xp96ZHXSW6d8B5M5xhvDMW7KgD1c795YpcN3nYJKyGRD3nN7ycXzGTSpXTW9f4PS87-h5L5W85C-cK7hvmxzVBRR2T1JZPzTW3Mjh184pQDDHW8Qk3QS7-hCg7W4CPqxx26Jv6lW6smZrC44wQ-cW18xBhg1zQW4mW7zkF7J6mQBH_V9mhFy1yldVZW2dyL3_9dbMfkW5K0n-84x4n_0W9fpp7X54lHKTVXxVYq8-LFfFW1rBg4S8wQvhLW45dhJC8Nrp5lW8cgmMD4XjN-8W8H08cw4LSFdBW1zPlws37Jx8cN2QMTQcDFs4MW5pY9rx1TswYhW7GghjY3VtYDsN7pM_HVF33BgW1C0c9y3_7HzzW5kkH5q1mpbypN9bpvQldQkp_W2WtMbv1WBvmmN63Ry0zFmC_1W7pMcy35CKYCdW7pJNhc2_KXM-W6v0VX83QWRmSW99Gdwy6J_mCZW2C5Klq6WbbHcW6P6j6W3J07WnN7WHRYXJCD2sW7WYq-m6B7DstW7yn20x2y5p6jW5rF-L61LHrQWW6zDK0M580_m-W50f6LN54wdHNW73WJw33kvHRZW3cRTc56b2GyH3hpR1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXB3q905V1-WJV7CgD3xW1G70yS89X_YyW7Td1VL92MqwlW14HK3t8GxmZBW3sggMK2x_z7LVvYGps85c9r6W6BPdKj7k2MK6V-MYcJ6rlzT-W8PxgXw1Y7pcLW3sDmCf7dXWDnW5Lp3cP36dsTPW90Kqgn3S5NCNVDCVqJ8t3Jb6W8LfPDP7HT1NrW82rY5S90TSR-VyjBCN1Y0g4fF2-pqH8r5g2N7tbRt1BCNTLVzSLlq1rjwVZW8-KxxC1YSkH1W8WnGYp4kf8dYW9lMTtR4cdNTjW6mzG-J1Vz6WbW6-GYNx5YM6kWW8XsfDX7jN9bm3j1v1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXB3q905V1-WJV7CgK4dW8Fw__C5wN7SrTcmTh2dbjSLW1PFFlP8T0GQvW6S27958MB7bnN83QTxbsWN0dW4tJpcn3zQD_-W91qGFh6hcVWWVTCzxT80SfdSW82NCvy4dfMkRW9brv4n4ZQLhnW8P8rSQ6q90l-W66X1tD6KJRvvW8YkN6L9hszZMW2wzxTb7G3M34VFTT698X04XRW3rxtFk2rjq54W6tctv454D1PXW62qqt35VN0FTN6Rr4PtRrlnbW30LC8w886mBTN6FLgqXy_wBCW83kkGH8fjnvXW7WYjtr4qZgn7N3LBzX0zBqrC39Y51
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nine potential gray rhinos that could unsettle the stock market. At the top of the list is 
Evergrande: 
  
(1) Evergrande could be China’s Lehman or LTCM. 
(2) Inflation has yet to show signs of peaking. 
(3) The Fed is expected to start tapering before the end of this year. 
(4) The debt ceiling has to be raised so that the Treasury can pay the bills. 
(5) The Dems are pushing trillion-dollar spending and tax proposals through Congress. 
(6) Parts shortages are forcing companies to scale back their production. 
(7) Valuation remains elevated. 
(8) There are plenty of geopolitical risks. 
(9) And oh yeah, the pandemic is still out there. 
  
Nevertheless, we concluded: “We acknowledge that there are both technical and 
fundamental issues weighing on the market over the near term. We expect that most of 
them will be cleared up by the end of October, setting the stage for the traditional year-end 
Santa Claus rally.” 
  
So we don’t expect that these gray rhinos will kill the bull that’s been charging in the stock 
market since March 2009. Indeed, we recently raised our 2022 year-end target for the S&P 
500 to 5200. Then again, we don’t have a list of black swans since they are unforecastable 
by definition.  
  
Strategy II: Blue Angels. We’ve discussed gray rhinos and black swans; now let’s talk 
about blue angels. That is, let’s turn to our Blue Angels analysis, which tracks the S&P 500 
price index relative to the S&P 500’s forward earnings per share (i.e., the time-weighted 
average of consensus estimates for this year and next) multiplied by forward P/Es of 10 to 
24 in increments of 2 (Fig. 1). It shows that forward earnings continued to rise to yet another 
record high through the September 20 week. Earlier this year, the S&P 500 was following 
the Blue Angel flight pattern represented by a 22.0 forward P/E; with Monday’s selloff, the 
forward P/E fell to 20.3 (Fig. 2). 
  
A closer look at the fundamentals of the S&P 500 shows that forward revenues remained on 
a steep uptrend in record-high territory through the September 16 week (Fig. 3). The same 
can be said about forward earnings, which is now up to a record-high $214.80 per share. 
The forward operating profit margin was unchanged at 13.2% during the September 16 
week, which was unchanged from the week before—and also at a record high. These 
metrics all augur well for Q3’s earnings season next month.  

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXh3q8_QV1-WJV7CgT4GW51PC5S7YltKKW4VTnhW3MLqlVW5GtG5K7llpySW3pdXLR6ThSXCW6ZY90Y7_pPBsW7kXl311cggnpW1kpvr27x00lyW4LqFNL27n10CN3Fk0pjP3b4SW2cb_cJ5CZ0GcW3Dj2n61qqH8HW1nr8kR6DgPHrW4lc0_T2WbNYxW91X9Yb1xtKCNW8wXzwl8r4TKfW1-y0Bz1nNrzFW74G7Dd7-N-4BW33x_hz7yhwWMW5545l21qNVVRW3ydbJs4wxV46W7Ptk9z2d9WpbW5y34qG9cm2qT366M1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXh3q8_QV1-WJV7CgK62N3X3fDC370ffW7h_-ks3g_72cW1hGhQd27bvQSV9lb2f4hTN2GW6qBFCZ63HgqfW89Y2yQ4CTtt5W821PN4336bdfW1-3nX-2ZKPZ8W49R6Jg91DKX_W5hNLv63L5yKYW3X5NDV3WCCm4W5r_WNy7zdfNGW9jLDfd7ZsbVWV_kjkh1gjjNTW6kX8jh7Kzkz4W20_xNj2TkhSgW2QLpJN6gvbJ9W4VrtKx8Q42JHW4YCx5h4gbCjRW2bnL7-39S2QzW6r6BK85hL3D1VJGBNx5KZS8S3jLf1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXh3q8_QV1-WJV7CgFfwW1bTMzG2Qs1w_N3Rm0tPm6MmfW7QV8PL4yMpqGW1-PVVZ6J4xYBN1hcKb6WDqVjW8qSwrJ770YMVVCyCpy4Qc458N1cdhMXv8CWBW3JTNTr6xtVZ9W9jkCHp2hGXZQW3FRjlF56mQ6pN69bTQntpTH_W1whlyc4CYCG0N4fyW9WdldK3W3WG64l8nN27fVNfrj48C5kHMW4fsKcw7q_ZRMN8XxmmVkr7L-W7yC4FL1XfrBjW8M7bFy117SLxVxHr7v2Vsd2nV1hFSd7tgT_B34361
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Calendars 
  
US: Wed: Existing Home Sales 5.98mu, MBA Mortgage Applications, Crude Oil Inventories, 
Fed Interest Rate Decision, FOMC Economic Projections. Thurs: Leading Indicators 0.7%, 
C-PMI, M-PMI, and NM-PMI Flash Estimates 58.3/61.5/55.0, Kansas City Manufacturing 
Index, Initial & Continuous Jobless Claims 320k/2.65m, Chicago Fed National Activity 
Index. (Bloomberg estimates) 
  
Global: Wed: Eurozone Consumer Confidence -5.8, Wuermeling, Mauderer, Woods. 
Thurs: Eurozone, Germany, and France C-PMI Flash Estimates 58.5/59.2/55.8, Eurozone, 
Germany, and France M-PMI Flash Estimates 60.3/61.5/57.0, Eurozone, Germany, and 
France NM-PMI Flash Estimates 58.5/60.2/56.0, UK Spain GDP 2.8%q/q/19.8%y/y, UK M-
PMI 59.0, UK Gfk Consumer Confidence -8, Canada Headline & Core Retail Sales -1.2%/-
1.5%, Japan CPI, BOE Interest Rate Decision & QE Total 0.10%/£875b, ECB Economic 
Bulletin, Elderson, Wuermeling. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500 Sectors Net Earnings Revisions (link): The S&P 500’s NERI weakened in 
September for a second straight month, but remained near July’s record high. September’s 
monthly reading was its seventh highest dating back to the start of the data series in March 
1995, with five of them occurring in the past five months. NERI dropped to 20.2% in 
September from 21.8% in August and from a record-high 23.1% in July, but was positive for 
a 14th month following 13 straight negative readings. September’s reading compares to an 
11-year low of -37.4% in May 2020 and its prior tax-cut-induced record high of 22.1% in 
March 2018 when it was positive for 18 straight months through October 2018. All 11 of the 
S&P 500 sectors had positive NERI in September, up from 10 sectors during July and 
August. Five of the 11 sectors had NERI improve m/m in September, up from four in August 
and down from eight in June-July and ten in May. Nearly all sectors had NERIs in the 
double digits and remained near multi-year or record highs during the month. Here are the 
sectors’ September NERIs compared with their August readings: Energy (28.2% in 
September, down from 34.2% in August [16-year high]), Information Technology (25.5, 26.1 
[12-year high]), Financials (24.9, 25.7), Industrials (23.2, 25.4), Real Estate (22.6, 23.2 
[record high]), Consumer Discretionary (21.8, 24.2), S&P 500 (20.2, 21.8), Communication 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXh3q8_QV1-WJV7CgRpQW5gb3Mk47S9VCW3K_TrC4dfMfDW7GSCch4sC21wW3lhxmP8HgfNgW2rYCrP8GtPdBW6FTqcr7DxRcBW2F2Xty7q8W7vW1xbgy66D-0-JW5qn1y-98NT6LW6_4r8-5nkFxyW5BxKjy3X0RYPW3KgDj324Yk6dW7fyg4L27npDPW7tgZdW8YV1ZXW8Rq66K8Stdl_N95KDPDY009zVYNpR28q0ByXVzZBj26b9hW0W5HSMY24b5BK3W3wm-JM64L0rhN4pFw3zf4QDjW3mqvRB95shfM321d1
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Services (19.7 [3-year high], 19.6), Materials (16.8, 21.4), Health Care (14.3, 15.2), 
Consumer Staples (7.1, 8.7), and Utilities (2.6, 0.0). 

S&P 500 Earnings, Revenues, Valuation & Margins (link): The S&P 500’s forward profit 
margin remained steady last week at a record high of 13.2%. Since the end of April, it has 
exceeded its prior record high of 12.4% in September 2018. It’s now up 2.9ppts from 10.3% 
during April 2020, which was the lowest level since August 2013. Forward revenues and 
earnings per share both rose w/w. They’ve both been making new record highs since the 
beginning of March and for the first time since February 2020. Since the Q2-2020 earnings 
season came in way better than expected, analysts have been playing catch-up with their 
lowball estimates from the Covid-19 shutdown. Consensus S&P 500 forecasts had been 
falling at rates paralleling the declines during the 2008-09 financial crisis. Forward revenues 
growth remained steady w/w at 8.5%. That’s down from a record high of 9.6% at the end of 
May and should continue to move lower due to base effects. Still, that’s up from 0.2% 
during April 2020, which was the lowest reading since June 2009. Forward earnings growth 
of 15.0% was also steady w/w and should also continue to move lower due to base effects. 
That’s down from its 23.9% reading at the end of April, which had been its highest since 
June 2010 and up substantially from its record low of -5.6% at the end of April 2020. On a 
positive note, analysts have been raising their forecasts this year for 2021 and 2022 
revenues and earnings growth and the profit margin. They expect revenues to rise 14.9% in 
2021 (down 0.1ppt w/w) and 6.8% (unchanged w/w) in 2022 compared to the 2.1% decline 
reported in 2020. They expect earnings gains of 46.1% in 2021 (unchanged w/w) and 9.2% 
in 2022 (up 0.1ppt w/w) compared to a 13.3% decline in 2020. Analysts expect the profit 
margin to rise 2.7ppts y/y in 2021 to 13.0% (unchanged w/w) from 10.2% in 2020 and to 
improve 0.2ppt y/y to 13.2% in 2022 (unchanged w/w). The S&P 500’s weekly reading of its 
forward P/E dropped 0.1pt w/w to 21.1, barely up from a 14-week low of 20.9 in mid-August. 
That compares to 23.1 in early September 2020, which was the highest level since July 
2000 and up from a 77-month low of 14.0 in March 2020. The S&P 500 weekly price-to-
sales ratio dropped 0.02pt w/w to 2.78. That compares to a record high of 2.81 at the 
beginning of September and a 49-month low of 1.65 in March 2020. 

S&P 500 Sectors Earnings, Revenues, Valuation & Margins (link): Last week saw 
consensus forward revenues rise for eight of 11 S&P 500 sectors and forward earnings rise 
for seven. Seven sectors are at or near record highs in their forward revenues, earnings, 
and profit margin: Communication Services, Consumer Discretionary, Consumer Staples, 
Health Care, Industrials, Information Technology, and Materials. Energy still has all 
measures below record highs. Financials, Real Estate, and Utilities have forward earnings 
at or near record highs, but their forward revenues and margins are lagging. Only three 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXB3q905V1-WJV7CgF_1W96YjDq4Q1PvNW2h1x0w1QgVqVVnQxmb2pLyB1W3CCVkz97hpXXVhTVVv7wL9TxW8n5CBd8qp5kpW7zpPJC5KJW5dW45r3LB8PT-fMW6hTsmn5hyF1hW3kQP7p3bdxhHW1VvnYX7cs2RzW1YzDQR6-9W35N6jwKlTFLC0sW13C9pn7yqBzZN3bRYJVnyQHRW2LnTd484LGF-W92Rnr91F13lQW3rgTfm6Lnkc6W4XNsSl61L-BFW1sc3vz1DJ2ZKW7v3xqD6pM-ZGW56rh165N4SVsW5L1Npy9kpsCyW1jwfCC2vNQJy3jG51
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXB3q905V1-WJV7Cg-hRW5Y6Yns8B86RYW2k2D9B1jbVJhW5RkY9z26dVhLW59g5g34bRk34W4J5sBV28Rq85V8qPjp1q5cXxW4Fw9kV31xbLBW2Wsfyf7q5rHZVn0w_r62F67ZVhy7n_2yr90bW7vJpP38y-TC0W8yz2r26LPdD6N3dDzGYY4BbQW3cJqMb5QRs8KW3PkY0929JnxxW2x-yXh1VwhGLN1XDN0c9bRM0W88D-BR5-WJ7MW7F_b5s3_7WGvW46HmhF1sVgt0W1SVnWC7m8-BFVfZFRN4Mk59LW2mDSh34qldjdW9kgtkr4_gWwW33Bt1
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sectors posted a higher profit margin y/y in 2020: Consumer Staples, Tech, and Utilities. For 
2021, a y/y improvement is expected for all but Utilities. Health Care’s margin is expected to 
remain unchanged y/y in 2022, but three sectors are expected to see margins decline: 
Financials, Materials, and Real Estate. The forward profit margin was at record highs during 
2018 for 8/11 sectors, all but Energy, Health Care, and Real Estate. Currently, seven 
sectors are at record highs. Here’s how they rank based on their current forward profit 
margin forecasts versus their highs during 2018: Information Technology (24.9%, record 
high), Financials (19.2, down from its 19.8 record high in early August), Communication 
Services (16.7, record high), Real Estate (16.5, down from 17.0), Utilities (14.5, down from 
its 14.8 record high in early May), Materials (13.3, record high), S&P 500 (13.2, record 
high), Health Care (11.0, down from 11.2), Industrials (10.2, down from its record high of 
10.5% in mid-December), Consumer Staples (7.6, 7.7), Consumer Discretionary (8.0, down 
from 8.3), and Energy (7.6, down from 8.0). 

S&P 500 Sectors Forward Revenues and Earnings Recovery from Covid-19 Trough 
(link): The S&P 500’s forward revenues and earnings as well as its implied forward profit 
margin bottomed at cyclical lows on May 28, 2020 after 14 weeks of Covid-19-related 
declines. Forward revenues and earnings have risen 18.5% and 52.4%, respectively, since 
then to new record highs. The forward profit margin has risen 3.1ppts to a record high of 
13.2%, exceeding its prior record high of 12.4% in late 2018. During the latest week, ten of 
the 11 sectors posted gains or remained steady at new highs in either their forward 
revenues, earnings, or profit margin. Here’s how the 11 sectors rank by their changes in 
forward revenues and forward earnings since May 28, 2020: Energy (forward revenues up 
28.2%, forward earnings up 1,598.0), Materials (27.5, 92.9), Information Technology (25.2, 
43.4), Communication Services (25.0, 56.1), Industrials (22.7, 70.4), S&P 500 (18.5, 52.4), 
Financials (17.4, 66.9), Health Care (14.1, 25.8), Consumer Discretionary (13.8, 93.8), 
Consumer Staples (11.2, 18.5), Real Estate (9.7, 27.0), and Utilities (0.5, 4.8). 

 

US Economic Indicators 
  
Housing Starts & Building Permits (link): Housing starts rose more than expected last 
month—likely reflecting an easing in lumber prices—though the housing market still faces 
headwinds from land and labor shortages. Housing starts rebounded 3.9% to 1.615mu 
(saar) in August from July’s 6.2% drop. August’s gain was the third in four months, for a 
total gain of 6.7%—fluctuating in a flat trend just below March’s 15-year high of 1.725mu. 
Multi-family starts jumped 20.6% to a 19-month high of 539,000 units (saar) last month after 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXB3q905V1-WJV7CgXpWV5r_Z72vGg7wW8Y2V2W79Y1YyW4x1nzs3M_0p7W2YQQ948HyG6XW5B_Ks-2Vwg4ZW3Xs_lQ4d7t4QW6lhmCW9kwct_W74V01X4-_0BcW5P-RcY1KpPLRW7h5zb43DGkv2W36fZqq4vf6ZhW55V2985KbP3tW4KXrHF79BxzCW6PzJLR42k3-HW48Gtl-85vh80W1bTzsx9jgZ2FW2FBx0X72-XF7W32GSX18svwM-W8tKT_W7sYGpkW7WK6Vg5Y6272W12Yw3k5Z67zgW3qHgT34JQlBBVN60t91dR5KDW5PHyj06LsLqC3lbh1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX53kF6qFYPtVFRMrc8dGp0ZW2lg-cV4xM1GNN197WXh3q8_QV1-WJV7CgBs3Vk0DtM3bKNGYW4R5rrP2GgZqVW2dR5zY5bQgpyW8_dmmy84yRZZW2r-2HT7QFwRQW3_fJbq6Ds8qvW5rFNQc1k7s3HV1QGjx4kl_9zW10GSRN8bsyQPW2pnTwj446wRcW3gqW0Q7_PRv8W7-kBq35FfWlzN5LMwwTtlv5vW7bZR065-FPsBVGVDr81BwRJWW2LDvWX1FwljsW6KhWZY7xFc37W4Sd4QY4Q6Qx3W8lyk6j1JqRwtW26BJbZ7yWZHpW1rgvwM1HpZGcW41f2Cf1tR9862KP1
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a 9.9% drop in July, while single-family starts slumped for the second successive month, by 
2.8%m/m and 7.3% over the period, to 1.076mu. Building permits—a good leading indicator 
of housing starts—advanced for the second month, by 6.0% in August and 8.4% over the 
period to 1.728mu (saar) after a three-month slide of 9.2%. Multi-family permits soared 
15.8% in August and 27.7% during the two months ending August to 674,000 units (saar)—
the most since January 1990. Single-family permits increased for the first time in five 
months, ticking up 0.6% in August to 1.054mu (saar) after plunging 12.2% the prior four 
months. Meanwhile, backlogs continued to climb, as the number of single-family starts 
under construction though not yet completed was the highest since 2007, while those 
authorized but not yet started was the highest since 1979. NAHB’s September Housing 
Market Index (HMI) shows builders’ confidence was little changed at 76 this month after 
drifting lower since reaching a record high in November—dropping from 90 to 75 by August. 
The traffic of prospective homebuyers ticked up 2 points this month, while present sales 
was a point higher; future sales held steady. Here’s a look at all three components of the 
HMI in September relative to their record highs in November: traffic of prospective 
homebuyers (to 61 from 77 in November), current sales (82 from 96), and future sales (81 
from 89)—with the latter holding steady the past several months.  
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