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Strategy I: Climate Change & Energy Stocks. Climate change activists are working hard 
to save humankind from natural disasters, which they believe are getting unnaturally worse 
as a result of all the CO2 that humans are spewing into the atmosphere. Whether the 
activists are right or wrong, they are making progress in weaning us off fossil fuels. The 
problem is that demand for energy is increasing faster than renewable sources of energy 
can replace the looming shortage of fossil fuels as energy companies slash their spending 
on developing these traditional sources. 
  
In addition, renewable energy sources are much less reliable than oil, gas, and coal. Wind 
turbines don’t work when the wind isn’t blowing. Hydroelectric power can’t be generated 
during droughts. Solar cells generate electricity when the sun is shining, but battery 
technologies aren’t ready to store enough of it when the sun isn’t shining, like at night. 
  
Ironically, climate change may be making renewable sources of energy even less reliable if 
it is changing wind and precipitation patterns. As a result, we will continue to need fossil 
fuels at least as backup sources of energy when the renewable sources are down. But there 
may not be enough fossil fuels to back us up if energy companies stop investing in 
obtaining them. 
  
The paradox of our human condition is that we may be at risk from more frequent and more 
catastrophic natural disasters if we don’t address climate change more quickly, but we could 
also freeze in the dark if renewable energy sources fail while the traditional fossil sources 
are becoming scarcer and extremely costly just when we most need them. Governments 

 
Check out the accompanying chart collection. 
  
(1) Demand for energy outpacing renewable supplies. (2) Renewable energy sources are unreliable. 
(3) Hard to say which way the wind will blow, if at all. (4) Grim choice: natural disasters vs freezing in 
the dark. (5) Bigger natural disasters because more people in harm’s way. (6) Unintended 
consequence for ESG investors: Dirty energy could outperform clean energy in the stock market. (7) 
Energy has tiny market-cap share currently. (8) An ideal scenario for dirty Energy’s profit margin. (9) 
Q3 earnings reporting season likely to be full of tales of labor and parts shortages and rising costs. 
(10) SMidCaps’ fundamentals stronger than LargeCaps, and their stocks are cheaper.  

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWSkX910ZJvXV92Zvd1dqq3YW2H1VMy4yxRxpN24tzvX3q8_QV1-WJV7CgL_sW3FV0yb1tZRGHW3VnxbV6r9ZTqW4zlXnW2RT4r5N4NVHsFPwL6mW2Dv7Dt9fdx5rW7rQwcN18nnl4W729HXl12Zzb9W9dKpwF8CLQ7sW3QPDXC2kyDCKW5SnrLJ6rmxd7W2J4H_v7m5ZnrW2C6c3L8l8Kn8W89twXp6-h7DvW4j3fg549CB7pN53-7h8tpb3tW5SdKkZ4hVHFqW4HCdqX6_2_L8W1J2cKv7-k1wvW6cmC4D9ckDS1W8v04PS26lvyfW99x8Jm7YJVDHW6_hjXp2mjK8D21Z1
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pushing for a rapid transition are likely to get lots of pushback from their citizens if the lights 
go out too often and utility bills soar. 
  
Between 1980 and 2021, 19 wildfire, 29 drought, 56 tropical cyclone, 141 severe storm, 35 
flooding, 19 winter storm, and 9 freeze billion-dollar disaster events affected the US, 
according to the National Oceanic and Atmospheric Administration (NOAA). This NOAA 
chart shows that they have become increasingly costly. This supports the climate change 
activists’ anxiety and rush to replace fossil fuels with renewable energy sources. However, 
keep in mind that our population has been growing, with more Americans choosing to live in 
harm’s way, i.e., exposing themselves to more risks of being hit by natural disasters. 
  
For investors, the dilemma is that the more they invest in clean energy, the less capital will 
be available for fossil fuels. The result could be higher fossil fuel prices, with the stock 
prices of fossil fuel producers (with the lowest ESG—or environmental, social, and 
corporate governance—scores) rising faster than those of companies with low carbon 
footprints (with high ESG scores). 
  
The bottom line is that investors who aren’t constrained by ESG mandates are likely to 
overweight energy stocks in their portfolios, and those stocks are likely to outperform the 
S&P 500 for the foreseeable future. That’s assuming that the fossil fuel industry continues 
to experience the same dynamics, i.e., a dearth of capital spending on the production of 
fossil fuels and high or rising fossil fuel prices. Fossil fuel producers will see higher margins 
as a result of higher prices and less capital spending. Consider the following: 
  
(1) Energy’s market-cap and earnings shares are low. In this scenario, it won’t take much of 
an overweight in the S&P 500 Energy sector to beat the S&P 500. The sector currently 
accounts for only 2.8% of the index’s market cap and 4.2% of the index’s earnings share 
(Fig. 1). The comparable stats for the S&P 400 and S&P 600 are comparably tiny (Fig. 2 
and Fig. 3). During 2008, when the price of oil soared, the market-cap shares of the S&P 
500/400/600 ranged about 10%-15%. 
  
(2) Energy fundamental metrics and the oil price. The forward revenues, forward earnings, 
and forward profit margin of the S&P 500 Energy sector all are highly correlated with the 
price of a barrel of Brent crude oil (Fig. 4, Fig. 5, and Fig. 6). Not surprisingly, the same can 
be said about the S&P 500 Energy sector’s stock price index (Fig. 7). 
  
(3) Energy’s profit margin. The prices of all fossil fuels are soaring, including oil, natural gas, 
and coal (Fig. 8). In the past, fossil fuel companies would have responded to such price 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7Cg-QfW7T789Y1xYv9sW5kfJNX4_t4nwW5hNflj8pMj3bW6sCGz87mjKQ8W98W9Dc2HH2KZW6SFxWY1--1Z2Vx7lB_7ClYJsW2pBZKJ1Jm2WRW2JHvBc9l2WNMW2FgCsN2HL9CBW5QJnNn1chfSkW3gsgSn70VNkwW3sM2yr277WcKW1YlY6D1QdjMMW29x9sL5cMcyvW3ks4Lq1DxgCJW1jZd721T8Fm0W5sRHY-4QgDZnW8x_98W85bswWW55kp5-5Q6cX4W6-54Pm5j8gWLW1MfGgG1lcKg13q2w1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgXdHW82JFDz10C9G7W1sf4Hg5-jSCYN47hmX6bt3C0N6Rm24h4_TflW2PdV6V47n7xKW4LcG3H70GLSQM9h4YjxsCNmW8xwHqb318s5sW2C0_dy4ckDCCW3mcbmv4ys8YQW2HMyPf226ltyW3CJrMb4Fk4C-W2XDCQ41DGtzXVxc-Tr5-CZS1W3bZ9_q39LX9xN7Vym9ksBCxfN2Gq2x_RtFfSW3VXxB47pg7HFW7B32vm33DC_8W7-l1K24jM2tFW2mz--S1MBW-NW8H0ZdT8789Ym38Qh1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgTmDV3rLHq6PHYyxW8980494YtNX_N4TTXmmGRBGYW6BQKWZ8ZvGddW70p6rk149tKSVbSHm48R9WzbW2cP4d646yBVKN1RhfWD4bFfnW8Vfnm21kWDT1W1yJP555Fs7X4W2M4SK06s47WfW6sPMwd9gmB-3VxXvg81Q3vLnV638tY8n2QYBW3Bkg8Y5F6Zb-W4XBWpZ9lGG66W4yk71X95X4mFW6sCyfW5Q1fvbW8Y-j_s4Cz8TPW5mKQB63GLw36W28cXZH2lSv7nW13Zs2V6fFHkx31zx1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgYG0W1xP7k_4qYYyQW8FD-2t56lzyjW3fCJ7q1qCpM9W95BR82337CN8VbNNBt7VMwYPW2YJBHL3DwHqFVDhLFZ15J9fzW6yFTc459n2htW7_h1gq2M2HHmW1YY9Vl91tlYBW7fMjSx66HTVnW2Nl-cD6Z1kpVW3BJk7m3DgnCFW2Pjj1c6tB64fW7t4LS550d2hYV9qtpd3rVPnWW52m_l31HFnCyW4SJRFD44vmlQW6_Q3_F5XNdNZW58NS5p2922MtW250R5H66s4fxW5nW5Q46kKvQ2326x1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgKfDVrsvDN8_8hTFW8DNw1g728CS5W4x85gH2m-22pW1spfX23gCl8QW4-Y3T38MM41LW2FQyhQ28K1r-W5ddhG39lkvZvW1gn48059n39xW6YKCPr1JG3p7W2XCzRm9kwZ4PW5VXJtk8Y_N4YW128lRf1PWzbVW6StQT03lL7mnVs3Jfq4Jd1vTW34-V627qvdCkV6Lmhf88KcDPW6QkwBB6d7zcQW7Z33Jt6tF6l6W7zvKVg29Jf64W75qHrJ5JcMhtW7KSC9f7wN-GvVS-2D44hQZ7n36ck1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgWFSW1Wfx4X4FLqrsW5WKLDw6R2wVYN7WzydZwlH5lW23tXcG74rBZxW6lNZ_B4kMYSHW8HvvzF4PcWlrW7RG0Nq7PPMWFMyXZFWfs2YQW23Rw6S6DVgt8VRnzlm8y27MfW3qXd6l35shR7W8tDbPx78WQRqW4nqHwJ8dFm2lW5SFYXc7ZVMnmW5z4bjr8z4M0jW7Sc78B1nqhHwW1Bx14n246wDlW1Pwg7v458ZszW8YWsj24NVdF0W1jSPn_1_ZtCTW1YncBj93xXTlV3LbQ68jyJyG323M1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgVK7W8_x-zv29CgqnVHYCmJ3c88MGW55Yhlz6Hm39MW6ytT4k7-dnwWW7NYFhB5nKgF7W5TlqC07WVG6QW8Vy1X11kd0tpN6LjrzjVL82kW44Ls3b2wq7sVVpnzlv24f8wBW8DRBlv9kpJS0W6CD3Wg3d8SbHW33l7h93QBkD_N8KVWzc3XLFVVqKMZq27753JW1FbKDX9jm-9NMvydf5qjcxvW1rLXwZ8GstWkW12QtS94VJckHW7DmRgd7dNqRHW3gX0fP2Yj0zRW828jDg5-h6rV26H1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgZyqW2hN1p617FpvXN7Z9FG-8hky3W8K77Sl3F-z7jW1cYMcL73YttJW5G2FQc25R-nYW3WY9kN38nBnPW8VFKQx8Bp6chW8ZhjkN5Q8qg2W4ld09l92RRf_W8QXmYS2-yYmwW4yXx3b1fXypnN52PntXwLNCZW8Nvn5H5Njyf0VqThm07-YvtBVSpht77Vzwq5W1wsWyQ73W7M1W17XlQD8wqPN7W3F3HKk68h2vqW9bMghT5m0y1DW5sP_8776tkmqVR3J7R2r_TLSW2drLY58wDG062fW1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgGppW48rktC6XZLqgW43qRs21xJ9lqW2wv2z85lsmTRW5F_F246c56_xW7w25qK8jkttYN5qbcl-sYV-RW6Ytzfc1BX5ZJW6mkc2_2my0ZrN8l7vT1pRM64W7xl65Y6Yyx06W4jVG387XffPgW9fT74M469QhKVKS6kB14VS1rW8cdz435rfff4W8zw3gC2ch00ZW3W3JPW88C3QXW1mV70Y1sYqZ-W4ZcpDl3LfD_sW1DlJ187sBSCzW7YgcjK5fDTHgW3C9KF-4SxTwYN4mJhTdwxLVZ38KJ1
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signals by ramping up their capital spending to increase their capacity to produce more. 
This time is likely to be different because they are facing mounting pressure from climate 
change activists both in and out of governments to spend more on developing renewable 
sources of energy and less on fossil fuel sources. In the short term, overall energy capital 
spending is likely to remain depressed, especially on fossil fuels. 
  
The result should be higher margins for the fossil fuel industry. The weekly forward profit 
margin of the S&P 500 Energy sector is a good leading indicator for that industry’s actual 
quarterly profit margin (Fig. 9). The weekly series has rebounded from last year’s low of 
0.2% during the April 30, 2020 week to 7.7% during the September 29 week, the highest 
reading since December 6, 2018. Joe and I will be watching it. 
  
Strategy II: Q3’s Earnings Season. During the previous earnings reporting season, for 
Q2-2021, companies handily beat expectations for both revenues and earnings. The y/y 
growth rates in both marked this cycle’s peaks for them. Both growth rates will be lower for 
the Q3 earnings reporting season, starting this week. In addition, managements’ guidance 
will likely be far more cautious as more company managements raise caution flags about 
higher labor and materials costs as well as shortages of workers and parts. Rapidly rising 
energy input costs undoubtedly will also be mentioned in most of the conference calls with 
company managements. 
  
Analysts are likely to ask managements about the expected impact of a corporate tax hike 
on earnings. Managements are likely to say that they can’t say until they know what the tax 
rate will be. They might be asked about the impact of the global 15% minimum corporate 
tax rate that 130 countries just agreed to. 
  
Managements no doubt will discuss how all the above is likely to impact their profit margins. 
Many of them are likely to say that they are raising prices and scrambling to use technology 
to offset at least some of the pressures on their margins. Now consider the following: 
  
(1) Analysts’ consensus estimates for Q3. As of the October 7 week, industry analysts 
estimated that S&P 500 earnings increased 26.5% y/y during Q3 compared to 88.6% during 
Q2 (Fig. 10). Their estimate for Q4 growth is currently 20.3%. 
  
Here are the Q3 earnings growth rates currently expected for the S&P 500 and its sectors: 
S&P 500 (26.5%), Communication Services (23.8), Consumer Discretionary (7.7), 
Consumer Staples (3.5), Energy (1,487.8), Financials (18.1), Health Care (15.3), Industrials 
(75.9), Information Technology (28.8), Materials (92.4), Real Estate (17.2), and Utilities 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgJvfW4xsX4349ZqTvW7VlV-D6_fCMkW6Ws6l05qm6XyW4qnsMg2XfVNvW2Bb1kq8hjVN5W1kdn2-6VVNdtVKvZ7S1LWTJ0W4bt0D-3CbQZSW8k8Z_N47l0qQW86Bqf27mGFqyW2wTc3s3zP3w4W276J0V72370DN4hd21jqqFX9N3TqKC5RTJQxW5DLGM93nkz5nW2HG5406Msc1rW53s_1336KKf0W5WRG1-9dyfz6MZN_tTVt7JHW4DZdwD1-PhrkW2KYR_76wWGzvW5vsz9l6Y4QmV3l_41
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgF4vW62nk1g4M9VpHW2wslZt7kMmSMW4rFx2m8Gz8lqN6hXvS6yHqvvW6mJYWl9fCrWBW3rrwpv7-w_bSW3CxDVD5WWrzKW6HNS0v574pXJW5KrZ1Q4Ts_LBW3PRD7Q6nttJHN8BBh6Rfm5D6W8wrgMd1whW2JN3QSv284Gg3JN920kMmwStCsN1ZyXyqkNhljW1-zs4y1VQc0tN3nJgBrnddY0M7Dzs88h70KW1_m14Q3Mcfy-W92V4Gg7WcVgRW5fHXVP5pbx4jW7prRLB9bVK943lFV1
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(0.3). (See our Earnings Season Monitor: S&P 500 Sectors.) 
  
(2) Forward metrics remain strong for S&P 500. The forward revenues of the S&P 500 rose 
to yet another record high during the final week of September, while the index’s forward 
earnings did the same during the first week of October (Fig. 11). 
  
The S&P 500’s forward profit margin was flat at a record 13.1% during the last week of 
September. This implies that, so far, companies have been able to offset rising costs by 
raising their prices and/or increasing their productivity. We continue to believe that 
productivity could increase fast enough over the next few years to avert a 1970s-style 
wage-price spiral. 
  
Strategy III: Investment Style Guide. In recent weeks, Joe and I have observed that while 
the S&P 500 stock price index was climbing to new record highs, at least until its recent 
peak on September 2, the S&P 400/600 SMidCap indexes were moving sideways. That 
was the case since around mid-March (Fig. 12). In recent days, the SMidCaps have started 
to outperform (Fig. 13). 
  
That makes more sense to us since the forward earnings of the S&P 400/600 have 
rebounded faster from their 2020 lows significantly faster than the forward earnings of the 
S&P 500 has done (Fig. 14). As a result, the forward P/Es of the S&P 400/600 dropped 
sharply in recent weeks to close at 16.3 and 15.6 at the end of last week, while the forward 
P/E of the S&P 500 fell to 20.2, remaining in the 20.0-23.0 range it has been in since the 
second half of last year (Fig. 15). 
  
Joe and I had a look at the stock price charts for the S&P 500/400/600 sectors (Fig. 16, Fig. 
17, and Fig. 18). We are seeing bullish patterns in the Energy and Financials sectors of the 
three indexes and mostly sideways patterns in the other sectors. 

 

Calendars 
  
US: Tues: NFIB Small Business Confidence, Job Openings 10.925m. Wed: Headline & 
Core CPI 0.3%m/m/5.3%y/y & 0.3%m/m/4.0%y/y, MBA Mortgage Applications, Federal 
Budget Balance, OPEC Monthly Report, FOMC Meeting Minutes, API Crude Oil 
Inventories, Brainard, Bowman. (Bloomberg estimates) 
  

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgFBxW6lPNqm977XMgW19ywN82TJ4x8W4N_JFB8VfQW4N7XqSNXDFCwVMcxzq7Zq_DYW1wTDQr4WKpk2W9hqYhC3hJRjpW7Jkhc93RfJRTN9d_qLQqy5qGVVZpw21hcqyjW1Gh38r4y6w_xW18tFK-1pNtHqW4nr22f7fqfnvW3hhByJ8CHDdCV2fL8q6h_4gmW8F7XVX6l0d9_W3BZTZl4RjSkGMZ59NbY6MLzW1-WHJg2wl6NnW7ssxkf3W34nCW5V6Z9B7c2S3yW8nsNsT3v5hRh31gJ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgVSRW6njGN94bXmgzW45ymPT3Bq2YzN75w2_8H1lJRW1V6sZb8d9P5_V71x7v8PCFKTW1Z7B0F7MhtJyN1CHzzzQSL_9W5gh0zW2LX-MRW1rc8cf6JQRFHW8V84qK1W5JBTW3Rtf4B72GwjNW658mrg4V57-3VX1-B71k5sh9W87HVL569db-vN7sHDJjBRPSsV2jc636YFs2yVzMZS85mhvdWW8VV85b12ZP_fW4kjfYx57QgzKW3JN93f1GH2rcW5vXgJK3tBbLQW2p-cYS4CGt7h314R1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgTz6Vk4FNs4qpk57W3LQWQK6vYSqxN2CKXC2ryx9WVY4TlK37rSnnW2FXS0G8y5MgLW4ZvjXl34mBQ0W1pnvTq7bw5hwW47H-bY3sTjSGW1FY5Mh8JkJZRW4zr_9Y8GnD95W4xWllr7-Yg8mW3dn3sG8QsbpCW96Rny45ppV-gW4M_v1N52XNcsW2_D75j8bN45GW70lSd83DhpzVW8wk-zc1b716dVm-0m73sV0CgW6t_4fT7hVyDkW69DJcx2z27_xW38WpFy3FZsKyW7X-tf464F5PH33tT1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgVjLV_6CHS15N9MrW2fFZtJ2fq0CtW23y2TD8DbbrcVqBH9c9ckWSxW9lMfsk54h3pBW6jtKN14Ym3x9VDc4DF6jSWZjW4CFHGP35f6hHW7lXgTz7bH3XVW3gZQg17HQc86W2xGH5j6gcxzNW4mx6YF1VN2X7W2FgZdM8Vy7rJW57CYz41-t0LyVcMnTm14hvR-W12d1q419mmcrW6b2DNT5QgqKsW6Fk6Wk1bs14gW8x6mbx1BSBv1VmWvZf5m6C50VbX6Yn7XW2BlW2hHPgF7fYFzc31tf1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgH36W58pVyN3pVTlzW3zDD_-665CF9W8gYF5F3X7jjLW8Z0yXN8r8vfyW5BPmmZ5Rbw0pW6Tv3M91sGkb5W8hd9P52Z-nB5VWvr5y3LXGdGW5q7PbZ9jFW-SW3_0Qsy26DRcRW4f0mKL6xKtnBW5HPbNj8gNc-5W8_VfQH5Cm1BDW3f67433w11vhW4JS0qN2L3GHdW4CmbZ13LncHgW2h4rsl7L_X8cN8fJJQ7pCXxYW5p8Q9d1Sh6v1W4VcY0R4tzyBgW8HpZTF6NTZTVW1v2MHJ90XqJN2Wp1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgZgDW5HJbzg760NNtW5xWphB7wT1g6N1pBxJRKQWcvN79J2YlTRZxrW3Zq1wm2ydZHkW3LZKFJ4Rl96RW28SKvS819hGdW4JVgLq2gk3k5VlZ5KC8-35yJW75dJHt4WPl3sW5Bfkqj3lTjLxW1FpQfr50V9_1W3wtJRH4v4fGRW6rhdWC1BtdhtN1J_LHxscCgGW601p4Q7V8nJ4W8njHTL8pJvsFW2FB-C64wsvngW92D_SY8zg0YpW7vpG6G3zQbNLW1RzYkr756Lp7N1d9RR6wR1n03fS21
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgZtYW2yhty04N8sqcW6Yfs6T1PqKwLW4Zlly73lvVC0W5KR2s_5bXB4QW1RN49R26dbf2W79ccvY5Gyyl9VHp1y9562kGqW9fGN4c4-lvw0W313X4R91b66pW3DsdZl6CVg23W1SCFZB89SP3CVwXNvf6K6nMpW5l-N6R6YJtbvW3G7xK879BGFBW573Wxy1C2NnkW53Vblp8X6hvlW2qh5tV5rZdRNW3-3Why67GY4mW25XMzF75YflfW19QBgT69r5KJW3Bklxw3LkJvSVz0jCz2c58Mc36Vq1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgKwhW673cvx7PGC2hW7rxmfk2dPnWNW6yv6Sn3VMzjRW4-l5018Lz5R5W7VNLkz5D48RtW8FZRvV7m3tXrW3mmkz623yb0hW5qGCYz4K1J4PW6HHBCL8MM09_W48N3ck3fQ6r4W4rw5bB4zh9MdW4tPP5W67428SW7JYrD95tGCWrN7bPPKrbMff5W8Z-hfL2G7mX_N6QGpfD19BtNW1WjFZl96WmpTW6Lz7vh1LvBpMW85kMd55cnjM-W65zx6Y3ynmMvMKr-7VQNzCVW6jZYHf3GrTZl36hz1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgKwhW673cvx7PGC2hW7rxmfk2dPnWNW6yv6Sn3VMzjRW4-l5018Lz5R5W7VNLkz5D48RtW8FZRvV7m3tXrW3mmkz623yb0hW5qGCYz4K1J4PW6HHBCL8MM09_W48N3ck3fQ6r4W4rw5bB4zh9MdW4tPP5W67428SW7JYrD95tGCWrN7bPPKrbMff5W8Z-hfL2G7mX_N6QGpfD19BtNW1WjFZl96WmpTW6Lz7vh1LvBpMW85kMd55cnjM-W65zx6Y3ynmMvMKr-7VQNzCVW6jZYHf3GrTZl36hz1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgKXKN1vygKy3_qc5VYjPs95BctZxW7cQdRy7pZs59W2dvHKr53kgZqW6LCpCp7Fzd0dW3WHxYV9lVbhdW4jskmm2j09x1VJ8nX45_8JmnN3TP7WjTf380W2SH-XF1xWPNSW6ygTR61hY-DBW6c8nNy2P6WVlW3SHqTL97_3tsW6Sg4pz1L7cjwW6yVkXD5Ldp3kW7ZWnvJ98k_CfW4PHx1V8_88b2W6nzwm11mN59hW97_jr18gLkjfW1Hm5LN8K3wCtW5W5BNN1Z5FH1W98Vh-D2wtmwP39zJ1
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Global: Tues: Germany ZEW Economic Sentiment 24.0, UK Employment Change 3m/3m 
243k, UK Unemployment Rate 4.5%, UK Average Earnings Including & Excluding Bonus 
7.0%/5.9% y/y, Japan Core Machinery Orders 1.7%m/m/14.7%y/y, China Trade Balance 
$47.6b, China Exports & Imports 21.5%/19.2% y/y. Wed: Eurozone Industrial Production -
1.6%m/m/4.7%y/y, Germany CPI 4.1%y/y, UK GDP, UK Headline & Manufacturing 
Industrial Production 0.2%m/m/3.1%y/y & 0.1%m/m/4.1%y/y, UK Trade Balance - £12.0b, 
China CPI & PPI 0.9%/10.5% y/y, Australia Employment Change & Unemployment Rate -
120k/4.7%, Cunliffe, Debelle. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Two of these three indexes had forward 
earnings at a record high last week. LargeCap’s was at a record high for a second straight 
week after dropping a hair below in late September due to Match’s addition to the index. 
MidCap’s dropped 0.2% w/w from a record high a week earlier in its first drop in 35 weeks, 
and SmallCap’s was at a record for a fifth week after dropping six weeks ago for the first 
time in 26 weeks. In what has shaped up to be an extraordinary V-shaped recovery, 
LargeCap’s forward earnings has risen during 70 of the past 73 weeks, with the two other 
down weeks due to Tesla’s addition to the index last December and Amazon’s earnings 
shortfall in August. MidCap’s is up in 68 of the past 71 weeks, and SmallCap’s posted 68 
gains in the past 72 weeks. Forward earnings for these indexes had been on an uptrend 
from November 2019 until February 2020, before tumbling to a bottom by June 2020 due to 
the Covid-19 economic shutdown. LargeCap’s forward earnings has risen 53.2% from its 
lowest level since August 2017; MidCap’s is now up 99.2% from its lowest level since May 
2015; and SmallCap’s has soared 159.0% from its lowest point since August 2013. The 
yearly change in forward earnings soared to cyclical highs during 2018 due to the boost 
from the Tax Cuts and Jobs Act 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 was 36.1%, down from a record-high 42.2% at the end of July. 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 fell w/w to 59.0% y/y; that’s down from a record high of 78.8% at 
the end of May and up from a record low of -32.7% in May 2020. SmallCap’s rate dropped 
to 87.3%; it’s down from a record high of 124.2% in late June and up from a record low of -
41.5% in June 2020. Companies have been beating consensus estimates quite handily 
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 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgJlhW7H_SkJ7tQbl7W460f7l11gjc-W458HVv4qR4jxVgry2K54BSdxW8-4f437WJm3wN2ypJDSCsHnyW3lHQ6n6hlKJ2N29JQzQd8_h2N2VWdPCl1TxlW1pvmRB6bM0j0W28B3SR2WQnGWW7PdTVv5cK_7yW5pXVWB1v7FtsW8j0bCh99Q-N1W87LlF53xpw_JVCdqks4mD8s7W6m1SYk28qS-SW2ZLQ4D5h45h-W7135fP3s80pcW32_X044FGqW-W4b_yfh3_98TKW12PRmR6CQ9v035pj1
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growth rates for 2021 and 2022: LargeCap (44.0%, 9.6%), MidCap (74.1, 7.0), and 
SmallCap (113.1, 13.7). 

S&P 500/400/600 Valuation (link): Valuations were mixed for these three indexes. 
LargeCap’s forward P/E remained steady w/w at an 11-month low of 20.3. LargeCap’s 
forward P/E compares to 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 edged up 0.1pt to 16.3 from 
a 17-month low of 16.2. That compares to a seven-month high of 20.5 in early March and is 
6.6pts below its record high of 22.9 in June 2020. SmallCap’s fell 0.1pt to 15.6, and remains 
near its 17-month low of 15.4 in mid-September. It’s now down 11.1pts from its record high 
of 26.7 in early June 2020. During March 2020, MidCap’s 10.7 and SmallCap’s 11.1 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 53rd week. That’s the longest 
stretch at a discount since 2002-03; SmallCap’s current 23% reading is near its biggest 
since 2001. SmallCap’s P/E had been mostly above LargeCap’s since 2003. Looking at 
SmallCap’s P/E relative to MidCap’s, it was at a discount for a 17th straight week; 
SmallCap’s current 4% discount to MidCap’s is near its biggest since 2003. 

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. Those gains have endured even through the current Q3 earnings 
warnings season, when forecasts typically decline. In the latest week, the S&P 500’s Q3-
2021 blended earnings-per-share estimate fell 15 cents w/w to $48.96. That $48.96 
estimate for Q2-2021 represents a gain of 26.5% y/y on a frozen actual basis and a 29.6% 
y/y gain on a pro forma basis. That would mark a third straight quarter of double-digit 
percentage growth and compares to a pro forma gain of 96.3% in Q2-2021. All 11 sectors 
are again expected to post positive y/y earnings growth during Q3-2021. Here are the S&P 
500 sectors’ latest expected earnings growth rates for Q3-2021 versus their final Q2-2021 
growth rates: Energy (1,487.8% in Q3-2021 versus 243.3% in Q2-2021), Materials (92.4, 
139.5), Industrials (75.9, 698.4), S&P 500 (29.6, 96.3), Information Technology (28.8, 49.6), 
Communication Services (23.8, 72.8), Financials (18.1, 158.2), Real Estate (17.2, 38.7), 
Health Care (15.3, 27.2), Consumer Discretionary (7.7, 380.5), Consumer Staples (3.5, 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFy3q8_QV1-WJV7CgBscW4T6dXV7lQPhnW3KvT-b1ndLKTW6nnsbP5tCsB6W3Wvhkg1m6yBhW8h5hJb3q-JDMW7PW-5z1p2mnbW647fkL95BVpBW8Lv58v5cg-j7N2_T9vGB2PhpW35CxzY7XRLtqW9hLBly2jxRyTW1Sx1vQ5Mcz_9N43C9Gsc6pTtW78dk_f18S_wVW37P9YP2NGQFGW2H__QY5jd5GBW1n3s2k5HCHVFW1KTswf2GD6y7N1PJs0135-lKN4L8Q8fMyP4RW8SLf-R4NM713W7pL3876R7KD833-F1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MWhnxsnXR62W10hDny6p6cK6W4jRtpV4yxYq1N8XrLFS3q905V1-WJV7CgXJPW5SLS-b79bmZwW4b-pT08wQxJmW2QbktC5vDXPrW5nkvtT8KGY_ZW2LHYF_1mH6sJW81RtF615W4QHW4M5nwr6Gzl9PW1WBYKb4xvCRsW7SfpBv2C-hhxW3bYlVC41H6QVW881rZ_4Z6f6BW2HkdMc3jvFNBW1gzTsQ9knC2LW44tlZy43KDVwW1l7ND-81qycQW4SpxWq4nrkPHW345sv42jyBLMW5dkFGr4H9_NZW4Dn-MH96KC_bW5BHxRB1hcgmpW8xpDjf4S5GLbW55b37P8h68-mW55pm9H4dy_yjW4w4CPv6JJRKw3khb1
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20.4), and Utilities (0.3, 12.6). 
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