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Strategy I: Defining a Meltup. Joe and I have been in the meltup camp for a long time. We 
are hearing more and more strategists describing the recent action in the stock market as a 
meltup. However, we associate meltups with a soaring forward P/E for the S&P 500. That’s 
what we saw happen last year when this valuation multiple soared 79.8% from a low of 12.9 
during March 23 to a high of 23.2 during September 2 (Fig. 1). Since then, it has been 
range bound between roughly 20.0 and 23.0. 
  
The S&P 500’s forward earnings bottomed last year during the May 14 week (Fig. 2). It has 
soared 54.2% since then to a new record high during the last week of October this year. In 
other words, this year’s so-called meltup has been led by a “meltup” in earnings rather than 
in valuation. An earnings-led bull market is much better than a P/E-led bull market. The 
former is less prone to selloffs and corrections because it is supported by fundamentally 
strong earnings. That’s especially important now since the forward P/E is high by historical 
standards. 
  
Our Blue Angels chart shows S&P 500 forward earnings multiplied by forward valuation 
multiples of 10.0 to 24.0 in increments of two (Fig. 3). These eight series fly in a parallel 
formation, never colliding. The S&P 500 is the stunt plane that flies in between the vapor 
trails of these Blue Angels. It shows that last year’s initial rebound in the S&P 500 was led 
by the P/E, and that since the May 8 week it has been flying higher in between the 20.0 and 
22.0 vapor trails. 
  
We are still projecting that forward earnings per share will be end up this year at $220 (up 
from $217 currently) and rise to $235 at the end of 2022 and $250 at the end of 2023. Our 

 
Check out the accompanying chart collection. 
  
(1) The definition of a meltup. (2) Earnings-led vs P/E-led meltups. (3) S&P 500 flying to record 
altitudes along with Blue Angels. (4) How to move a wagon train. (5) Q3 earnings beating 
expectations. (6) Consensus earnings estimates rising for next five quarters. (7) Record highs for 
forward revenues and earnings. (8) Why aren’t SMidCaps beating LargeCaps? (9) Profit margins set 
to stall at record highs? (10) M-PMI remains bullish for earnings. (11) Inflation target practice at the 
Fed. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgFGWN6zwsNbMCcxSW7sQF3H6Hlfl4W2mmCmj2JYS47W8NyBx77dn0yVW4wHC5Q6DPHthVP_w_l12JljHN8my9ybWNcprW7QvnJg1bGk0cW4ZsbCB5gMqMXW8YrqSf6DYcWSW7X7Mb-9gnvJqW5NFZY23rQZnsW8Qz2cX7fQN5NV4p5Fs1lwvpgW6LrlLD5bxGsTN4qKZ12166B3N7ky3zVQCn9FN4sKLZNtrxKpV-T24J7m9QJtW9lbKbz6GfFxMW86W36D5XLDXyW9knmVh7kpVLm3h361
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgDKtN2ZQPgbFs_sdW2tbC1Z6TBhb2W8YBrCN6C0WrSTpZL04QmGsMW1WTStn42yvdtW9j8KzL4xtKQrV5s7KW17JYnLW6vt7CW8zyKY6W5BvLHx2hsshlW2tSBX_19hmBkW59Sf8V6fdFgGW1DgLJR3Q_zyrW4FJ7sm5xBrPsW521SxJ6txDh4W3tMczh8qQcwBW3YdCy_4zY5cqVspdxQ58r9k7W7jMfF45jMn9DV8k7Sy82gz9wW6ZKRG15JnJ3dW1tbW411k3ymqW83WJ1Y1DqK3b3dr_1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgMQHW6wBQQk1jwsg0N3KCkpyBcxNhW8xJr_x8n6SlZW2cMM9N6j_DG0N5Rz2Cv5rrhwW5z2303412BxZN115dZMRByq3W74vVJz3stXGDW2WzS995M-y2WN7RL0tqw1RHKW59jB896HB0WKW7xLlY05mfl4nW76_2cW9ltG_rW3ZcsLr74Hl07W1dCbVw5rQVYPW14t--x8Znn-sW1fL6Ck4n-2nJW3vtHwk8cV5fnW2ngsk796w0P7W6spNc51XPgrqW9kG1952SB0GhW4ZcMsq64Twk-3pNr1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7Cg-yGW2-G5Js1kmRJ6W4MggrT4KzY6zVR6Gvc6-ktB0W18N_Fc3b0MDFW6Gz0_s6SrcSVTmwgN34Gww9W4Sd5Q22WPjW2W6ZbSx-5yHdQ9Vxb8Dg6hdtYFW2WJ7YT7vnMbgW8Cc81D5WY3pCW7YL75d75HwyVN8nx9BTg7bH3W6H2j4r7XmSb7W5KyX3t8NWHvhVW7llX1QpyKSW6cBQpb4LVnWbW3jsXWq1V11gjN5yTWKmFLwC8W6x1_Ng4nHZtKW8yHvdD3KC_RSW5pY5BY6kGqRw2gm1
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targets for the S&P 500 by the ends of 2021, 2022, and 2023 are 4800, 5200, and 5500. 
We are assuming that the forward P/E will remain high around its current level. So the 
meltup should continue to be led by earnings. 
  
Strategy II: Forward Ho! On the old TV series Wagon Train, the wagon master shouted 
“Forward ho!” when it was time to move on. In the army, officers move their troops by 
saying “Forward march!” But in a wagon train, people who aren’t riding in or on wagons or 
horses are walking or running alongside—which is why the wagon master just yells 
“Forward ho” to let everyone know it’s time to move forward in whichever manner pertains. 
  
It’s been “Forward ho!” for the stock market since March 23, 2020. Forward earnings have 
been leading the S&P 500/400/600 to new highs since they bottomed during May of last 
year. Despite shortages of parts and labor, there has been no shortage of earnings to do 
so. Consider the following: 
  
(1) Q3 earnings reporting season and guidance. We are well into the Q3 earnings reporting 
season, and it has been going surprisingly well. The latest “earnings hook” shows that Q3’s 
blend of estimated and reported numbers jumped to $52.38 per share during the October 
28 week, up 6.7% since the start of the season and 35.4% y/y (Fig. 4). Even more 
impressive is that despite lots of reasons to worry about rising costs as well as parts and 
labor shortages, forward guidance, on balance, boosted consensus earnings expectations 
for Q4 and for the four quarters of next year (Fig. 5). That’s clearly remarkable under the 
circumstances! 
  
(2) S&P 500/400/600 forward metrics. The forward revenues of the S&P 500/400/600 stock 
composites all rose to record highs during the October 21 week (Fig. 6). The forward 
earnings of all three did so the very next week (Fig. 7). Since they bottomed last year, the 
forward earnings of the S&P 500/400/600 are up 54.2%, 100.2%, and 160.5% through the 
end of October. So it’s surprising that the S&P 400/600 indexes (a.k.a. “SMidCaps”) 
underperformed the S&P 500 (“LargeCaps”) earlier this year and have just been keeping 
pace with it over the past couple of weeks (Fig. 8). 
  
The forward P/Es of all three indexes have declined since the early summer, with the S&P 
400/600 P/Es dropping much more than the S&P 500 P/E as their stock prices stalled while 
their forward earnings soared (Fig. 9). That pattern may be about to change, as the forward 
P/Es of all three may be bottoming now, with more upside potential for the SMidCaps than 
the LargeCaps. 
  

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgF9HW6JpCzR5gXqH4W6998Td8W3M04W8TJkhB7ySd6RW87qPGl31VT6DW3_B44R3CZXtFV9zpH87RnXG8W8RZlgl3y_p6zW772XlP144BNZW3D_kCT5L0w26N1lG8GS1d6HRW2qpN9b5RfDJMW63RKWp5BSXnQW7QvWPz6FCT1nW5tsngR1WT8lMVDB5MC1F2vgPW7Z2hQM5Qpyj3N12vR3RWrDg0V7KHby4pwtcWW4BqCvz1vyScxW7ywWQp6_GQtDN1f1G-PfZ1r2W4MTsg4937wWY3bCl1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgKMkW13MJ6f7WPKx7N7SbwYlDnp07W3-ThzZ8nJsKVW3QFyXj3hgBZ5W7Bn0WD4NNH_MW7RtnfL4rY843W34BJNv3GJbGBW6R9cRB5gbBgbW22_7Qm875KFjVB4R2f2_z7G0W20spgX3WLrtWW3bYnfT13bSpgW93DPPf2CdHlWW9fY23q8JgbXxVyMB4x5WFCJJW52pBVf3dNNlbN1PmPMKSkJKzVk03k64f46dJN2Wlf3gpW_fvW5x9gpr6KhFj-Vfzj0k4832MDW4RFLwN781YRG38qp1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgTzSN5zM_w3RjnKqW7ywffv7NrKpcW348SHd5ZS5TlVk36k51-j380W5r2yyf83r1q0W6Wp-RT2z_GZ4N8Rxn1syb758W4cwfqs8s2MtDW8zb4Bv4GSMdLVswmcX2jSjqfW8qnSKR8M37H9W2q4KC75hg7WZW62DR-Q4KTcRcW2LXSz54LNfjhW8XvxSm1R7KCyW3KlS5D31rlvvW2mT6D_1sv79xW4DHsfc7t4SjMW1PXWY72JhKSCW4zs6tC9c4smcW9gNkLY6zqnbLW1J1T9d8VPgB_3n8J1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgR2GW8mZktn4DQhrDW3K9xGn5W8ljnW1tlbcd9d0-gwW4yS4b999TLC6W62prM41N9SHTV-L2gf1TGKkdW6CZfz64WZ624W345VhK4QdCkzW13cmP52GpWT0W65xsKy1gMG8fW2Fmn1n13xwDRW1Mz-HX10CG6VVv_tXN4R-jwDN44nsxcKxH44VKFcbD4yyrxhW7hK6Ld1GBXTlN5NjLcJZW9q3W28Slx27FyPmZN51ykX5s6mPrW2zfz5w7xW5gPN4B1rmQRY4rvW1xt3rR3jWSRB3jfw1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgS_nW4FGJ5C3XH_J5W8CVgHJ1Zslf9W8ZrHCz44GYNpN3yLKP-F7bzFW7hlNBN8hm_b_VKHlDN1R2nV6N7xFZKq8H2TlW8z7JNw8Rh7KXN8Gk4dr1-zf6W614WJ878FBX7W15Mx2_1Nn4ZvW3m5zjk6xzhdhW60GZsD8qx7CsN21TcJ8vtXx8W8Dt9LJ4bKdh0W77rrNZ47tsmxW3RNJR73tdpKkW6pPSJl2sBMn2N5j8L8ZbZKQXW8fLvjH3pTWrVMgqHZhtVldlVfvJBf2w9_M-3lT71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgXQrN6SFllk6H8ftW5dMtBB1z-mFhW4mDYh71y55vBW8frv5z1Gl8KXN3zcv3CjV3jhW7dVTYY7g3lvWW1d78033KvfC-W8c47dk6VQ-LfW3l_xF611C4P6W48SCHv62Hm_SW8ckNbX7xbWgrW6jfXpK62Bb64W7NKNQ48kDzTDMXX2BbCJc-PVfbBx-6pQhX9W844kZ76F6k4-N5w2lkMZRRQWW2jc6YX42KG89W8bKGhs7NB9PFW2Sm2Hr1bTwfCW4mnv8D3csjvzW7FQFTs3wTDT737mz1
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(3) Profit margins. Joe and I calculate forward profit margins simply by dividing forward 
earnings by forward revenues (Fig. 10). The forward profit margins of the S&P 500/400/600 
all have been in record territory since the summer. During the week of October 21, they 
were 13.2%, 8.5%, and 6.8%. All three may be starting to peak, which wouldn’t surprise us 
given all the anecdotes about rising costs. Some of those costs can be offset by raising 
prices and boosting productivity. If so, then margins should stabilize around current levels. 
  
Strategy III: Still Fundamentally Strong. While real GDP rose just 2.0% during Q3, lots of 
other macroeconomic indicators remain more positive for earnings and the S&P 500. The 
y/y growth rate of S&P 500 aggregate revenues is highly correlated with the M-PMI (Fig. 
11). The latter remained near its recent cyclical high during October, at 60.8. The M-PMI is 
also highly correlated with the S&P 500’s net earnings revisions index, which has been 
solidly in positive territory for the past 15 months (Fig. 12). The y/y growth rate in S&P 500 
forward earnings is highly correlated with the M-PMI as well (Fig. 13). 
  
The Fed: Target Practice. Recall that the Fed changed its approach to inflation targeting 
back in August 2020. Before then, the Fed’s stated inflation goal was “symmetric” around 
2.0% (as measured by the annual change in the price index for personal consumption 
expenditures, or PCE)—meaning that undershoots or overshoots would be equally 
tolerated. Since then, the Fed has adopted a Flexible Average Inflation Targeting, i.e., 
“FAIT” based approach. 
  
Under FAIT, the Fed still targets stable inflation of around 2.0% but not as a symmetric goal. 
Persistent overshoots are welcome, to make up for past persistent undershoots. From 2012 
until just recently, the PCE rate had been below the 2.0% mark, leaving plenty of make-up 
room (Fig. 14). 
  
St. Louis Federal Reserve Bank President James Bullard shared his opinion on inflation 
targeting in a recent interview, informed by 2020 staff research. In a nutshell, he said that 
the Fed “really is” aiming for 2.0% inflation over a five-year window. (Notably, Bullard is not 
a voter on the FOMC this year, but he is next year—when the interest-rate discussion is 
likely to become more pressing.) 
  
Here’s more: 
  
(1) Meat on the bones. After the Fed’s adoption of FAIT last year, Bullard worried that it 
would not get a good test run—i.e., there’d be no overshoots to tolerate. That would make 
the Fed’s change of approach “kind of a moot point,” he said. But there was no need for that 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgX-dW58rxv84ktyYWVV61d06hT1T8W4MmkB66Sdbl9W7Cr2Ds6R-PdcW3wvHwj60WDvNM2LXkxnkVVPW8BXhw048BPnfW3C4X_R2FSxlhW3_3JSm5_9fGYV8_3Z93Q8chtW5h84_s17tQXTW8lK9rK3qpckBW3RDRZG9j2bjVW3JQCWz8JbwVwW1yx3Yq676f5xW5xg6pp5cMDdPW2bnqPX8ZklBLVB20s_1Q0HwLW5qbb6d79BYCnW1F0_Lp2ldDtDW5gYp7y2MCPd4V3M2797Sc5Bf3cr71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgJMDN8QkMrNS86ZcW4qjrfY28cYSQW3Zbcp3422hWpW6FkKZX1g8w_sVjRXJB8Wc5cmW3PXklH1pmt_2W79vM1L4R8qzDW17_0vZ71vKkwN8QKCRkPRHcfW5cx-kd1c2G-CW86N2Cg5vQFGPW825kGT3G3yXrW2vGLbL6QDVHvW4n92Mv4-fNGYW285HbK1fZzg0W4jKPnq84-Fr5VsTf1b6pNjWgW33_kX13hgc3BW58js_t5XgDFCW2lFH9p4f-bt-VsMw3v30M1cKVvXfcb6KMMQf3qj-1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgJMDN8QkMrNS86ZcW4qjrfY28cYSQW3Zbcp3422hWpW6FkKZX1g8w_sVjRXJB8Wc5cmW3PXklH1pmt_2W79vM1L4R8qzDW17_0vZ71vKkwN8QKCRkPRHcfW5cx-kd1c2G-CW86N2Cg5vQFGPW825kGT3G3yXrW2vGLbL6QDVHvW4n92Mv4-fNGYW285HbK1fZzg0W4jKPnq84-Fr5VsTf1b6pNjWgW33_kX13hgc3BW58js_t5XgDFCW2lFH9p4f-bt-VsMw3v30M1cKVvXfcb6KMMQf3qj-1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgD4jW5fvcPw674dl7W1HcNtq8tQywMN2P-xCGrPn2fW2thl7N5VpWZzW9bJ54J7XgShsW77-XTT1rd2q-W8ycwM_74TwrFW4K1yqd8p_9DzW6_BDcn56BzpVW57Jld28XHc75W8gXWV88HlRVqW77GkkV2LHyDcVBZn2y5gGbRCW9cqYH7603KgkW2c1cdN6rkDyCW4hFBRj94qM6JW53y3Fy3XncSvW8mcZW327DczCW7FQQlX4GFg9LN3JGWbwL58rWW6njthQ692bWtW5DhBGJ63yKBx34kX1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7Cg-WSW6lsnlT5JjcYFVxmp-z8DfmqTW8wcrj462sTkPW13r0gY4ndMLQW3d7ZV78b8Yr_W4xV50d59DzpSW6bFlWf5ddrRgW26q8gy8G9Pt0W3Pvk787y5QksW1jt-SW36V8y6W4Ry2yv3v_p-SW712s0g3pNFv8V25TDZ2G6kH1W2MWHb_7yRg5ZW39gd6p5fZ1PXW1SX34k7DVkF_W3tz9mr1R4Rl0W1HhxsW4YvFs-W1PZwh698scB0N3j5TXC5W9CQW6SHlKL1QT2HwN5Yt68Xc4r-X2Xv1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf5nKv_V3Zsc37CgW0PW4VKv984Ql9M7W2lv_6c6k2ShfW57XtCY7j7r3cW8y_pMk2Rfvh6VmPlNs6yZnWkW3Z0FSJ9k2w7kW4h-6Gn61qLCJW62xp7r5SvvqJW2rvzvN3CrB0dVvqsLT5gYbWDW6H8jG31Y1Zj1VQsz4T1FbMgwV7PZtB8Ct6bbN1Zzd2wRJwL4Vv9p_c1Fhx2dW7dC3mm5Z5T7HW1Dwgvw9l7_NZW7hGyQ86Bw4HxW7ycC515Lg7t5W4py8gl7238GfW8CJWkX2nkrLNW7ttC-l2ZWdKRW1MG52L39LdlZW4KMd_K72Y5QhW2jl1-T20BVjDW6DlCwN7FpmdQW11tJjx4wGQk2W1h49g-88Yq9YW63VcgP4B5149W5RTfkM7wtJGrW8PtFPR51g5PjW9fL71k6jRckkW7T9hLJ4l-9yhW3ZxdhW8prwHtW4X2HYd6kTmGGW8V1MVD7xvtwnW53gBWt2q59LLW3x5MyT7p3prz36j71
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgzLsW43PhDr1xb5CrW7Nz4Pl73Z15WW2rvGW33lP2bWW73Twzk6NGrVJW7t1FKn8Shzw0W260p0h8kxCXvW52XZBs7CTQ4MW1H8czm3PvsHJN7bQl-FZxSzTW3jBBzF4TKBpkW87ykcf7YRx8VW1JnnsB739jTqW19Cxk-8M-5LBW68HFP66-6zyjN6rxrwwSRgrbW6_v7z-8Q-0F8Vp9Bf97yJYQbW7KJ7Sy2r1tfjW5SRvGN21tF7dMpG7W3bqrx8VCMcWW6x0w9CN24qGnPwFwcH32901
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8wm5nKv5V3Zsc37CgB0HV204t-1h9MBtW7Mvmwm70Y5v3W3_xpRr20x4k7W66FFJQ1gH8KfVlxNM08KlJpfW7wPGHL16GVP5VDlk_t2nTLLyW5HV1ZN3jZZQWW3W-WzY2YjR_9W2VNXK05DgCPnW7NlbnN4WCPFZW6M_Tt85YNglFN2hb1Hx-G2lfN6J8B295Yh2KW7F0F2k4_4c6gW6cPzSG7C_6MvW5Hb2ws5M3Bf0W7__7KK7CgnlXW1FG6nX4cg854W74q2bl2sP_7rW54fzxT87z2FnW8YKLQc5MkVY1W3QB5812JBl-MW58x45F7mftDwN1N0jwvVMw1PVrFtdR8qDvWsN6M_sHQMl_RbVYccFk44mtqNW8_3MTg3ZMjzmW1HGqby3NXDlbW4198WD7DYhHBW18KSLw6VH1hm3kRh1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8yr3q90_V1-WJV7CgGv-N5sZGZB_8nzlW8YJK-869Tr_mW2PWn9F7Sgj4XW63DCvW5v0hxhW7rwzGn6SYWZ3W7C5GpQ6k7-F9W3DQbBh73BY15W6fdp7y7JCsCjN686mr2bS6JlW5zzY553k_s1CW1MQW-87vdpKJVDFcy38lV_P8W46g4L-2sbC00W5Yh5378lYX4xW86jw8S2txVJrW3tN8Mg2Wpf5fW2jCjK72bP0g9W61l1JB3sL7ZyVtvL1K6TTR04W5Q377h453gJXW2_qB2r63c4FFVsNfYv8CtDh6W4f5N-R64dhlXW10P7ms9jCltzW6HqJlP4d0vM-W4GhjLr6GNg7LW8cRbnc1cjY5BW5wLcL26NWmh1W3Sdln85n_q_RN1dlJFpD6Ps33gTJ1
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worry: “Instead, in 2021, beginning in the spring, we’ve had this big inflation shock. So, now 
we have actual meat on the bones where we can test the new framework, and we can see 
how it works.” (Editorial: Hooray, and the meat costs more!) 
  
(2) Picking a window. Bullard observed that the test will be how well the Fed can “control 
that inflationary process.” He suggested looking at core PCE inflation over a five-year 
window of time. “Now, that window, you could have it be trailing, you could have it be 
including the current year and trailing years, you could have it be centered, so that you take 
the current year as the middle of a centered five-year moving average—all of those might 
be useful in various ways.” 
  
(3) Carving a new path. Bullard referred to FAIT as a “US experiment” that takes “a step 
toward” price level, or “nominal GDP targeting,” which he has advocated. He noted that a 
“price level path” can result in “a better equilibrium outcome than inflation targeting” 
because the latter ignores past misses and just “tries to get it right going forward. Whereas 
price level targeting makes up for past misses.” 
  
(4) Ready, aim. Bullard said he wants “optionality,” meaning the option to raise rates sooner 
if inflation gets out of control. To have that option, the Fed first would need to get its bond 
tapering done soon. Then it could assess “the date of lift-off, which will become the key 
policy variable at that point,” he said. 
  
(5) Moving target. Bullard didn’t touch on it, but a former Fed official and a Peterson Institute 
for International Economics contributor recently put forth a case for raising the Fed’s FAIT 
target from 2.0% to 3.0%, as a September 1 WSJ article discussed. The article noted that in 
2010, Olivier Blanchard, then the chief economist of the International Monetary Fund, 
suggested that the problem of persistently low inflation could be solved with an inflation 
target of 4.0%. 
  
(6) Top turkey. If that catches on with a more progressive FOMC in 2022, it would certainly 
keep rates lower for even longer. The FOMC could become more progressive if Biden 
populates the currently and potentially open Fed governor positions with more progressive 
folks. In light of the recent insider trading controversy among Fed officials, Melissa and I 
think that current Fed Chair Jerome Powell could be on the chopping block, to be replaced 
with a much more progressive head like Fed Governor Lael Brainard. 
  
Brainard has been speaking more about climate change and global inequities these days 
than FAIT, but she was a big proponent of it when the Fed opted for the approach. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8wm5nKv5V3Zsc37CgYb3V9lHjr2j5WgQW22b76n1MhT9kW82wnlg8gkFYBW5tcN-M4ZD4YPW4lv0wW2pQRFLW4QKgCm7nzrxCN8Z_gFVQpL6kV670K33W2_bfVtLTlv5S3ZL5W8GPhZP3W5CBwW88QHMs3Hs5svW1H81zd3LTyFXW2Xpp3B2f4N0XW5JB-Gh5tgGL7W6_RKHy2f9nmvV28d7J2qVX95V1ZCgn869HhtN8n4Vc8LrGCjW6vxKj13R8Xp2V4GyfX4XFVw7W28gjK-6t8scgW2vq9Jy3zShZbW8TBQQ86pbvD1W75CTym6z8qk5W6tW8qc7DVwcdW2QdrBz9fMWslW6Jv0yc2YzWPTW8ygP7D8G25N-W6q0yXd83t9_hW65RF4g1qBDwsVZPGSj45y2LRW4xTXSb5DsnH936LM1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8yr3q90_V1-WJV7CgNndW3_V8GS4MJY1RW7VW95c8bg0-TW1qskYP8nF_RXN5psh64gtbG3N5MjC_MQzF3kW7_yt-Y4LTc0dW6sKjVQ4kp92FW5Qn3xS3PYF-nW2MDg2l46N5HhW3y4XZD94SN2NW4mBtwp496KdJW5NqTSJ1f3vLtV-Tf691zhW1BVDQHBm7pLStVW5G-x5t21wdDFW4pJ28q8wcd8KW4g_zlg8y06rcW7p_3L-6RrpBSW2pN2Wt6nv3dsW41CMbg9kPr98W1ns_Hd64M60ZW5RGfBv9cgvhqW97hrJ01Bzw1DW3PMBph8kr3v4W30Hzv157H5vDW1d10bB2-kCzZW171mfK1KFC3FW5s7mkV7kCG63ML_rsYN3dpWN5mkC1dRpN0C35Fs1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xy3q905V1-WJV7CgK-lVBvZb13LM4X7W7HZxJ78nlCq7W5C6F1y6HMYNCVfdMqR92S_bvW4lRKpf4zRmQLW9fDdlQ5_fVqcW9cTw564ky9q_W6g7WG84FZB5RW4gGH3N2jQNB0W4mKXcy3KWY9VW6B_kcb4JDyBhMfpLlzd2x0BW4vd6pM2zJzx8W2BV4rC8XfV37W7dFXG566jhyVVPzll_1tYChRW4QX10m7wf1KfN623tJFC2zyRN76dpWB6XVPtW6V-9dG6nLWCqW6TNyX75zDcCjW8g9-M127TnfMV6bHHl7lK0P0W8BDf0_2Jw-Db3fJX1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xS3q90pV1-WJV7CgMZ2N7ckswh3H8lzW2RGyJW136Y-jW2DCntc9gCc5zW5YNr941m9-bPW8LYlz34YlxpkW1nhpk92xSklGW5Rpphw3VzMydW2SK-YF6VzsC5W5NFmRL2f6LGmW3kfLs296MHSQV_Yt1T6YcBdhW3bPLF61LqX3zW6-Tt854THT_RW8qlwgX42Yh25W64mzY36q7gzQW8jDLTv4-P75DW7jNKMK1lvNwTV-9lN57zKmy4VdZqYB6vSdBBV132R28xRLMKV323W-7r4vtLW8QmC9C4RP5cVW7ffX8N71V6hTVxHlps2g2VdCW7vRpVm6d1sMDW2rx-s93B52QP3lCz1
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Calendars 
  
US: Wed: ADP Employment Change 400k, C-PMI & NM-PMI 57.3/58.2, ISM NM-PMI 62.0, 
Factory Orders 0.1%, MBA Mortgage Applications, Crude Oil Inventories, Fed Interest Rate 
Decision. Thurs: Nonfarm Productivity & Unit Labor Costs -3.0%/7.0%, Trade Balance -
$74.1b, Initial & Continuous Jobless Claims 275k/2.118m, OPEC Meeting. (Bloomberg 
estimates) 
  
Global: Wed: Eurozone Unemployment Rate 7.4%, Italy Unemployment Rate 9.2%, UK C-
PMI & NM-PMI 56.8/58.0, UK Nationwide HPI 0.4%m/m/9.3%y/y, Lagarde, Elderson, 
Mauderer, Gravelle. Thurs: Eurozone, Germany, and France C-PMIs 54.3/52.0/54.7, 
Eurozone, Germany, France, Italy, and Spain NM-PMIs 54.7/52.4/56.6/54.5/55.8, Germany 
Factory Orders 2.0%, Japan Household Spending 2.8%m/m/-3.9%y/y, BOE Interest Rate 
Decision 0.10%, BOE Inflation Report, RBA Monetary Policy Statement, Lagarde, 
Mauderer, Bailey, Cunliffe, Beermann. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500 Q3 Earnings Season Monitor (link): With nearly two-thirds of S&P 500 
companies finished reporting revenues and earnings for Q3-2021, revenues have beaten 
the consensus forecast by a well-above-trend 2.6%, and earnings have exceeded estimates 
by 11.6%.  At the same point during the Q2 season, revenues were a higher 4.3% above 
forecast and earnings beat by a greater 17.0%. For the 323 companies that have reported 
Q3 earnings through mid-day Tuesday, the aggregate y/y revenue and earnings growth 
rates and the percentage of companies reporting a positive revenue and earnings surprise 
have slowed considerably from their Q2 measures. The Q3 reporters collectively have a y/y 
revenue gain of 19.0% and an earnings gain of 44.6%. That compares to y/y growth of 
28.0% for revenues and 120.9% for earnings at the same point during Q2. Just over 83% of 
the Q3 reporters so far has reported a positive earnings surprise, and 77% has beaten 
revenues forecasts. Fewer companies have reported positive y/y earnings growth in Q3 
(83%) than positive y/y revenue growth (89). These figures will change markedly as more 
Q3-2021 results are reported in the coming weeks. With the US economy largely re-opened 
compared to a year earlier, the y/y growth rates have slowed considerably in Q3 compared 
to Q2. The revenue and earnings surprises are moderating as well due to missed deliveries 

      
 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/MVnyl-5LsJzW4db2VR6mcd-JW3Z50n14zpZ6fN7Hm8xf3q8_QV1-WJV7CgJ0KV1YJDy6BwV7cN67MbrPMBpFSW6dTPFr2_9lxcW6Kb_k_1_r_wTW4c5_LW7RnD3zW76gFHg2GtqbwMhDJgRp4jjGW25w7vt304TyqW6Rw-Bx3NMW21W35jQRG6zLZl2W8DvCLg4RyKY2W3NnbQZ3DljZYW4wn4sp5sZbFSVjHmCF2JvjmCW4Kn-Mf3G3LQkW5Gg-FZ8Pv52-W4rzt0y3rH87qW6kVbWj6jvNpFW4qjRb-5hszM9W6Dt-2h7dK6dHVP_YDH1KTm1LMzB1y8cmshz399Y1
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and higher costs. 

 

Global Economic Indicators 
  
Global Manufacturing PMIs (link): “Growth of global manufacturing output slows amid 
record supplier delays, rising costs and stalling export trade” was the headline of October’s 
report. The JP Morgan M-PMI was little changed at 54.3 in October after falling from an 11-
year high of 56.1 in May to 54.1 in August, where it held during September. October’s uptick 
reflected a record lengthening of vendor lead times, higher inventories, and stronger jobs 
growth, which offset slower growth in both production and orders. The index is up 14.7 
points since bottoming at 39.6 last April. The M-PMI for advanced economies eased for the 
third month to 56.6 in October, down from its recent high of 59.8 posted in both July and 
May. The M-PMI for the emerging economies climbed for the second month to 51.6, after 
falling eight of the prior nine months from 53.9 in November to 49.6 by August—which was 
its first reading in contractionary territory since June 2020. Of the 31 nations for which 
October data were available, all except Mexico and Myanmar recorded M-PMI readings 
above the breakeven point of 50.0. Once again, the Eurozone was a bright spot—with five 
of its members leading the pack, with the US finishing in sixth place. Here’s a country 
ranking of October M-PMIs from highest to lowest: Netherlands (62.5), Ireland (62.1), Italy 
(61.1), Austria (60.6), Greece (58.9), US (58.4), EUROZONE (58.3), Australia (58.2), 
Germany (57.8), UK (57.8), Canada (57.7), Spain (57.4), Indonesia (57.2), India (55.9), 
Taiwan (55.2), Czech Republic (55.1), WORLD (54.3), Colombia (54.0), Poland (53.8), 
France (53.6), Japan (53.2), Malaysia (52.2), Vietnam (52.1), Brazil (51.7), Kazakhstan 
(51.6), Russia (51.6), Turkey (51.2), Philippines (51.0), Thailand (50.9), China (50.6), South 
Korea (50.2), Mexico (49.3), and Myanmar (43.3). 
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