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The Bond Conundrum, Again 
 
 
 
 
 
 
 
 
 
 
 

Bulletin Board. Replays of the Monday, November 8, webinar with Dr. Ed are available 
here. For a complimentary e-book version of In Praise of Profits!, go here. 
  
Bonds: The Conundrum Continues. The 10-year US Treasury bond yield recently peaked 
at 1.68% on October 21 (Fig. 1). On November 3, the FOMC announced that the Fed would 
start tapering its bond purchases of $120 billion per month by $15 billion per month, thus 
setting the stage for possible hikes in the federal funds rate during the second half of next 
year. Yet the bond yield fell to 1.45% on Friday. 
  
In his November 3 press conference, Fed Chair Jerome Powell stressed: “Our decision 
today to begin tapering our asset purchases does not imply any direct signal regarding our 
interest rate policy. We continue to articulate a different and more stringent test for the 
economic conditions that would need to be met before raising the federal funds rate.” He 
has said the same in previous recent pronouncements on this subject. He has stressed that 
tapering isn’t the same as tightening nor is it necessarily setting the stage for rate hikes. 
This helps to explain why there hasn’t been a taper tantrum in the bond or stock markets. 
  
On the other hand, he provided a mixed message at his latest presser, saying: “We see 
shortages and bottlenecks persisting into next year, well into next year. We see higher 
inflation persisting, and we have to be in [a] position to address that risk … should it create 
a threat of more persistent, longer-term inflation, and that’s what we think our policy is doing 
now. It’s putting us in a position to be able to address the range of plausible outcomes.” In 
other words, tapering is likely to be followed by tightening if inflation remains persistent, 
which seems more likely now. Yet the bond market chose to focus on Powell’s most dovish 

 
Check out the accompanying chart collection. 
  
(1) No tapering tantrum in bond market. (2) Tapering isn’t tightening. (3) But tapering 
sets stage for tightening if inflation persists. (4) Are retail investors buying bond funds to 
rebalance out of stocks? (5) Major central banks in no rush to raise their official lending 
rates. (6) Bank of England surprises. (7) Chinese trade surplus at record high during 
October. (8) Large capital outflows from China. (9) Property developers hitting a great 
wall in China. (10) Investors starting to realize that SMidCaps are cheap. 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgY74W2XZnN847Pl1sW8lrf753PFxc_W6G8VFP5NJQtzW4Zc_7b98VFNrW2Fc--v2npR_sW85--9127Dr6CW9hPxJr46FGPGW3f8_pT1kdxhZW7pfXbR8xhwlcW4jF_G16FPYgWW11zmJX1N85cTW15mPq-7Cj7L6W7RVWYL8BJ_5gW60kkjg8SwTV0W3lWK115WFtPzN5nlvKR6XZBXW2GmGFJ4cVL5wW3Vbf933PxdM1W4DPc8S7knNnyW42cdP03SBX3_W1nYkrK6ryDNtVnsVDr7kbpXn32vZ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRD3q905V1-WJV7CgJTnN1qptGkh-VTrW7H_7vV9dLbM2W87qsGs3906y-W39hTzZ5NfFH3W3Gr4Gt12XPCWW9bNpRN6HZG38W8pN6RC68__TmMLMZPkdS-ssW9dRLzt6tSl1gW1Vvyf_3b8F-PW8zMJW98kYyF0W36Q3wh1v99-HVb44Rq1H9BYCVY964q3q5-0vW3Lx2k63jNCVDW21x4rr4ls1N7W23DJk84thmY5W8n0CQc7zPC-TW8NWwg7851cd2V6mBpb5N8q2pW6sFXXM7BylNqW6vXfZY3ckwkPW55KS1g4psK0lW6MFHdT16SL9P35081
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7Cg-s3W7mD1Pj2wYKxbW2b1tKn6R9n6LW6jsJR04LTYG6W3V7hDN8WWld1N3pc-X4-vLprW4gz3zJ6JK0MfW1J9dTK9dPym5W8z21WZ21RGTmV-lB1b1tPpPtW8tc9P28gSw7jW8PjxHJ8KDdH2W3_wTcg7f7ghjW17M5rV8GF-p9W1NrHBN4p60GQW4_VPXH18fHs4N2Hfnl-rSFbnW4y0hCz7f7splW7wlXNF81MsmdW5_CLpD4DmY-qW4L8-v19dMLsyW6CYVqq2lVdVBW38gwwJ2tFzLT3fb91
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRX3q90pV1-WJV7CgVn1N1V2k0RyXR_cW90SLyB7xj2VHW86QzcX7vlMPfW2gB_2K1GR3k6W1Sps9r4CrCQrW5HY-ZC7CltMRW9bkGpX3jhlw5VF4Vg55G4jRGW7kD2FG7NksrKN86w85yC1NkmW12T68F26Jkg6Vt-yS85TF043W4WydF86l0S27VlsRNt8wr35WW1XSwR_2bC_7QW3cw9kh5qLSRvW5VqMq48mwMkBW4DS18n34Mv02W1Nl4wX8jnYwvW63Xxb811gj96W6b9nGl4F7xhQV7pQSP3DQKQZW9049qG3QyjwxW8qzG3F56YyX-W7qNC4f2-zKc1N5Z-5-gKScjG35vg1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWnlJL3GWbvhW4NGmR41x7p_WW7zr5cm4zFV7CN2SX23Q3q8_QV1-WJV7CgK2dW8j2CrN7QVZkkW6G7lmj8S8nChW38zS-F4n6X81W6hJ9SW6YQ_b1W8wr-YY705C9lW6pFQ5H1GpcJTVYv2cr89kgmBW5BD7s93SWS1JVZvcZY6gt-RhW5P8gMN73hcVBVGY_HQ8vPcNGN2wwVl8DpDDVW99lkd84sN3ffW7DZy1w11sj_5W4gw98q68qbRSN4wG9nSVBhZfW2z9Pvn7qPNtMW6hZR024qVhtwN488Bvx6CttzW4Rl9ph7QBxndV9rCMy3Qw-q1N114hmRp_G_G33Jv1
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pronouncements. 
  
How can we explain the latest conundrum in the bond market? The Fed has started 
tapering and might be starting to tighten by mid-2022 (Fig. 2). This year’s rise in inflation 
has turned out to be persistent rather than transitory (Fig. 3). The Biden administration’s 
spending programs undoubtedly will increase the federal budget deficit and add to upward 
inflationary pressures (Fig. 4). Consider the following: 
  
(1) Fed and banks buying bonds. Earlier this year, we attributed the conundrum mostly to 
the Fed’s bond purchase program. Since the week of March 24, 2020—a day after the Fed 
announced its QE4Ever program—the Fed had purchased $3.9 trillion in US Treasury and 
agency securities though the week of November 3, 2021, the same day that the FOMC 
announced its tapering program (Fig. 5). 
  
Over the same period (through the week of October 27, 2021), commercial banks 
purchased $1.3 trillion in such securities. They did so because the Fed’s bond purchases 
boosted commercial bank deposits at the same time that loan demand was weak (Fig. 6). 
  
Remember, tapering means that the Fed will still be filling up the punchbowl with liquidity, 
but just at a slower pace in coming months. 
  
(2) Retail investors buying bond funds. In the November 2 Morning Briefing titled “What’s 
Up with TINA?,” we observed that money was pouring into bond mutual funds and ETFs 
(Fig. 7). Indeed, the 12-month sum of these net inflows rose to a record high of $1.0 trillion 
during April of this year. This data series remained significant during September at $821.5 
billion, with bond mutual funds attracting $617.8 billion and bond ETFs attracting $203.6 
billion. 
  
The question is why would retail investors find bonds attractive at historically low yields? 
The answer might be that not everyone agrees that there is no alternative to stocks. 
Furthermore, as stock prices have soared, some investors may be rebalancing their 
portfolios out of stocks and into bonds. 
  
(3) Foreigners buying US bonds. We also observed that foreign investors might very well 
view US bonds as a good alternative to their domestic bonds. Indeed, the global bond rally 
at the end of last week seemed to be led by 10-year yields in the UK and Germany (Fig. 8). 
  
The financial markets were expecting a 15bps rate hike by the Bank of England on 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgKqLW7SBSfb5KFjCKW8RjHmL2XS_myVbVxqK6w--rtW7TQR575xxWr_W2RW71b98wpQYW5g-G_446m-JFW695nxW92VTBvW29D0QR6LfflnN1Xs0jQySWM0VjCTyB64MJl7W1Mjjc269w9rvW7J8p1t7qF44YW7x5k0W8CKS05W6HJs1d7JR13qW83d3cG17c72wW75v18-21yfrPW6N9Krj63stTLW4m8g5L4r0PcPW8wYg0p26WT5NW7GFYrk1Sn854W1PpMC03b59tcV3vXzX1pCFLz3lrX1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgF0LW2Cc9CM4b7d1jW65Px_P5YVqxtW27zfWK9f-PvhW7fqLmH5N47S-W979-w52dFG95W5nSTr56n_cgMW2Jwj316FGphRW6-SXhH3CQKZrW8-nmqG60wyJlW6V3Jtn5DCGlvV-VsDj28V0qjW4vK2DB2b71ydVPfyv55L79CLW5vTmh873nl88W40bMVq60Kx23W8m2RP93LxfCmW75WlqV7pB1h2W4ZNj948n4G0tW7ZvTG49fht_1W2f-tK75fyR04W53fJCw4WcrD3W5PH0Rh5C2SLx3gyS1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgYTQW1hT3y43xM-dwW1mrZ263-B26WW380QZx7bvWH2W2PZKCy7Q6-n2W8fQ8ST7g6HTgW6yq8DY8y4V77N6PwwRtpG6gKW8XdqLs4B2f3qW24k2-P2v2pMPW1bc77h6DKkHQW2C1vXr41XlWVW891NlY78nLwBW6zJmnn3dwQY3W5fsgPd1Q5dB5W1pgx0z9dndDvN503VB89HpBvW90KZ648HwqgRVZDxXj1wQw81V7JrQM6My43HW70r0mg7CZFrWW5ysyqr2GCBh9W6JdKFg7ybbdN3chM1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgQ21W4YLbp424qR-2W5s2DRH2WY_SZW7plprp5CC4x4W99Nfw-3kFDcdVmz4vl204B-nVv7TB17xhRHwW7-Y_Mh4b5dwQW4vfMgl5KyPmbW5CWBjH4ST_pwW3C7K1S3lj6FMW3MjR6649jn0bW1Y7dD77dCG-RW98Vgns8cS6N8W5tPsmm19NR_1W5Wkgjn2rpggGW3CpRh11xNHXwW4QJJB537TC40W2zY6r72mLRD0V2J_kk52GB0CW8S7ny38rYCmhW3Yp2zH6VNkKxW7T1zjJ4W54hf3nDy1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7Cg-6xW5rdHQJ8l7Hm1W2wFrRW44VTCMW3LHwDR8w0yTXW36YxMf1CjwjKW78J0Pv1Tbq06W81MP5Y2NvGRsW6hVSqM7WhC8VW3WwYv532VdQVW8Rxq0K79hBpVW7yJnSc3HP4hbW3sGrmy1F8j7GW1YFjC-20p-HBW5rlwVf6_85MqW2r1SFb555bQZW98k21p2-FQQ9W86s6QS7phZlqW2JQVqh1F3wkfN3sKFP_mtzFZW8yt2nh89pl5YW1C44rL9lPPgNW8TtYfD2XZYtqN67CJ14-pn22365c1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRD3q905V1-WJV7CgDJgW2hJ9Gt6d7scWW50ShCh8C5N9KMZtb--z3_TXW3-rrhF9kh6htW4spW8C26JFnpW2L7SJg1w70RgVxNTFm3S6gyBW65Yb0Y563SHtW8KJc69153VHnVkT1TJ8Hsy5PW4XhMR-2CbkhCN3Q_XCF1yzQvN2mYjVNfw2dDW1-3n-T3RyBLfW5mlsvy79WF1KW4gXKj_59pX0bVWX63161Df4-VKK7YT8YN3n3W1BkXyT4l2XDmVWkmgZ5XkL0SN3DZZcd6fzpGN4HSg3-dvmwWW8gj4zS16YZZdW7kVGpc79Yf-q3c_v1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgRgmW6nMqD18Tm-xnW55gVw91SB55YVbwGvT4G0wzcW6WD-Vy5Cy6KzN1W6HKRKD52mV9H8-v2bBqqTVKtVkf1YdsLbW6dvFjd8hKPR3VzLNlR8g8RfXW5FJHQC8tLsMdW8C9r_G3N5yLjW2_cQwb2YHwkKW4H72Rj5pNZ5pW1r-myP6RGMlXW4fRd6C3m9Kt9W7_zQNw7LY1ZjW4nS7C85CPM7jW6XpnPN8_XT6gW1G1KwQ5B0cmWW8LxStf29Fp94W2MzcYM4dYTC7W8ytpR74_tPM23fxh1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgHzBW3_0Ry-6t7LX0W2BK6qb3TDttsW2bsPG924x62NW6vw05_7TSPLcVlZjNV8ZRZ2hW4XyJGw9fFFyzW2qP2Jx7qMvBtW97vscm2SSNY5N3LqjM46rYBvW6cw4GF8NX4kmW2QvjZK4yV7F_N3CTzdLq-GzVVFzRzX2fQXLXW7bGczF5-kxYDW6WSRpL377drwN3YnPWP8wbshW2dhg6r6cknPzW7Rwcwk25dXCdVvJTqg84RM0yN5JZKrLnXFwQW8H_2S52vvD8VW7_dH7K6tK0h934-j1
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Thursday. That seemed to trigger a drop in global yields, including in the US, as the dollar 
also strengthened. In addition, officials of the European Central Bank and the Fed have 
indicated that they are in no rush to raise their official lending rates. 
  
On Friday, the 10-year US Treasury bond yield (1.45%) remained well above those in the 
UK (0.76), Sweden (0.23), Japan (0.06), France (0.06), and Germany (-0.28). 
  
China: Cracks in the Foundation. China’s mounting domestic problems also are bullish 
for US bonds and the dollar. Exports should continue to boost the country’s economy, but 
not enough to offset the depressing impact of China’s struggling property market. These 
developments could weigh on commodity prices, bolster the US dollar, and keep a lid on US 
bond yields. Consider the following: 
  
(1) Exports and imports. On a seasonally adjusted basis, Chinese exports edged down 
0.6% during October from September’s record high (Fig. 9). Imports are down 9.8% from 
their record high during June through October. As a result, China’s trade surplus rose to a 
record high during October. 
  
By the way, we believe that the 12-month change in the non-gold international reserves 
held by China less the country’s 12-month trade surplus is a good proxy for capital inflows 
and outflows (Fig. 10 and Fig. 11). If so, then China’s capital outflows have been increasing 
in recent months; they’ve totaled $531 billion over the past 12 months through October, little 
changed from September’s $536 billion, which was the most since July 2017. 
  
(2) Property market. On Friday, BBC News reported that Kaisa Group has become the 
latest developer to miss a payment to investors. Kaisa said it was facing unprecedented 
pressure on its finances due to a challenging property market. This comes as rival 
developer Evergrande Group is still reeling under the weight of more than $300 billion of 
debt. 
  
Evergrande has been the highest-profile example of China’s debt crisis, but other 
companies in China’s property sector have similar issues. Their total combined debt is 
estimated to be more than $5 trillion, according to Japanese banking giant Nomura. That’s 
almost the size of Japan’s economy. Fantasia, Sinic, and China Properties Group all have 
defaulted on debts in recent months, while Kaisa is the latest developer to have missed a 
payment. 
  
Strategy: SMidCaps Outperforming, Finally. About a month ago, we observed that the 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgQX2N5l9cSYPSktFW2fTpry1QlFJtN1dt3R4kCgFjW5b5fwv1CnN6jW1_xyDF3hMKrcW4r-vfH8JHV-VW6f5N8r90q0JjVDWrp02hg_wJN2Fp85B5XLkmW7b0JGR387CxnW1g2wk13yZv-dW77bFQZ3hyXllW5p0k973KfP3QW1rV8Gc3bnvl5VNG0tc6r8hglMPMW-3-fzlCW3M69sg4qXQl_W3B5WCT54TkqCN6_x4Rq3mLBcW5zQ5nB2qWxjfN2sKqLpblqMsW2P56Cm80vdpZ3bJL1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgNQ_W2V5b6t5dF3jsW2MVYKp7mJP7fMt7hRnBQm4NW7ffC0d5vtPQNW8FPpGj6JqJ_FW6_llHd4xJLrfW6zBlYP3VxLwwW3cWx6w39_8NfW2x9zS-8s9Fd4W4Pmzqb51QzqdW3036hP57QTxtW78k7yq4KxVrPW7hhzh05BDGN1W66BHxZ6kW63sVT6QNn5DkYLSW23PBLf5PNxzWW73kRjv81SY6cW7qyC1f1k6TxHN5bZd35PyRTZMFNWB2BdNGKW232P3w912F9cW296RqZ2jfTxf36zv1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgCM3W9kZwbj5shCNNW943yF05l5MqxMbKns4D-nmBW4RTW7v3ZCYqbW44Lktw3-FxdgW7mFpFy3PS7_6W4LF00f13Csd_W1Vg1f63t9fFqN4Qlyq69pRMPW4hT5wy1GXzDcW9jmpLc29-gpkW2z_PZ48KqxB2W5-8D_Q6SYf5HW8jZMvm8rjbgQW8rP7wz67mCS7W5WN9nc3_RbHgW7wghx_6rRpddW6Fr15r7yPyN1W2QgN3L3T1hq7W2zPHwH7FpD0rW9hfbcP3HtlJGW5fH2Br3YjRSR3dTJ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgHJVW5nXgSx54tVj1N3wnX8NYZWpDW23WH6q68Fpk8W4C5-Hg6QjzWvW8ryJWh5LcHqwW13sSfZ9541YvW76_LXp6hyD8gW5ST9vn7HZR0RW1FdG_24GnHBbW8TWtFl92MDdTW5T8JB58JLM0zW6QMPbh3ktKL4W8skYNb4lRjh_VnqBp72DyM3BW8pGcH48x0zb1W4R06Qn8nYH1YW4HPx9K5SyHSzW95WlqL8ZggyNW5RpDpZ27KKQtW55cjYS1gSvshW53l8n17bSZb3W33phmS60ZfgN3jr91
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S&P 400/600 stock price indexes (a.k.a. the SMidCaps) had been moving mostly sideways 
since early this year, while the S&P 500 stock price index (LargeCaps) was making new 
highs (Fig. 12). We also noted that the forward earnings (i.e., the time-weighted average of 
consensus earnings-per-share estimates for this year and next) of the former were rising 
faster than that of the latter (Fig. 13). As a result, the forward P/Es of the SMIdCaps were 
falling both in absolute terms and relative to the valuation multiple of the S&P 500 (Fig. 14 
and Fig. 15). That might have started to change on Friday, as all three forward multiples 
rebounded. 
  
Dr. Ed’s New Book: Excerpt. Finally, I have a simple idea for increasing Americans’ 
appreciation of the importance of corporate profits, which I discuss in my recently released 
book In Praise of Profits! The federal government likes to give money away. Why not 
establish an automatic $1,000 savings account for all babies born in 2022 and beyond? 
That would cost a bit less than $4 billion per year if live births rebound back to the pre-
pandemic annual pace of about 3.7 million. The funds would be invested in an S&P 500 
exchange-traded fund. Dividends would be automatically reinvested. Beneficiaries would be 
allowed to have access to the proceeds on a tax-free basis once they turn 65 years old. 
  
Since the end of 1935, the S&P 500 total return index has been rising around 10% per year. 
Applying this growth rate to a single $1,000 investment starting next year and compounded 
annually would provide each beneficiary in 2087 with $600,000 in current dollars. That 
would teach Americans born from 2022 onward the power of profits and compounding 
dividends on a tax-free basis. Capitalism’s fans would grow along with their “Birth Right 
Portfolios.” 

 

Calendars 
  
US: Tues: Headline & Core PPI 0.6%m/m/8.6%y/y & 0.5%m/m/6.8%y/y, NFIB Small 
Business Optimism, WASDE Report, Weekly Crude Oil Inventories. Wed: Headline & Core 
CPI 0.6%m/m/5.8%y/y & 0.4%m/m/4.3%y/y, Initial & Continuous Jobless Claims 
265k/2.10m, Wholesale Trade Sales 0.4%, MBA Mortgage Applications, Federal Budget 
Balance -$179.0b, Crude Oil Inventories, Natural Gas Storage. (Bloomberg estimates) 
  
Global: Tues: Germany ZEW Economic Sentiment 20.0, Germany Trade Balance €13.5b, 
China New Loans, China CPI & PPI 1.4%/12.0% y/y, Australia Westpac Consumer 
Sentiment. Wed: Germany CPI 0.5%m/m/4.5%y/y, Italy Industrial Production -0.1%, Japan 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgL1HW6Wv2Cy5g8H2KW3SlSV64xWkWrW3dMBbH55_PnsW7p1wSR5HJnGGW8RMsJv6JpGv7W8FZkHx3bXPhWW6kKZP827_Z6LW696-Ml7M5MNxW1wYBcc4mRpx6W83zjZm3tv-2jW3VHM_-60xrnGW45t7n229V50WW2GBH1y2cW64mVrsWbV72281CW76KdXc7dq8M0W6Nfz1R31dxZ9W4yzVSN5LV4q7W8_hghx4zjSdfW2ws2qJ2bs70WW5Bhbls2fG6gwW3c8tWf6knz08W5B2jdN1sPzyK33Lx1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgMfsW6TH1fk7FVw8qW2Kk2ys30dP-rW6MyBMS7dGdLGW8YPh_-7X62yDV93BP_7lR1dGW1qrdNm2fKsQzW6g3Dhd1CmYZSW77GJ8z6qBcHJW7xPgn93JL4bCW871zcR7n4d2bW69FxJs7VRJThW1sS2d42gC48wW2hTLzx3Rj69tN4ZMtB0TT_36Vn37v52KHlzfVSkQvp3Qyd_zW3k9b1R4w65ShW1Gxpj01KD3YBN94slZF1plYGW8xyyBG60lvv-W7_V08Q3MqVRGW3F9VqV928Tpq3jMv1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgN65W5-63bM1FGPzFN75lh-LkjN1tW741TfW4pKcwtW1l3ZFd7NtbBWN1s6mR37TlrhW8kZpdJ3S60dNVkvLDN1TwlngW3jNYPd740d6VVqYFbB8t0GnzN58z7bK4HHW7W1_lX8v3hKnq-W7TC35P6YyV-8W1nbz-549tL11W4h6sr234gT9NW4Pk0Dp1tLHWxW4xh7GX1FfpJhW1StTGW2S2MSPW6pQ1Rl1FpfxLW88rLcj7gsM4rW3G-Zll5VYcxkW6JCBCf3QVWpfW685mJc7gJdwx3nKP1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgRxjW2P5XtJ7YWKKnW1YTRFv81Z8k8W8wktw16nccgwN86Psd6wYy2WVWl7Sb1cbXBZW4x0PjR26S2QxW2Ckmz-9kp2xVW8zwgSk7xBZ45W8VmXV-5dnCFsW5xdTdl488y_zW7TQRmT3qzCP4W4vB33w90-vT7VF6bJL9gwvvwW8HcjNc1RcHKzW22LsB83BVbXcW8kmwyH7j9S9wVb3hT_5DXCmyW3HjD5l6gFxS_N2Ss0xCcN7_rN3d16ZqjPVCTW6FCn9Z9bFsgsW18_y9392b90Y376x1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXR15nKvJV3Zsc37CgRlmW6S43kK35P9L5W8glMKF84hvtQW5Hb6rD7BNYGdW1TVy373sGdJsW49bNZ36pkHDnW96b1--94TWw3W1TfWcM4bdDqZW1Bgj6q1Br03vMxhYNvZ-9btW5J-l2J4-sL6RW23H7wp1TlG-8W86hnN94zN3NxW70wVXW4JHWJmW1wYvtw4Zf4BJW3s8KB08xNQ6mW1YS6XJ4PLPB1W6scvlH4ShrzfW4sJL884kQ4v_N933RxkPtNYRW4SDLJt4BxrGyW1xPk_r7kqJ2PW66jWFh2rNmR5W2zsV4R8gdZBYVthbZW1tWTpQN5-6hcQvt9nJN4yQ6B7CNfjjW6P1pnN4ZZxPWW3sCkL84gV04WW8rK0d32BxgNXW5_pLsx4NsxNXW6VPvYJ8ZsGPDW2LcYCP81try4W4qjYY024zTT3W1lfY1S8Fd5CTW7K2PSR8r_C3LW6Wj2bg5tc4dG33X11
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Industrial Production, Japan Core Machinery Orders 1.7%, China Industrial Production 
3.1% y/y, China Fixed Asset Investment 6.3% y/y, Australia Employment Change & 
Unemployment Rate 50k/4.8%, Elderson, Weidmann, Tenreyro. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): All three of these indexes had forward earnings 
at a record high last week. LargeCap’s was at a record high for a sixth straight week after 
dropping a hair below in late September due to Match’s addition to the index. MidCap’s was 
at a record high for a third week after slipping 0.2% the week before that, and SmallCap’s 
was at a record for a ninth week after dropping in early September for the first time in six 
months. In what has shaped up to be an extraordinary V-shaped recovery, LargeCap’s 
forward earnings has risen during 74 of the past 77 weeks, with the down weeks due to 
Tesla’s addition to the index last December, Amazon’s earnings shortfall in August, and 
Match’s addition to the index in late September. MidCap’s forward earnings is up in 72 of 
the past 75 weeks, and SmallCap’s posted 72 gains in the past 76 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 54.9% from its lowest level since August 2017; MidCap’s is now 
up 105.6% from its lowest level since May 2015; and SmallCap’s has soared 171.1% 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 dropped to 33.2% from 34.2%, and is 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 rose 
w/w to 53.7% y/y from 53.0%; but that’s down from a record high of 78.8% at the end of 
May and compares to a record low of -32.7% in May 2020. SmallCap’s rate rose to 77.7% 
y/y from 76.7%; 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 
growth rates for 2021 and 2022: LargeCap (47.0%, 7.6%), MidCap (76.3, 8.7), and 
SmallCap (120.1, 14.2). 

S&P 500/400/600 Valuation (link): Valuations continued to rise last week for these three 

      
 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7Cg-nKW6zWX8R3JL58CVnbMr590yN20Vyhf3F3-KggrW8rgQDG6DVTNBW6NXTM61VTgv2W497fnB8M_YHtW7pbW-L2rdgDhW3gVY-G6C6Y2VN4MDw23HWVylVDZCH22297B_W9dyLFX4s8mgXW92j_q768bKfHW1QmZXy2-WjBQW3lws9V4Q3znhW7Hjf6h58sj9WW2mLPzc7dmDQGN40R4BpGqPfhW2dkV7d5bLD98VnJRMk4F9L9tW8Mh8-R8Vp-ghW4bTgPk1P2NwHW11q-Jg58C0X-39JC1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRk3q8_QV1-WJV7CgMNcW2JsV9G23K0TlW7NK_3c4C_86wW5gfcgL3zZcDJW7VJFvx2W8Fk3W1V9dNL4R7SDXW3t4bsb1DSYZfW3WNpjL3dN6hsW5gbVyT2DdhvBN6G6GVkT3Y4QN18L3r0dz-CmW5FtnpS62DcLpN2P4fHg4SKrBW256QF22cjDJWW3vrw0g5SqY_mW8fRtmf1mLKypW7n85gS3lYlVgN5fMW82Zt6wNW1jhv866bPyLvW4lW9tB51vT_xW6VHfV8938dMYW9fC0wF4PXpHNW2-NLwf6N2bqP3hvl1
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indexes, and were back up to multi-month highs from their recent lows in September and 
October. LargeCap’s forward P/E improved to a six-month high of 21.5 from 21.2 a week 
earlier, and is up from an 11-month low of 20.3 in early October. 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 rose 0.3pt to a 13-week high of 17.1 and 
is up from a 17-month low of 16.2 in early October. That compares to a seven-month high of 
20.5 in early March and is 5.8pts below its record high of 22.9 in June 2020. SmallCap’s 
rose 0.4pt to a 13-week high of 16.1, and is up 0.7pt from its 17-month low of 15.4 in mid-
September. It’s still down 10.6pts 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; MidCap’s current 21% 
discount to LargeCap is near its biggest since 2001. SmallCap’s P/E was below LargeCap’s 
for a 64th week. That’s the longest stretch at a discount since 1999-2002; SmallCap’s 
current 25% 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 21st straight week; SmallCap’s current 6% 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 endured even through the Q3 earnings warnings season, 
when forecasts typically decline. With the Q3 earnings reports nearly 90% complete, the 
S&P 500’s Q3-2021 blended earnings-per-share estimate rose 87 cents w/w to $53.25. 
That $53.25 estimate for Q2-2021 represents a gain of 37.6% y/y on a frozen actual basis 
and a 41.5% 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 again are expected to post positive y/y earnings growth during Q3-2021. Here 
are the S&P 500 sectors’ latest blended earnings growth rates for Q3-2021 versus their final 
Q2-2021 growth rates: Energy (1,785.6% in Q3-2021 versus 243.3% in Q2-2021), Materials 
(88.4, 139.5), Industrials (86.8, 698.4), S&P 500 (41.5, 96.3), Information Technology (36.8, 
49.6), Financials (36.3, 158.2), Communication Services (36.2, 72.8), Health Care (28.7, 
27.2), Real Estate (25.8, 38.7), Consumer Discretionary (13.7, 380.5), Utilities (10.2, 12.6), 

https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWrYqM7X5bQMW53BNNz8chD8xW7Kkhd54zF_9gN5wYXRD3q905V1-WJV7CgP9FW2Z3xm34kQ5v5W89zY2d707rMFW5ZwqPB18Q6gjW2hMxr54q_0F6W1M77L57hTLc8W3vjh0Z83Yc5gW99-6Yd8m3SW2W7Xzgqm1mRnMZV1bSvL3W-nwdW8kznXk8xTc0TW3YLw9H3ynQKBN6qdKWwHCc10W852_H66tgZJ1VPRvWw97f7hGW3_plXK1WqVq2VyyT482ppddZW3yyzQJ3Nb0K-W3Wxp112Kxzr6W7ZfgJ320G4Y9W98qLBx1_Cz3KW6zWy8K6pc9BSW3qP0Nl278Y_gW6fP8vB1H4mH4W8SqphC18wRsK3byw1
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and Consumer Staples (6.3, 20.4). 
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