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WHAT YOU’RE HEARING

WHAT WE’RE THINKING

Despite the many societal uncertainties we
witnessed in 2020, the stock market had
one of its greatest rallies in history and
many are now wondering how long it can
last. Are there underlying negative impacts
from 2020 that will rear their head soon or
are there enough tailwinds to extend the
rally? How do we know if now is a time to
be cautious or a good time to invest?

There are many reasons to be optimistic
about the future. When it comes to
evaluating the markets, this optimism
should be balanced with a thorough
reading of market fundamentals. This helps
avoid emotional and short-sighted
decisions and focuses on a long-term
strategy. Again, we turn to our three legs of
the stool to examine the current health of
the market. fig

LEADING ECONOMIC INDICATORS

VALUATION

SENTIMENT

Neutral

NeutraNegative

⊲ The S&P 500 continues to appear
expensive compared to historical
valuations. fig. 3..
⊲ The pricing of stocks in relation to bonds
however, still remains favorable as
indicated by the Equity Risk Premium
(ERP).
⊲ Low interest rates continue to present a
"there is no alternative" mindset for
investors to continue to pursue equities
over bonds.

⊲ The Sell Side Consensus Indicator (SSCI)
gives insight into sell-side recommendations for the weighting of equity
allocations. Historically, this has been a
contrarian indicator. This indicator has
moved higher in the last quarter but
remains on the higher side of neutral
territory. fig. 4
⊲ Bullish sentiment from retail investors–
also a contrarian indicator–has also
risen.

UPSIDE RISKS

DOWNSIDE RISKS

CONCLUSIONS

⊲ Bond yields remain low for years,
supporting higher equity valuations.
⊲ Government stimulus package is passed
and received as sufficient to help the
economy.
⊲ Confidence arises from having closure
surrounding election uncertainty.

⊲ The market views the outcome of the
election as unfavorable.
⊲ The US government does not provide
the stimulus package that the market
currently anticipates.
⊲ New strains of the virus begin to cause
concern and market uncertainty.

⊲ Of the three legs of the stool, sentiment
is overly bullish and therefore a negative,
valuation is neutral (though very
expensive by historic standards), and the
leading economic indicators are positive.
⊲ We continue to seek companies for their
ability to create long-term value as we
believe this strategy allows us to
approach the uncertainties of the market
with a consistent perspective.

Positive
⊲ The current economic indicators
continue to show positive movement.

fig. 1
⊲ Leading indicators for housing are
particularly positive due to historically
low mortgage rates. fig. 2
⊲ The LEI's failure to telegraph the "COVID
shock" is a reminder of its inability to
predict non-market events.
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Figure 1 Leading indicators are moving higher1

Figure 3 On historic basis, S&P 500 looks expensive3
Metric

Figure 2 Leading indicators for housing are
positive2

For Financial Professionals Only. The charts and data above are for informational purposes
only and not meant to represent buy or sell advice. There is no guarantee that any investment
will achieve its objectives, generate positive returns, or avoid losses. Past performance is not
assurance of future results.
1. Source: Bloomberg, Conference Board. The data lines above are for informational purposes only
and not intended as buy or sell advice. Shaded areas represent periods of recession. The
Leading Economic Index (LEI) is an American economic leading indicator intended to forecast
future economic activity. There is no guarantee that forecasts will come to pass.
2. Source: Freddie Mac, 30-Year Fixed Rate Mortgage Average in the United States
[MORTGAGE30US], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/MORTGAGE30US, January 26, 2021.
3. As of Nov 20, 2020. ERP above average implies equities are attractive relative to bonds. Note:
Trailing P/E based on GAAP EPS from 1960-77, Operating EPS from 1978-87, Pro forma EPS
1988-now. Market-based ERP based on DDM-implied S&P 500 return less AAA corp bond
yield. Normalized ERP based on normalized EPS yield less normalized real risk-free rate.
Sources: S&P, Compustat, Bloomberg, FactSet/First Call, BofA Merrill Lynch US Equity & US

Current

Average

% above/below average

History

Trailing PE

24.9

16.3

53.20%

1960-present

Forward Consensus PE

21.8

15.5

41.00%

1986-present

Trailing Normalized PE

23.7

19.1

23.80%

9/1987-present

Shiller PE

33.1

17.1

93.50%

1881-present

P / BV

4.04

2.55

58.60%

1986-present

EV / EBITDA

16.1

10.2

57.80%

1986-present

Trailing PEG

2.16

1.46

48.20%

2001-present

Forward PEG

1.89

1.24

52.10%

2001-present

P / OCF

17.2

10.8

59.00%

1986-present

P / FCF

28

27.9

0.30%

1986-present

EV / sales

2.98

1.9

56.80%

1986-present

ERP (market based)

790

491

61.00%

11/1980-present

Normalized ERP

441

314

40.70%

1987-present

Figure 4 Long-term measures of sentiment move
higher4

Quant Strategy. The general market data above is for information purposes and not intended
to represent buy or sell advice, nor Adviser performance. Past performance is no guarantee of
future results.
4. Source: BofA Merrill Lynch Global Research US Equity & Quant Strategy; as of Dec 31, 2021
Note: Buy and Sell signals are based on rolling 15-year +/- 1 standard deviations from the
rolling 15-year mean. A reading above the red line indicates a Sell signal and a reading below
the green line indicates a Buy signal. The data lines above are for informational purposes only
and not intended as buy or sell advice.
The contents of this digest have not been submitted to FINRA or the SEC for review or approval
and are intended to be viewed by financial professionals only. This document is not intended for
public distribution or use. This digest expresses the views of Eventide Asset Management, LLC’s
personnel, and there is no guarantee that such views are accurate. The outlook expressed in the
digest may ultimately prove to be wrong. The material provided herein has been provided by
Eventide Asset Management, LLC and is for informational purposes only.
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