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Too Much of a Good Thing? 
• Growth-Driven Déjà Vu 

• Growth-driven valuation distortions appear quite wide, but fairer 
valuation opportunities remain

• U.S. Economy Trots On Amid Some Rising Risks 
• Although external factors may affect U.S. economic growth in the short 

term, recession fear still appears muted

• Earnings Onward and Upward
• Q4 earnings have turned positive, with 2020 earnings expecting to 

continue the positive trajectory 
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Low P/E Stocks’ Underperformance Near 1999 Record 

Growth-Driven Déjà Vu 

• The Resilient Bull Market. Despite concerns about the impact of the Wuhan
coronavirus, the record-breaking U.S. equity bull market has so far continued in 2020,
supported by a dovish Fed policy, a resilient domestic economy, and resurgence in
profit growth. The recent rally, however, has pushed equity valuations further into
over-valued territory, nearing levels that have been more predictive of weaker
forward returns.

• Growth Extremes. The FAANMGs, a handful of high-flying growth stocks including
Facebook, Apple, Amazon, Netflix, Microsoft, and Google have been the poster
children for the concentrated growth-focused rally that has defined the latter stage
of this bull market. In fact, the relative performance of growth and value stocks has
recently begun to draw much closer comparisons to the growth-driven bubble
experienced at the end of the 1990s.

• Is It Different This Time? Underpinning the appreciation of the largest growth stocks is
a unique fundamental story: strong wide profit margins, free cash flow and business
growth. During the dot-com bubble, by contrast, many high fliers had no profits,
negative free cash flows, and a resulting inability to meet sustained growth
expectations. Today, growth expectations appear again to be set quite high, but a
lack of profits and cash appear less likely to be the cause for disappointment.

• Valuation’s Silver Lining. While the market capitalization-weighted S&P 500 Index’s
valuation stands at 20x forward-twelve-month EPS, the average stock in the S&P 500
sits at 17x forward-twelve-month EPS, a far more reasonable level that should leave
more selective investors with a bigger downside cushion.

Growth-driven valuation distortions appear quite wide, but 
fairer valuation opportunities remain.
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Q4 earnings have turned positive, with 2020 earnings 
expecting to continue the positive trajectory 
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U.S. Economy Trots On Amid Some Rising Risks 

• U.S. Housing Market Remains on Good Footing. Housing starts here in the U.S. well
outpaced consensus expectations (1,567k vs. 1,405k) in January while building
permits soared to a near 13-year-high at 1,551k, the highest level since March 2007.
An accommodative Fed has helped keep mortgage rates relatively low and spur
the ongoing strength of the housing market, helping extend this record-long
expansion alongside a healthy consumer.

• Domestic Business Wavers Amid Coronavirus Concerns. Markit’s Flash Mfg
Purchasing Managers’ Index (PMI) slipped modestly in February to 50.8. However,
the Services PMI, which includes the travel and tourism sectors, was the main focus
of the release, declining notably to 49.4, driven by a decrease in new business. The
composite index fell to 49.7, tipping into contraction for the first time since 2013
when a government shutdown slowed growth. That being said, the composite
indicator remains well above levels historically consistent with looming recessions.

• Recession Risk Remains Low. Glenmede’s proprietary Recession Model, which is a
well-balanced mix of leading and excess indicators seeking to estimate the
probability of recession in the U.S. within the next twelve months, currently sits at 1%.
While the yield curve (3mo. & 10yr Treasury spread) has inverted once more, strong
fundamentals, including a robust labor market, continue to point to sustained
economic growth.

Earnings Onward and Upward

• Q4 Earnings Growth Slightly Positive. With approximately 88% of companies in the
S&P 500 reporting so far, the blended year-over-year growth rate of earnings for Q4
2019, which is a combination of actual results and analysts’ expectations for
companies that have yet to report, stands at a positive 0.7%. Before companies
began to report, this figure sat at -2.0%, highlighting a significant improvement due
to approximately 70% of companies so far having beaten analysts’ expectations.

• 2020 Earnings Positioned for Further Gains. Currently, the S&P 500 is on track to grow
earnings at roughly 0.6% for 2019; there are, however, more positive takeaways
looking forward to 2020. Earnings prospects appear more optimistic for the current
year, with consensus estimates for earnings growth standing at 7.7%. Improving
fundamental and macroeconomic developments can be attributed to this positive
outlook. Still, many investors are watching potential supply chain disruption relating
to the coronavirus for signs that the pandemic may affect corporate earnings.

• Tech Continues its Pace in Earnings Gains. Of all the sectors in the S&P 500, the
information technology sector has made the most significant contribution in Q4 2019
to earnings growth for the broad index so far. Positive results from tech giants like
Apple, Microsoft and Alphabet have specifically had an outsized effect. The S&P
500 is on pace for 0.9% earnings growth in Q4, but if one were to remove those three
companies, the index would be on track for a -1.31% decline.

Although external factors may affect U.S. economic growth 
in the short term, recession fear still appears muted
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