
Global  
Matters 
Weekly
16 December 2024

What this chart shows

This chart shows a detailed view of US equity valuations, not only presenting the 
current market valuation as a percentile relative to the past 14 years but also breaking 
it down by sector. A closer look at the sectors reveals factors that make the broader 
index seem more expensive than it might otherwise appear. While elevated valuations 
of mega-cap stocks play a significant role, even an equal-weighted measure suggests 
that stocks remain high, trading at 19.1x earnings. These lofty multiples naturally 
generate headlines and raise concerns about long-term returns, but it’s important to 
consider the underlying factors driving these elevated levels.

Why this is important

It is important to look past the headlines for greater granularity, especially over the 
basis of that valuation. In 2010, tech-related companies made up 18% of S&P 500 
market cap; today it is circa 40%. Over this period, the fundamentals have improved 
as they have grown their revenues faster, with higher margins. Turning to S&P 500 
companies in general, they have become less capital intensive, with both TECH+ and 
non-TECH+ companies becoming far more cash flow generative. Higher free cash 
flow companies generally return more to shareholders and should trade at higher P/E 
ratios. Using a combination of treasury yield and credit spreads suggest the current 
cost of capital is lower than the long-term average supporting a higher multiple. 

Many investors assume that stock valuations, or equity risk premia, mean revert 
toward fair value, yet multiples generally only contract during recessions. The 
current consensus suggests above average earnings growth and accommodative 
monetary policy. Some caution is required at current euphoric sentiment/levels and 
clearly if monetary policy is less accommodative, due to inflationary surprises or 
fiscal sustainability concerns driving term premia higher and/or growth declines to 
promote recession risks, then multiples could contract sharply.

Can US equity valuations be justified?
Simon Price, Portfolio Manager

Chart of the Week

Sources: Bloomberg Finance L.P., Dececmber 2024. 
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts of 
interest. Unless otherwise stated, this e-mail 
is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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