
Global stock markets, just how 
expensive are they?

Erik du Preez of N-e-FG Fund Management said that while 
major global indices such as the S&P continue to make 
fresh new highs, investor nervousness also appears to be 
on the rise—no doubt fuelled by numerous market com-
mentators to the likes of CNBC 
and Bloomberg. 
Ever since the global financial 
crisis of 2008/09, global equity 
markets have experienced one 
of the longest virtually uninter-
rupted bull markets in recent 
history. The S&P500, for ex-
ample, has risen by 70% from 
its March 2009 lows—the 
equivalent of a 20% annualised 
gain over more than five years. 
Du Preez furthermore said that “At N-e-FG we believe right 
now is a good time to take a step back from all the noise 
and pose the question: are markets overvalued?”
S&P500— a 30 year price history (this index represent the 
500 biggest companies in the USA)
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“We believe not”, Du Preez said. “While markets continue to 
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make fresh highs, we believe that valuations of global equities 
probably have further upside. Here are some reasons why we 
believe global markets are not yet overvalued”:

• P/E multiples are nowhere near bub-
ble territory
The 12-month trailing S&P500 P/E 
multiple is currently 18x. This is more 
or less in line with this index’s longer 
term average, and a far cry from the 
heady days of 1999 when multiples 
peaked at 30x.

• While profit margins of the S&P500 
are high, they are not dramatically so 
and need not mean revert

Aggregate operating margins of com-
panies in the S&P500 index are approximately 20% above 
their 30 year average. Even if one adjusted the earnings base 
downward by this differential, the trailing P/E multiple of the 
S&P would rise to 23x—high, but by no means at peak levels 
when measured against history.

• The yield argument: compared to bonds, equities look very 

compelling
US Treasury bonds experienced a multi-year bull market (as 
judged by structurally declining yields), while at the same time 
equities have not experienced the same re-rating (as judged 
by PE multiples or compression in earnings yields).
The obvious question that arises is whether or not bonds are 
overvalued. The key to this lies in the long-term trends in infla-
tion. Here it is clear that the US Fed has been largely success-
ful in structurally reducing inflation materially over these years 
(from 4% to the current 2%).
The real yield on 10 year US treasuries has declined from 8% 
in 1984 to virtually zero today. “At N-e-FG we believe 8% as a 
starting point was too high given where inflation and potential 
GDP growth was yet to head—hence the rally in prices—but 
by the same token, real yields of less than 0.5% are likely to 
prove too low to, especially in context of the strong recovery in 
US GDP growth currently underway. Consequently, we believe 
that US 10 year yields are likely to rise from current levels of 
2.3% and have potential to reach 4%, but are unlikely to do so 
in the near to medium term” Du Preez continued.

• Potential re-rating of equities if the bond yields starts to nor-
malise 
What should the correct P/E multiple be for the S&P500, as-

suming a normalised bond yield environment? It is quite 
plausible to argue in favour of a re-rating of equities given 
structurally lower bond yields than the long term average. 
For example, assuming T-Bills yield 3.5% (versus the cur-
rent 2.3%) and the spread of the earnings yield on the 
S&P500 over treasuries was 1% (long term average is 
zero), mathematically this would result in a 22x PE multiple 
for the S&P500 which compares well to current levels of 
around 18x, or 20% higher. “N-e-FG is not suggesting that 
the market should necessarily re-rate to this level, but we 
highlight that markets are not overvalued in the context of 
lower for longer yields available in other asset classes” Du 
Preez stated.
While investors are questioning the sustainability of “all-time 
highs,” N-e-FG argues that valuations in fact look reason-
able relative to history and could even be considered cheap 
in an environment where yields on competing assets such 
as bonds are unlikely to revert to historical norms. In short, 
while equities are making new highs, valuations have not 
enjoyed the same 30 year bull market that bonds have.  
“Global equities remain our preferred asset class”, Du Preez 
concluded.

Compiled by F Y du Preez: Managing Director: N-e-FG 
Fund Management (Pty) Ltd


