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when you Took at wall Street’s consensus S& 500 earnings estimates for year-end, it
doesn't look realistic.

It happens every year, doesn’t it?

The example in figure 1 is one of the more egregious I’ve seen. I am hard-pressed to see
how S&P 500 earnings in this frustrating pandemic will only fall to $125 in calendar

2020.
Figure 1: S&P 500 Index Earnings per Share
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Sources: WisdomTree, Bloomberg, 12/30/1994-5/26/2020. Past performance is not indicative of future results. You cannot invest directly in

an index.

Hold this chart in your head for a moment.

Nobody—nobody-1’ve spoken to or work with is taking $125 at face value. Fortunately for
the bulls, most expect some Tower number, so the market 1is unlikely to be surprised as
companies reveal ugly earnings calls from CEO 1iving rooms. Nevertheless, I am reluctant
to just brush aside the harrowing prospect of sub-$100 earnings as “it’s okay because
the market already expects it.” Not for an S&P 500 that trades around 3,000.

The once hoped-for “v-shaped” recovery has given way to anticipation of a long slog. The
only depression remotely comparable to this is the Global Financial Crisis (GFC), which
witnessed S&P 500 earnings fall 49%. If we get a repeat here-no better, no worse—then
brace for something in the $70s at the depths of the carnage, perhaps in 2021 or 2022.
That assumes U.S. and global business prospects aren’t still grinding Tower come 2023.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/blog/glossary#sp-500-index

wWisdomTree BLOG ARTICLE

My concern is what happens three months from now, when Q2 earnings are announced. That
may be more revealing than the red ink showered on earnings guidance during Ql’s
reporting season.

It will add to my current dilemma: How to put a proper price-to-earnings (P/E) ratio on
this market?

Consider that the S&P 500 trades for 19.8 times peak earnings of $152.49 from a few
months ago. Figure 2 shows the multiple for the other scenarios.

Figure 2: Pick the P/E

S5&P 500 Earnings Estimates & P/E Ratios

Street Estimate  Street Estimate

Peak Earnings

(2020) (2021)
Earnings $152 49 $124 88 $16125
Month January 2020 December 2020 December 2021
P/E at Index = 3,012 19.8 241 18.7
. Repeat 2000-

Peak Earnings 2002 Recession Repeat GFC
Earnings $152 49 $115.50 $77.37
Month January 2020 June 2021 January 2022
P/E at Index = 3,012 19.8 26.1 389

Sources: Bloomberg, WisdomTree, as of 5/26/20. Past performance is not indicative of future

results. You cannot invest directly in an index.

The amalgamation of analysts’ estimates of $124.88 for calendar 2020 total earnings
equates to a forward P/E multiple of 24.1. That’s pretty high in any situation, Tet
alone this one.

The Street also needs to get around to revising its outlandish $161.25 earnings estimate
for 2021.

Suppose the S&P 500°s earnings decline by the same order of magnitude as the 2000-2002 b
ear market. In that case, the Tow point would come in summer 2021, at $115.50. Its P/E
in that scenario is 26 times those future earnings. And if this crisis witnesses an
earnings collapse akin to what we witnessed in the GFC, the P/E essentially doubles to
38.9.

Back to our first chart. Here it is, with the various scenarios.
Figure 3: S&P 500 Earnings
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Sources: Bloomberg, WisdomTree, as of 5/26/20. Past performance is not indicative of future results. You cannot invest directly in an index.

what 1is propping up the Street’s spirits?
Growth stocks.

Still priced for perfection (the S&P 500 Growth Index’s P/E is about double its value
counterpart), the dirty little secret about many of this market’s darlings is that some
of their earnings have stagnated.

of the infamous FAANGs (Facebook, Apple, Amazon, Netflix and Google-parent Alphabet),
two are expected to witness earnings decline this year (Alphabet and Amazon). Facebook,
which reported earnings per share of $6.43 for 2019, 1is expected to see earnings of
$7.28 this year. But you have to pay the piper if you want it. The stock changes hands
for $234.

Amazon’s 2019 earnings per share of $23.01 are now being penciled in a few dollars
Tower, at $19.50 for this year, owing to COVID-19 cost pressures. The stock 1is at
$2,432. shave about $500 off the share price and it will still trade for 100 times this
year’s earnings.

Alphabet (Google’s parent) had earnings per share of $43.65 in 2018, $49.16 in 2019 and
the consensus is for $41.38 this year. The stock is at $1,430.

These firms-Tong the market Teaders—are the ones that appear particularly vulnerable to
an extended grind lower in analysts’ earnings revisions.

The case for owning them has been predicated on their ability to grow in a stagnant
environment, but two of the five don’t appear as if they are going to do that, if the
Street’s collective forecast is correct. And for companies T1ike Netflix, which thrive
when we are all stuck at home, you have to pay 64 times 2020 earnings for the privilege.

The market may soon realize that valuations do eventually matter, just as they have for
time immemorial.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

For more investing insights, check out our Economic & Market outlook
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View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Price-to-earnings (P/E) ratio : share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

Bear market : A sustained downturn in market prices, increasing the chances of negative

portfolio returns.

value : characterized by lower price levels relative to fundamentals, such as earnings
or dividends. Prices are Tower because investors are less certain of the performance of
these fundamentals in the future. This term is also related to the value Factor, which

associates these stock characteristics with excess returns vs the market over tim.
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