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Are markets really “expensive,” or are we measuring them with poor-quality yardsticks?

Much of today’s valuation angst rests on a simple claim: the S&P 500 trades near ~29x earnings, far above its long-term
average of ~16x.

Yet, as a recent, illuminating analysis points out’, that comparison ignores how profoundly the reporting rules behind
“earnings” have changed across time and—*we* would say—market regimes.

One striking illustration pertains to stock-based compensation. Prior to 2006, it wasn’t expensed at all. Today, it suppresses
reported S&P 500 earnings by roughly 10-15%. Adjusting for that single accounting change alone pulls the market’s P/E
down into the mid-20s, without prices moving an inch!

Layer in the mandatory expensing of R&D and the amortization of intangibles—now central to a tech- and innovation-
driven economy—and the historical distortion widens further. Apply today’s accounting rules retroactively to prior cycles,
and even the dot-com peak would appear more expensive than commonly remembered.

For market-navigation strategies like our CORE, QUAD, FOCAL, and ASTRA, two lessons stand out:

e First, headline multiples demand context. In an economy powered by intangibles and innovation, *properly-
measured® fundamentals and forward-looking growth matter more than backward-looking averages from a
bygone era.

o Market leadership rotates. While the S&P 500 risks becoming a winner-take-all arena, dominated by a handful of
high-margin leaders, 2025 reminded us that market leadership can surge outside the U.S. (where valuations
appear lower) and even beyond stocks altogether (where valuations are largely irrelevant, as in gold). To navigate
these shifts, the solution isn’t retreating to systematically depreciating cash, chasing headlines, or knee-jerk
market timing—it’s adaptive, risk-aware repositioning via a rules-based engine like our BOOST?, built to profit
from the relentless rotations that drive the market’s frontrunner relay.

Old P/E yardsticks? An anachronism. Adaptive investors track the regime, follow leadership rotations, and let positioning
evolve with the market—rather than clinging to stale averages.

Markets evolve. Is your strategy keeping up? Contact us to see how it could.

1 Manu Invests. (2025, December 8). The broken yardstick: Why your “historic” P/E chart is lying to you. Fundamentally Sound.

2 https://fa.wellsfargoadvisors.com/gnh-capital-group/mediahandler/media/726302/GNH%20Capital%20Group%20-
%20The%20Engine%20Room%E2%80%94What%20Powers%20Y-our%20Strategies.pdf
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expressed here reflect the judgment of the author as of the date of the report and are subject to change without notice. Any market
prices are only indications of market values and are subject to change. The information contained herein is based on technical and/or
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The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market value
weighted index with each stock's weight in the Index proportionate to its market value.
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