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Relying On “E”

The unlucky analysts and PMs tasked with working on the first Friday of June were presented
with a very odd situation. No matter how many mouse jiggles, screen taps, or system restarts
there were, the previously bulletproof market still went down. Those losses led to the S&P 500
breaking its streak of nine weekly gains and the Nasdaq Composite posting its worst weekly
performance in more than a year. The PHLX Semiconductor Index lost more than 10% on the
day, taking it down to a level seen way, way back on May 22nd.

Friday’s hotter-than-expected jobs report—which was cited as a catalyst for the selloff—
highlighted a week of robust economic data. The ISM Manufacturing and Services Indexes each
surprised to the upside, with both experiencing an expansion in new orders. In turn, the Citi
U.S. Economic Surprise Index posted its highest reading since October 2023. These hot figures
were offset in other areas of the Cyclical work, as they were accompanied by increased
expectations of rate hikes and higher yields. Concerns of economic overheating seem to be back
on the table.

With no category changes, the MTI remains at Neutral for the third consecutive week. Net
equity exposure in Leuthold tactical accounts ended last week at a moderate 53%.

Friday’s downdraft did next to nothing for valuations in our cap-weighted subset. The bulk of
those line items, now sitting just a skosh below their all-time highs, would need a much more
precipitous drop before receiving an upgrade. The unweighted factors of the Valuation category
still tilt just slightly negative, with the median stock in our Leuthold 3000 universe sporting a
normalized P/E ratio that falls in the 50th percentile of observations from 1995 to present.

The Major Trend Index is designed to recognize major market trends rather than intermediate moves, combining
around 130 individual components to assess the overall health of the stock market. Revisions and weight adjustments
are made from time to time
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Relying On “E”

While most valuation multiples for the S&P 500 remain near all-time highs, their expansion has been
significantly dampened by extraordinary EPS growth, which accelerated with Q1 reporting. Less than
halfway through 2026, our Normalized EPS estimate for the index (54 months back, six months forward)
has grown by almost 6%, nearly matching both its average long-term annual advance and the index’s price
return. Even more impressive is the Non-Normalized Operating EPS estimate (six months back, six months
forward). On the strength of rising forward estimates, that figure has increased more than 15%, already
beating the annual gain seen in a very strong 2025. On a YID basis, the P/E multiple for that series has
shrunk from 25.3x to 24.5x.

Earnings growth for 2025 distinguished itself from the previous two “multiple expansion” years as “P”
matched “E.” 2026 seems to be taking that relationship one step further.

Historical Growth: S&P 500 vs EPS
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