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Barry Ritholtz’s Poll Questions m’
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1. market valuations
Most expensive
Pricey

complicated

2.  The current bull market:

a. very late in the cycle
b. looking past the pandemic
o
d.

reset the clock
Who cares about age

3. Bubblicious
a. Bubble
b. froth
c. No worry
d.
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Today’s Discussion

1. Bull & Bear Markets?
(What is a market cycle, anyway?)

2. How Much Do Valuations Matter Anymore?
(How do you measure value?)

3. Is this a Bubble?
(And how can you tell?)

RITHOLT?Z \Zﬁ'{)\
=

wealth management



7~
(},@J I\Blll:llrlkge‘tBCe;:Ies
> 4

RITHOLTZ \Zﬁ 2>
-

wealth management




S
Bull Market Cycles

Survey question: The Current Bull Market is:

a) 12 years old, and very late in the cycle;

b) Looking past the pandemic + forward to the recovery;
c) Reset by the 2020 crash/recovery, its barely a year old;
d) Who cares about the age of a bull market?
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What is a Bull/Bear Market ?
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What is a Bear Market ?

RITHOLTZ \Zﬁ/ \
o

wealth management




s a Bull Market ?
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Bear Markets Begin Above Prior Bear Markets
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Bear Markets Begin Above Prior Bear Markets

20 Years of Ups and Downs
S&P 500 Index
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Bull market birth

Bear market low
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Source: Bloomberg
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Bull Market 4 Traits
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What is a Secular Bull (Bear) Market?

4 characteristics:

1. Broad economic expansion, rising corporate revenues + profits;
2. Rising stock prices making new all-time highs;

3. Improving investor sentiment manifest in the willingness to pay
more for each dollar of earnings;

4. Lasting over a substantial length of time — years and decades

wealth management
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What’s the Dominant Narrative?
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What is a Bull/Bear Market ?
100 Years of Secular Markets, P/E Expansion & Contraction

Secular stock market cycles are driven by trends in the price/earnings ratio (P/E)

Secular bull markets start after the trough of below-average P/Es

10,000
Secular bears start after the peak of above-average P/Es

Despite market declines in the 2000s, P/Es remain above average and
trending lower — the potential sign of a current secular bear market
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The Current Bull Market is:

a) 12 years old, and very late in the cycle;
Bull markets begin when they make new highs after a long. broad
trading range (2013 not 2009)

b) Looking past the pandemic + forward to the recovery;
Markets are always forward looking — what does this tell you?

c) Reset by the 2020 crash/recovery, its barely a year old;
Data suggests slight outperformance following 30% drop

d) Who cares about the age of a bull market?
There is no evidence the age of a market is what ends them
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Are you looking at
them the wrong way?

W Valuations:

RITHOLT?Z \Zﬁ'/)\
=

wealth management




S
Market Valuations

Survey question 2
2. Today’s Market Valuations Are:

a) The most expensive we have seen in a long while
b) Pricey, but tolerable

c) TINA, Fed made Valuations no longer matter

d) Its complicated

RITHOLTZ \Z’aﬁ’/ ) Source: J.P. Morgan Credit Research. November 2020.
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Why Markets Don’t Care If the Economy Stinks

Department Stores
Airlines
Oil & Gas Equipment & Services
Travel Services
REIT - Hotel & Motel
Resorts & Casinos
REIT - Retail
Qil & Gas E&P
Apparel Manufacturing
Qil & Gas Refining & Marketing
Banks - Diversified
Food Distrnibution
Qil & Gas Midstream
REIT - Healthcare Facilties
Lodging
Beverages - Brewers
Banks - Regional
Insurance - Life
Pharmaceutical Retailers
Qil & Gas Integrated

2020 Advantage
Lockdown Stocks

$8.1 Trillion

Internet Content & Information
Software - Infrastructure
Consumer Electronics
Internet Retail
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Market Cap % of S&P500, by Industry

Industry YTD Performance | % of S&P 500
Department Stores -56.17% 0.01%
Airlines -52.31% 0.19%
Oil & Gas Equipment & Services -48 54% 0.21%
Travel Services -48 13% 0.37%
REIT - Hotel & Motel -41 20% 0.03%
Resorts & Casinos -41 10% 0.17%
REIT - Retall -41 03% 0.19%
Oil & Gas E&P -40.35% 0.55%
Apparel Manufacturing -40.19% 0.15%
Oil & Gas Refining & Marketing -40.02% 0.27%
Banks - Diversified -36.48% 2.43%
Food Distribution -36.03% 0.09%
Oil & Gas Midstream -34 . 77% 0.23%
REIT - Healthcare Facilities -34.60% 0.17%
Lodging -34 18% 0.17%
Beverages - Brewers -33.49% 0.03%
Banks - Regional -32 92% 0. 89%
Insurance - Life -31.75% 0.35%
Fharmaceutical Retallers -31.46% 0.12%
Oil & Gas Integrated -30.09% 1.18%



Inflation VS Deflation
Commodity prices over last year... Commodity prices over last 10 years...
Lumber: +265% Coffee: -55%

WTI Crude: +210% Cotton: -54%
Gasoline: +182% Brent Crude -47%
Brent Crude +163% WTI Crude: -45%
Heating Oil: +107% Heating Oil: -43%
Corn: +84% Silver: -42%
Copper: +83% Gasoline: -40%
Soybeans: +72% Natural Gas: -38%
Silver: +65% Sugar: -34%
Sugar: +59% Corn: -17%
Cotton: +54% Wheat: -16%
Platinum: +52% Copper: -2%
Natural Gas: +43% Soybeans: +9%
Palladium: +32% Gold: +19%
Wheat: +19% Platinum: +40
Coffee: +13% Palladium: +278%
Gold: +3% Lumber: +397%



S&P 500 Level

Momentum traders

Jan ‘20 Feb '20
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401(K)s

Indexers \ Dollar Cost Averagers (DCA)

BTFD

Momentum Traders
Hedge Funds Nervous Retail

Structural Money Trend Followers (sell)
Sovereign Wealth Funds

Endowments & Foundations RIAs
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Systematic Rebalancers RIAs
Contrarians 401(k)s 401(k)s
Target Date Funds Value Investors
Value Investors
Ranicked Ratal Target Date Funds
Indexers

The Very, Very Lucky

Mar '20 Apr 20

Technical Traders

(waiting for breakout to new highs) ﬁ;
Meme Speculators ?=—————)
3200.00
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Indexers 401(k)s
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2800.00
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2000.00
May 20 Jun 20

Mar 26 2021, 9:22AM EDT. Powered by ’ CHARTS



S
Everything is Working
S&P 500

(Percent of stocks above 200-day moving average)
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$100 Million Dollar Pastrami!

Markets
David Einhorn Sees Broken Markets in a
New Jersey Deli Valued at $105 Million

By Brandon Kochkodin
April 15, 2021, 5:53 PM EDT

» Hedge fund titan says ‘there is no cop on the beat’ in markets

» Company’s CEO is also the local high school’s wrestling coach

Einhorn Sees Broken Markets in N.J. Deli’s $105 Million
Valuation . -~

-

L4 EINHORN SEES BROKENMARKETS INN..| DE)| js

RITHOLTZ \(7@\ Einhorn Sees Broken Markets in N.J. Deli’s $105 Million Valuation
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Say Cheese!

Grilled Cheese and $100 Million of
Irrational Exuberance

Grilled Cheese Truck market valuation may be a sign of excess in financial markets.

By Barry Ritholtz
February 5, 2015, 8:49 AM EST
.‘. : _’_:,i - 3 S ¢

I'll have mine with some net income. Photographer: David Livingston/Getty Images
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Today’s Market Valuations Are

a) The most expensive we have seen in a long while
True, but only if you use single variable analysis

b) Pricey, but tolerable

Assuming you have a long-term holding period and are prepared
to lower your return expectations

c) TINAL: Fed made Valuations no longer matter
That’s too 1999 for me

d) Its complicated
In finance this is almost always a winning answer
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Bubbles:

W How can you tell? What do you
\ N do?
(/'f/
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Survey question: How Bubblicious is the market today?

a) Congratulations! Its a Bubble!

b) Pockets of froth + speculation,

c) Nothing to worry about — its all good!

d) No one can identify a bubble in real time.
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Most Volatile Year Ever

S&P 500
(30-Day Standard Deviation)
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12 Month Returns?

S&P 500 Level % Change

Apr'20 Jul 20 Oct 20 Jan 21
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13 Month Returns

S&P 500 Level % Change

17.16%

.UU %
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It Gets Harder From Here

S&P 500
1-Year Change
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Expected Returns




Growth and Value

1-Year Returns

60% 55%
50%

47%
40%
30%

20%

10%

—=iShares Russell 1000 Value ETF Total Return = iShares Russell 1000 Growth ETF Total Return
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Housing Shortage

Tight home sales inventory

Number of US single-family homes available for sale, (1000s, NSA)
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New Home Sales

New Home Sales and Recessions
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Not a Bubble
Mortgage Originations by Credit Score*

Billions of Dollars Billions of Dollars
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Source: New York Fed Consumer Credit Panel/Equifax
* Credit Score is Equifax Riskscore 3.0
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S
How to Spot a Bubble in Real Time

Notice the Difference?
1995-2000: S&P 500 returns: annual, 25%; five years, 211%. Nasdaq 100

returns: annual, 60%; five years, 946%

/ S&P 500 / Nasdaq 100
1,000

500

1995 1996 1997 1998 1999 2000

Source: Bloomberg
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1995-2000:

S&P 500:
25% per year
211% over 5 years

Nasdaq 100:
60% per year
946% over 5 years

2015 - 2020
SPX 11.8%/yr

75% over 5 years

NDX 17.6%/yr
125% over 5 years
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How to Spot a Bubble in Real Time

. Standard Deviations of Valuation
. Significantly elevated returns
. Excess leverage
. New financial products
. Expansion of Credit
. Trading Volumes Spike
. Perverse Incentives
. Tortured rationalizations
. Unintended Consequences
10. Employment trends

O o0 NO UL b~ WNPE
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How Bubblicious is the market today?

a) Congratulations! Its a Bubble!
Hard to see elements of a bubble

b) Pockets of froth + speculation
Yes, but there always are

c) Nothing to worry about — its all good!
Always a wrong answer

d) No one can identify a bubble in real time.
Indentifying and acting on are two very different things

RITHOLTZ \Zﬁ-f)\ Source: NYFed
7

wealth management



One Final Thought

20-year annualized returns by asset class (1999 - 2019)
14%
12% A 11.6%
10% H
8% -
6% -
4%
2% A

0% -
REITs  High Yield Small Cap EM Equity S&P 500 60/40 40/60 Bonds DM Equity Homes \ Average / Inflation Cash  Commodity
Investor
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THE BIG PiCTUR &

Barry L. Ritholtz

Chairman, Chief Investment Officer,
Ritholtz Wealth Management

24 West 40t Street, 15t floor

New York, NY 10018

212-625-1200

britholtz3@bloomberg.net
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