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Notice To Advisors 
You are responsible for following advertising compliance rules. Neither Advisor Products 
Inc. (API), Fritz Meyer, Robert Keebler, nor any principal or employee of their firms is a 
compliance officer and neither API, Fritz Meyer, Robert Keebler nor any principal or 
employee thereof has or shall provide any legal, regulatory, or compliance advice about use 
of this material. 

If you distribute or otherwise use this document in whole or in part, you are responsible for 
all legal, regulatory and compliance‐related issues arising out of the content derived from 
this document and agree to hold API, Fritz Meyer, Robert Keebler, Craig Israelsen, 
Advisors4Advisors, or any principal or employee thereof and all of their principals and 
employees, and any related entities, harmless and free of liability for any economic 
damages or financial losses arising from any legal, regulatory, or compliance‐related 
issue(s), or any economic damages or financial loss arising as a direct or indirect result of 
the content derived from use of this document. 

Advisor Products Inc. (API), Robert Keebler, Craig Israelsen, and Fritz Meyer, own all right, 
title and interest in and to the content in this document, including, without limitation, the 
exclusive right to revise and make derivative works from it. Notwithstanding the foregoing, 
you may make changes to the document. 
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Important Information

The views and opinions expressed are those of the speaker and are subject
to change based on factors such as market and economic conditions. These views
and opinions are not an offer to buy a particular security and should not be relied
upon as investment advice. Past performance cannot guarantee comparable future
results.
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Important Information

Performance quoted is past performance and cannot guarantee comparable future results; current
performance may be higher or lower.

Results shown assume the reinvestment of dividends.

An investment cannot be made directly in an index.

Investments with higher return potential carry greater risk for loss.

Investing in small companies involves greater risks not associated with investing in more established
companies, such as business risk, significant stock price fluctuations and illiquidity.

Foreign securities have additional risks, including exchange rate changes, political and economic
upheaval, the relative lack of information about these companies, relatively low market liquidity and
the potential lack of strict financial and accounting controls and standards.

Investing in emerging markets involves greater risk than investing in more established markets such as
risks relating to the relatively smaller size and lesser liquidity of these markets, high inflation rates,
adverse political developments and lack of timely information.

Fluctuations in the price of gold and precious metals often dramatically affect the profitability of the
companies in the gold and precious metals sector. Changes in political or economic climate for the
two largest gold producers, South Africa and the former Soviet Union, may have a direct effect on the
price of gold worldwide.



(6) Bottom line.We don’t have any virologists on staff at Yardeni Research, but it seems to us that COVID‐19 is very similar to the flu but perhaps less threatening. 
COVID‐19 has killed far fewer people up until now than the flu does every year. Through Wednesday, there were 2,768 deaths from COVID‐19 around the world, far 
fewer than the 25,000 to 69,000 Americans who die from the flu each year. Moreover, its demographic profile differs: COVID‐19’s fatalities have been mostly older 
people with preexisting medical conditions, who tend not to be as vulnerable to the flu as children, and COVID‐19 has spared children 10 years and younger, a 
population that is more vulnerable to flu. 
– Yardeni Research Inc. 2/27/20

If you are in an area where there is an outbreak of COVID‐19 you need to take the risk of infection seriously. Follow the advice issued by national and local health 
authorities. Although for most people COVID‐19 causes only mild illness, it can make some people very ill. More rarely, the disease can be fatal. Older people, and those 
with pre‐existing medical conditions (such as high blood pressure, heart problems or diabetes) appear to be more vulnerable. 
– World Health Organization 2/28/20

Yet how big an impact the virus ultimately has depends partly on how transmissible and deadly it turns out to be – factors that aren’t yet fully understood. In 
some ways, as the stock market tumble suggests, that uncertainty is driving concern. 
– WSJ, 2/28/20

Bank of America said it expects the disruption from the coronavirus epidemic to cause the global economy to grow at its slowest pace since 2009. The bank has cut its 
estimate for global GDP growth to 2.8% from 3.1% previously. It also now sees China's economy growing 5.2% this year, down from previous estimates of 5.6%. If 
that pans out, that would mark the slowest rate of growth for China in three decades. 
– WSJ website, 2/28/20

Point of  View
Covid-19

How do I distinguish the new coronavirus from the flu or the common cold?
It is impossible to do based on the symptoms alone. The main symptoms of the new coronavirus are fever, cough, shortness of breath and general fatigue and muscle 
aches. These overlap with the symptoms of any respiratory virus.
—WSJ, 2/28/20

Q: Will warm weather stop the outbreak of COVID‐19?
A: It is not yet known whether weather and temperature impact the spread of COVID‐19. Some other viruses, like the common cold and flu, spread more during 
cold weather months but that does not mean it is impossible to become sick with these viruses during other months. At this time, it is not known whether the 
spread of COVID‐19 will decrease when weather becomes warmer.  There is much more to learn about the transmissibility, severity, and other features associated 
with COVID‐19 and investigations are ongoing. 
– Centers for Disease Control 2/28/20
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Stock market
S&P 500 volatility

Source: Standard & Poor’s. data through February 28, 2020.
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Remember the basic axiom of investing in common 
stocks: over the long‐term investors earn the equity 

risk premium precisely because they expose 
themselves to price volatility, also known as risk.



Stock market
S&P 500 volatility – snowball effect



Stock market
S&P 500 – coronavirus correction

Source: Standard & Poor’s. Data through mid-day February 28, 2020.8
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Stock market
Muted worries in the bond market     

No recession fears 
reflected here.

This market‐based 
measure of risks 
has spiked 
spuriously many 
times in the past.

Source: ICE Benchmark Administration Limited (IBA), ICE BofAML US High Yield Master II Option‐Adjusted Spread [BAMLH0A0HYM2], 
retrieved from FRED, Federal Reserve Bank of St. Louis. Data through February 26, 2020.  
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Stock market arithmetic
Total return = 7.4% earnings-driven price + 2.2% dividends reinvested

+10% per year S&P 500 
total return over the 
last 29 years is in line 
with the stock market’s 
long‐term returns 
going back to 1926, or 
back even further to 
1871.3

Source: Standard and Poor’s. Data through February 27, 2020.1 Compound annual growth rate. 2 S&P 500 total return index. 
3 per Professor Jeremy Siegel’s seminal Stocks for the Long Run, first published in 1994.
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Stock market arithmetic
Total return = 7.4% earnings-driven price + 2.2% dividends reinvested

Source: Standard and Poor’s. Data through February 27, 2020.1 Compound annual growth rate. 2 S&P 500 total return index. 
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On a logarithmic scale a constant rate 
of appreciation, say 10%, is 
represented by a constant interval on 
the y‐axis, say one‐eighth of an inch. 

Hence, the +10% growth trajectory is 
a straight line rather than a 
hyperbolic curve (previous chart). 
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Stock market
S&P 500 and crises

Source: Standard and Poor’s. Data through February 27, 2020.  1 Compound annual growth rate. 
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Stock market arithmetic
+7.5% earnings growth has driven +7.9% stock price gains

1 2019 (actual), 2020 (estimated) and 2021 (estimated) bottom-up S&P 500 operating earnings per share as of February 24, 2020: for 2019(a), $163.03; for 
2020(e), $175.68; for 2021(e), $195.65. Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from 
2015. Standard and Poor’s for actual operating earnings data through 2014. 
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Coronavirus
S&P 500 revenues and earnings revisions

Since Covid‐19 hit the news
Revenues % change Earnings % change
1/23/20 to 2/20/20 1/23/20 to 2/20/20

Technology 1.7 3.4
Utilities 0.3 1.7
Communication Services 1.1 0.6
Health Care 0.4 ‐0.2
Consumer Staples 0.2 ‐0.4
Financials 0.2 ‐0.4
Consumer Discretionary ‐0.3 ‐1.2
Real Estate ‐1.2 ‐1.5
Materials ‐1.8 ‐5.6
Industrials ‐2.6 ‐6.4
Energy ‐1.6 ‐6.9
S&P 500 0.0 ‐0.6

Source: Yardeni Research, Inc. with permission. February 27, 2020.



Valuation
S&P 500 vs. actual and estimated earnings

49
2019 (actual), 2020 (estimated) and 2021 (estimated) bottom-up S&P 500 operating earnings per share as of February 24, 2020: for 2019(a), $163.03; for 2020(e), 
$175.68 for 2021(e), $195.65. Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from 2015. Standard and 
Poor’s for actual operating earnings data through 2014; and index stock price data through mid-day February 28, 2020.
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Valuation
S&P 500 vs. 16X and 19X actual and estimated earnings

50
2019 (actual), 2020 (estimated) and 2021 (estimated) bottom-up S&P 500 operating earnings per share as of February 24, 2020: for 2019(a), $163.03; for 2020(e), 
$175.68 for 2021(e), $195.65. Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from 2015. Standard and 
Poor’s for actual operating earnings data through 2014; and index stock price data through mid-day February 28, 2020.
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This is not a forecast or prediction.
It’s simply a calculation of 16X and 19X consensus earnings forecasts.
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S&P 500 P/E ratio vs. inflation

Sources: Standard & Poor’s Corporation and Thomson Reuters I/B/E/S earnings estimates, BEA. Stock price data through mid-day February 28, 2020; 
inflation data through December 2019. Top panel, latest data point: 2979 ÷ estimated trailing operating earnings of $163.03 through 12/31/19 = 18.3X.  
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down from a high of 
20.8X.

It is 16.5X on 
consensus bottom‐
up 2020 estimated 
operating earnings.
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If investors become convinced 
that negative yields abroad and 
sub‐2% U.S. bond yields are 

here to stay, a new era of higher 
P/E ratios could result.

16.4 = average
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S&P 500 inflation-adjusted earnings yield

Sources: Standard & Poor’s Corporation, Thomson Reuters I/B/E/S earnings estimates, BEA. 
Stock price data through mid-day February 28, 2020; inflation data through December 2019. 
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the inverse of the P/E 
ratio (earnings ➗ price) 
minus inflation.
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Federal Reserve policy
Re-inverted yield curve

Sources: Federal Reserve. 

Flat or negative yield 
curves have preceded 
recessions. 

March 2007

September 3, 2019
(maximum inversion)

February 27, 2020

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

5.5

6.0

1 Mo 2 Mo 3 Mo 6 Mo 1 Yr 2 Yr 3 Yr 5 Yr 7 Yr 10 Yr 20 Yr 30 Yr

Yi
el
d 
(%

)

Maturity



Federal Reserve policy
Fed’s key policy lever is the yield curve

Sources: NBER, Federal Reserve. Data through February 27, 2020.
1The interest rate on the 10-year Treasury bond (long term) minus the fed funds rate (short term).

The yield curve has re‐
inverted.

Flat or negative yield 
curves have preceded 
recessions. 
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All material presented is compiled from sources believed to be reliable and current, but accuracy cannot
be guaranteed. This is not to be construed as an offer to buy or sell any financial instruments and
should not be relied upon as the sole factor in an investment making decision. As with all investments
there are associated inherent risks. Please obtain and review all financial material carefully before
investing.

The opinions expressed are those of the author, are based on current market conditions and are subject
to change without notice.

These materials may contain statements that are not purely historical in nature but are “forward-looking
statements.” These include, among other things, projections, forecasts, estimates of income, yield or
return or future performance targets. These forward-looking statements are based upon certain
assumptions, some of which are described herein. Actual events are difficult to predict and may
substantially differ from those assumed. All forward-looking statements included herein are based on
information available on the date hereof and Fritz Meyer assumes no duty to update any forward-
looking statement. Accordingly, there can be no assurance that estimated returns or projections can be
realized, that forward-looking statements will materialize or that actual returns or results will not be
materially lower than those presented.

Note: Not all products, materials or services available at all firms. Advisers, please contact your home
office.

Important Information


