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Equity markets steadied themselves late this week, as the deep selloff in
tech stocks ran its course, but damage was still done. The S&P 500 fell 2.5%,
with energy, technology and banks posting deeps losses. The Nasdaq saw
its cumulative decline from the September 2nd high reach precisely 10% by
Tuesday’s close, before rebounding later in the week. Despite letting out quite
a bit of air, keep in mind that the index is still up 21% on the year despite
the pandemic, as tech has feasted on monetary stimulus, while not suffering
nearly the same economic cost (sometimes the opposite) as many Main Street
businesses.
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Valuations caught a breather in recent weeks as the
market finally tripped up. Note that the forward p/e
ratio for the S&P 500 now sits at 21.7, based on blended
forward-year earnings compiled by Bloomberg. We
haven’t seen readings that high in almost 20 years.
But, earnings are clearly depressed at the moment,
and it’s debatable if the market is even trading based
on near-term earnings estimates anyway. If we use
earnings two-years forward, the market is trading
right in-line with where it did pre-COVID (in the 16-
to-17 range). If that seems like an analytical stretch,
recall that the market was also ‘most expensive’ by this
measure in late-2009, after the rebound was already
underway—that would have been the wrong conclusion.
Looking at it another way, the forward earnings yield
has compressed to roughly 4.6% (down 1.7 ppts versus
the 2019 average), but the spread versus 10-year
Treasury yields is right in line with that year. So, the Fed’s
extremely accommodative stance, expected to last well
into the future, is playing a role here too.

The TSX was flat, with gains in materials offset by
weakness in tech and energy. The Bank of Canada
left interest rates and the QE program unchanged, as
widely expected. The Bank argued that the economy
“will continue to require extraordinary monetary policy
support” until excess capacity is absorbed—we judge rate
hikes won’t even be in the conversation until 2023.

Table 1 - Market Performance
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Current

Price 1 Week 1 Mo. COVID 1 Year Y-T-D 2019

FTSE 100 6,032 4.0 -2.0 -19.1 -17.8 -20.0 12.1

DAX 13,203 2.8 2.0 -4.3 6.8 -0.3 25.5

CAC 40 5,034 1.4 0.1 -17.6 -10.4 -15.8 26.4

NIKKEI 225 23,406 0.9 2.9 0.0 8.4 -1.1 18.2

S&P/TSX 16,222 0.0 -1.7 -9.5 -2.3 -4.9 19.1

Dow Jones 27,666 -1.7 -0.1 -5.7 1.9 -3.1 22.3

S&P 500 3,341 -2.5 0.2 -1.3 11.3 3.4 28.9

China CSI 300 4,627 -3.0 -1.2 14.2 17.7 13.0 36.1

NASDAQ 10,854 -4.1 0.7 10.6 32.9 21.0 35.2

Performance (percent)

Source: BMO Economics, Bloomberg
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North American Sector Performances
(% change over period)
Table 2 - S&P 500 Sector Performance
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S&P 500 Sectors 1 Wk 1 Mo. COVID1 Year Y-T-D 2019

Materials 0.8 4.3 7.4 12.6 5.8 21.9

Industrials -0.3 0.0 -7.7 -1.3 -4.9 26.8

Utilities -0.8 -2.5 -16.3 -6.6 -9.4 22.2

Health Care -1.1 -0.9 0.5 15.0 2.3 18.7

Cons Staples -1.3 1.9 0.0 5.8 2.3 24.0

Cons Discretionary -1.9 2.5 14.2 23.9 21.4 26.2

Financials -2.4 -2.6 -20.6 -12.1 -20.0 29.2

Banks -3.0 -4.2 -31.0 -23.6 -33.6 36.5

Telecom Services -3.3 2.0 2.5 15.1 8.9 30.9

Info Technology -4.4 1.4 10.1 39.3 23.1 48.0

Energy -6.4 -15.6 -40.8 -45.5 -46.6 7.6

S&P 400 Mid Cap -2.3 -4.6 -11.6 -5.6 -10.1 24.1

S&P 600 Small Cap -2.7 -5.7 -14.6 -11.0 -15.0 20.9

S&P 100 Large Cap -2.9 0.9 2.0 16.7 7.5 29.5

S&P 500 -2.5 0.2 -1.3 11.3 3.4 28.9
Source: BMO Economics, Bloomberg

Table 3 - TSX Sector Performance
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TSX Sectors 1 Wk 1 Mo. COVID1 Year Y-T-D 2019

Materials 2.7 5.7 28.6 34.1 28.9 22.1

Cons Staples 2.2 -1.3 -0.5 -0.9 5.4 12.8

Industrials 2.1 0.9 -1.3 9.5 5.8 23.6

Utilities 1.1 -1.1 -10.9 5.3 1.0 31.6

Telecom Services 0.3 -1.5 -13.2 -10.1 -8.7 8.2

Financials 0.0 -0.9 -18.1 -11.4 -14.0 16.9

Banks -0.2 0.7 -15.1 -12.0 -12.6 10.1

Cons Discretionary -1.0 -1.9 -7.4 -10.6 -6.9 13.1

Health Care -1.9 -7.6 -35.3 -51.1 -38.8 -11.4

Energy -3.2 -10.5 -34.7 -29.0 -34.1 16.2

Info Technology -3.4 -5.7 30.7 65.4 55.2 63.5

S&P/TSX Preferred Shr 0.1 -1.7 -8.8 -1.9 -4.0 18.1

S&P/TSX REITs -0.4 -1.4 -11.8 -3.8 -8.0 22.7

S&P/TSX Sml Cap -0.4 0.0 -8.4 -6.3 -8.2 12.8

TSX 0.0 -1.7 -9.5 -2.3 -4.9 19.1
Source: BMO Economics, Bloomberg
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TSX Sector Performance
(relative to the index, year-ago = 100; dashed line = 200-day m.a.)
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S&P 500 Sector Performance
(relative to the index, year-ago = 100; dashed line = 200-day m.a.)
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