
 
 

FUNDAMENTAL MARKET 
ANALYSIS 4/13/21 

 

Page 1 of 8 
 

Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

S&P 500 Priced for Significant Earnings Rebound 
In our 3Q20 analysis of the S&P 500’s true Core Earnings1, we noted the rapid decline in profitability had not 
deterred the index’s valuation from racing to all-time highs. That trend remains unchanged. The S&P 500 clearly 
expects record economic growth to translate into record earnings growth. 

In this report, our Core Earnings research is based on the latest audited financial data, which is the 2020 10-K 
for most companies. Operating Earnings from S&P Global is based on the same time frame. 

 

 

S&P 500 Pricing In Major Earnings Recovery 

Figure 1 shows how the S&P 500 price continues to rise in the face of a stark decline in Core Earnings.  

Figure 1 also illustrates how different the market’s response to the COVID-19 pandemic has been compared to 
the Financial Crisis in 2008/2009. During that crisis, the S&P 500’s price fell with Core Earnings and didn’t 
rebound until 2Q09, around the time Core Earnings bottomed. Today, the market has already soared to all-time 
highs while Core Earnings remain depressed.  

We continue to see positive news regarding the vaccine rollout and the “reopening” of economies around the 
world. The good news and expectations for earnings growth appear priced in to most stocks, and we think 
investors with fiduciary duties should consider taking some gains and reallocating to more undervalued and safer 
stocks. 

Figure 1: Core Earnings vs. S&P 500 Price: 2004 to Present (through 3/23/212) 
 

 
 

Sources: New Constructs, LLC, company filings, and S&P Global (SPGI).  
Our Core Earnings analysis is based on aggregated TTM data through 6/30/13, and aggregated quarterly data thereafter for the S&P 500 
constituents in each measurement period. More details in Appendix I. 

 

 

 
1 Only Core Earnings enable investors to overcome the inaccuracies, omissions and biases in legacy fundamental data and research, as 
proven in Core Earnings: New Data & Evidence, a forthcoming paper in The Journal of Financial Economics. 
2 The earliest date 2020 10-Ks for the S&P 500 constituents were available. 
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Market Clearly Expects Earnings to Recover

Core Earnings S&P 500 Price

Financial crisis COVID 

pandemic

Learn more about the best fundamental research 

http://blog.newconstructs.com/
http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/sp-500-valuation-remains-over-its-skis/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.spglobal.com/spdji/en/indices/equity/sp-500/#overview
https://www.newconstructs.com/its-official-we-offer-the-best-fundamental-data-in-the-world/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/email-sign-up-best-fundamental-research/
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S&P 500 Hasn’t Been This Expensive Since 2004  

Figure 2 shows how the trailing price-to-earnings (P/E) ratios based on our Core Earnings and S&P Global’s 
(SPGI) operating earnings are currently at all-time highs (data goes back to 2004), breaking records previously 
set in 3Q20. Both ratios clearly indicate that the market is fully valuing a significant recovery in earnings.  

Figure 2: Price-to-Core vs. Price-to-SPGI’s Operating Earnings: TTM 12/31/04 – Present (through 3/23/21) 
 

 
  

Sources: New Constructs, LLC, company filings, and S&P Global. 
Our Core Earnings P/E ratio is aggregating the TTM results for constituents through 6/30/13 and aggregating four quarters of results for the 
S&P 500 constituents in each measurement period thereafter. SPGI’s P/E is based on four quarters of aggregated S&P 500 results in each 
period. More details in Appendix II. 

The Earnings Rebound Has Not Arrived 

2020 Core Earnings per share for the S&P 500 fell 4% quarter-over-quarter while 2020 S&P Global's Operating 
Earnings per share3 for the S&P 500 fell 2%. Despite the strong price performance of the S&P 500 in 2020, the 
subsequent earnings recovery had not yet materialized by the end of 2020.  

Figure 3 highlights how different our measure of Core Earnings has been from SPGI’s Operating Earnings in 
prior periods. The differences are due to errors, omissions, and biases in legacy fundamental datasets (detailed 
in a paper forthcoming in The Journal of Financial Economics) that fail to capture the full impact of unusual 
gains/losses buried in footnotes. Missing these unusual gains/losses causes earnings measures to be unreliable 
and subject to management manipulation.  

Relying on legacy providers’ data can put investors at risk of not understanding the true trajectory of earnings at 
a company level and across the entire market. 

 

 

 

 

 

 

 
 

 
3 We think SPGI’s Operating Earnings provide the best comparison to how we calculate Core Earnings. 
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http://blog.newconstructs.com/
http://blog.newconstructs.com/
http://www.newconstructs.com
https://us.spindices.com/indices/equity/sp-500#overview
https://us.spindices.com/indices/equity/sp-500#overview
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/cfos-agree-20-companies-misleading-earnings/
https://www.newconstructs.com/cfos-agree-20-companies-misleading-earnings/
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Figure 3: Core Earnings vs. SPGI’s Operating Earnings Per Share: 2004 – Present (through 3/23/21) 
 

   

Sources: New Constructs, LLC, company filings, and S&P Global. Note: the most recent periods’ data for SPGI’s Operating Earnings is 
based on consensus. 
Our Core Earnings analysis is based on aggregated TTM data through 6/30/13, and aggregated quarterly data thereafter for the S&P 500 
constituents in each measurement period. 

Figure 4 charts the percentage change in our Core Earnings and SPGI’s operating earnings and clearly 
illustrates that SPGI’s operating earnings took a more pronounced decline during the financial crisis and have yet 
to align with Core Earnings.  

Figure 4: Core vs. SPGI’s Operating Earnings Per Share for the S&P 500 – % Change: 2004 – 3/23/21 
 

   

Sources: New Constructs, LLC, company filings, and S&P Global (SPGI).  Note: the most recent periods’ data for SPGI’s Operating Earnings 
is based on consensus. 
Our Core Earnings analysis is based on aggregated TTM data through 6/30/13, and aggregated quarterly data thereafter for the S&P 500 
constituents in each measurement period. 

Where & Where Not to Put Your Money 

We’ve recently identified numerous “Micro-Bubbles” or groups of stocks with extraordinary levels of risk 
compared to peer firm’s stocks. Micro-Bubble winners are undervalued stocks of companies positioned to excel 
during and after the stocks in Micro-Bubbles burst, and investors can find quality risk/reward in these names. On 
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the flip side investors should avoid Micro-Bubble losers, which are stocks of companies that are priced for 
unrealistic growth in profitability and market share despite weak fundamentals and often a lack of competitive 
advantage.  

Figure 5 shows all of our micro-bubble winners and losers.  

Figure 5: Micro-Bubble Winners & Micro-Bubble Stocks 
 

Micro-Bubble Winners Micro-Bubble Losers Report Date 

The Walt Disney Company (DIS) Netflix (NFLX) 3/24/21 

JPMorgan Chase (JPM)  No one specific loser 3/10/21 

No one specific winner  Spotify Technology (SPOT) 3/1/21 

General Motors Co (GM) Tesla Inc (TSLA) 2/18/21 

Kellogg Company (K) Beyond Meat Inc. (BYND) 2/16/21 

Hyatt Hotels Corp (H) Airbnb, Inc. (ABNB) 2/10/21  

Williams-Sonoma Inc. (WSM) Wayfair, Inc. (W) 2/3/21  

Sysco Corporation (SYY) DoorDash, Inc. (DASH) 1/27/21  

Alphabet, Inc. (GOOGL) GoDaddy Inc (GDDY) 9/26/18  

Microsoft Corporation (MSFT) Dropbox Inc. (DBX) 9/26/18  

Oracle Corporation (ORCL) Salesforce.com Inc. (CRM) 8/16/18 

Walmart, Inc. (WMT) Amazon.com Inc. (AMZN) 8/16/18 
 

Sources: New Constructs, LLC and company filings. 

This article originally published on April 13, 2021. 

Disclosure: David Trainer owns SYY, H, and JPM. David Trainer, Kyle Guske II, Matt Shuler, Alex Sword, and 
Devyn DeLange receive no compensation to write about any specific stock, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research. 

  

http://blog.newconstructs.com/
http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/the-magic-kingdom-is-the-streaming-industrys-micro-bubble-winner/
https://www.newconstructs.com/the-real-winner-of-the-fintech-micro-bubble/
https://www.newconstructs.com/micro-bubble-loser-in-the-audio-streaming-market/
https://www.newconstructs.com/this-auto-manufacturer-is-worth-the-wait/
https://www.newconstructs.com/micro-bubble-winners-losers-in-the-alternative-meat-market/
https://www.newconstructs.com/regulation-will-evict-this-firms-micro-bubble-expectations/
https://www.newconstructs.com/a-micro-bubble-brewing-in-the-home-goods-market/
https://www.newconstructs.com/micro-bubbles-winners-losers/
https://www.newconstructs.com/micro-bubble-winners-part-2/
https://www.newconstructs.com/micro-bubble-winners-part-2/
https://www.newconstructs.com/micro-bubble-winners/
https://www.newconstructs.com/micro-bubble-winners/
https://www.newconstructs.com/sp-500-priced-for-significant-earnings-rebound/
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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Appendix I: Core Earnings Methodology  

In the Figures above, we use the following to calculate Core Earnings: 

• aggregated annual data for constituents in the S&P 500 for each measurement period through 6/30/13 
• aggregated quarterly data for constituents in the S&P 500 for each measurement period post 6/30/13 to 

present 

While we prefer aggregated quarterly numbers, we have examined the potential impacts of the two 
methodologies and have found no material differences. 
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Appendix II: P/E Ratio Methodology for Core & SPGI’s Operating Earnings 

In Figure 2 above, we calculate the price-to-Core Earnings ratio through 6/30/13 as follows: 

1. Calculate a TTM earnings yield for every S&P 500 constituent 
2. Weight the earnings yields by each stock’s respective S&P 500 weight 
3. Sum the weighted earnings yields and take the inverse (1/Earnings Yield) 

We calculate the price-to-Core Earnings ratio for periods post 6/30/13 as follows: 

1. Calculate a trailing four quarters earnings yield for every S&P 500 constituent 
2. Weight the earnings yield by each stock’s respective S&P 500 weight 
3. Sum the weighted earnings yields and take the inverse (1/Earnings Yield) 

We use the earnings yield methodology because P/E ratios don’t follow a linear trend. A P/E ratio of 1 is “better” 
than a P/E ratio of 30, but a P/E ratio of 30 is “better” than a P/E ratio of -15. In other words, aggregating P/E 
ratios can result in a low multiple due the inclusion of just a few stocks with negative P/Es. 

Using earnings yields solves this problem because a high earnings yield is always “better” than a low earnings 
yield. There is no conceptual difference when flipping from positive to negative earnings yields as there is with 
traditional P/E ratios. 

By using quarterly data as soon as its available, we better capture the impact of changes to S&P 500 
constituents on a quarterly basis. For example, a company could be a constituent in 2Q18, but not in 3Q18. This 
method captures the continuously changing nature of the S&P 500 constituency. 

For all periods in Figure 2, we calculate the price-to-SPGI’s Operating Earnings ratio by summing the preceding 
4 quarters of Operating Earnings per share and, then, dividing by the S&P 500 price at the end of each 
measurement period. 
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It’s Official: We Offer the Best Fundamental Data in the World 

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show: 

1. Legacy fundamental datasets suffer from significant inaccuracies, omissions and biases.  
2. Only our “novel database” enables investors to overcome these flaws and apply reliable fundamental 

data in their research. 
3. Our proprietary measures of Core Earnings and Earnings Distortion materially improve stock picking and 

forecasting of profits. 

Best Fundamental Data in the World 

Forthcoming in The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data & 
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection 
processes to provide superior fundamental data, earnings models, and research. More details. 

Key quotes from the paper: 

• “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from 
Compustat’s adjusted earnings measures. For example… 50% to 70% of the variation in Total 
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” – pp. 14, 1st para. 

• “A final source of differences [between New Constructs’ and S&P Global’s data] is due to data collection 
oversights…we identified cases where Compustat did not collect information relating to firms’ income 
that is useful in assessing core earnings.” – pp. 16, 2nd para. 

Superior Models 

A top accounting firm features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ & 
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.  

Key quotes from the paper: 

• “…an accurate calculation of ROIC requires more diligence than often occurs in some of the common, 
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs does] 
can investors get an accurate calculation of ROIC.” – pp. 8, 5th para. 

• “The majority of the difference…comes from New Constructs’ machine learning approach, which 
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply 
in the footnotes across thousands of companies.” – pp. 4, 2nd para. 

Superior Stock Ratings 

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Indiana’s Kelley 
School of Business. Bloomberg features the paper here. 

Key quotes from the paper: 

• “the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that 
are statistically and economically significant.” – pp. 6, 3rd para. 

• “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to 
traditional sell-side analysts.” – pp. 20, 3rd para. 

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it 
affordable for all investors, not just Wall Street insiders. 

We believe every investor deserves to know the whole truth about the profitability and valuation of any company 
they consider for investment. More details on our cutting-edge technology and how we use it are here. 

http://blog.newconstructs.com/
http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/earnings-distortion-score-methodology/
http://jfe.rochester.edu/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/blog/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/getting-roic-right/
https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514879
https://www.bloomberg.com/news/articles/2020-02-11/robot-analysts-outwit-humans-in-study-of-profit-from-stock-calls?sref=zw7RLDfe
https://www.youtube.com/watch?v=wRUr5w4zDVA
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.  
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first two days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.   
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
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	Appendix I: Core Earnings Methodology
	In the Figures above, we use the following to calculate Core Earnings:
	 aggregated annual data for constituents in the S&P 500 for each measurement period through 6/30/13
	 aggregated quarterly data for constituents in the S&P 500 for each measurement period post 6/30/13 to present
	While we prefer aggregated quarterly numbers, we have examined the potential impacts of the two methodologies and have found no material differences.
	Appendix II: P/E Ratio Methodology for Core & SPGI’s Operating Earnings
	In Figure 2 above, we calculate the price-to-Core Earnings ratio through 6/30/13 as follows:
	1. Calculate a TTM earnings yield for every S&P 500 constituent
	2. Weight the earnings yields by each stock’s respective S&P 500 weight
	3. Sum the weighted earnings yields and take the inverse (1/Earnings Yield)
	We calculate the price-to-Core Earnings ratio for periods post 6/30/13 as follows:
	1. Calculate a trailing four quarters earnings yield for every S&P 500 constituent
	2. Weight the earnings yield by each stock’s respective S&P 500 weight
	3. Sum the weighted earnings yields and take the inverse (1/Earnings Yield)
	We use the earnings yield methodology because P/E ratios don’t follow a linear trend. A P/E ratio of 1 is “better” than a P/E ratio of 30, but a P/E ratio of 30 is “better” than a P/E ratio of -15. In other words, aggregating P/E ratios can result in ...
	Using earnings yields solves this problem because a high earnings yield is always “better” than a low earnings yield. There is no conceptual difference when flipping from positive to negative earnings yields as there is with traditional P/E ratios.
	By using quarterly data as soon as its available, we better capture the impact of changes to S&P 500 constituents on a quarterly basis. For example, a company could be a constituent in 2Q18, but not in 3Q18. This method captures the continuously chang...
	For all periods in Figure 2, we calculate the price-to-SPGI’s Operating Earnings ratio by summing the preceding 4 quarters of Operating Earnings per share and, then, dividing by the S&P 500 price at the end of each measurement period.
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