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HIGHLIGHTS 

 

Following the continued sell-off in equities last month, 

Strategizer’s model scores only showed modest improvements 

That said, there were two developments worth highlighting: i) 

the TSX outlook shifted from below-average to average returns 

(a step in the right direction); and ii) our Asia ex-Japan model 

flipped “overweight” from “neutral” 

Our Treasury bond duration model is further emphasizing its 

counter-consensus “overweight” call — improving to levels not 

seen since 2011 

Strategizer’s U.S. dollar outlook sunk further, hitting maximum 

bearish scores while upgrading its view on the Japanese yen to 

maximum bullish 

In our monthly theme, we highlight how the multiple 

compression this year has been particularly pronounced in the 

most expensive segment of the market and what this means 

going forward 

We do not think the valuation adjustment is complete, which 

argues for further downside in U.S. equities  
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New Features: Outlining ETFs that Align with 
Strategizer’s Models 
In our ongoing effort to enhance Strategizer and provide additional tools to our subscribers, we have outlined proxy 

ETFs (below), which can be utilized by subscribers to act easily based on the results for each respective model if they 

choose to do so.  

For those clients who would like to go through our analysis and how the numerical scorecards are derived, please do 

not hesitate to contact us at strategy@rosenbergresearch.com. 

Subscribe to Strategizer to access the ETF Tickers 

 

ETFs that Align with Strategizer’s Models 
Global 

 

 

 

 

 

 Source: Rosenberg Research 
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Summary of Our Models’ Key Views 

Equities 

• Following the continued sell-off in equities last month, Strategizer’s model scores only showed modest 

improvements  

• Thus, our prior “neutral” ratings in many of the markets we track remain in place, indicating that risk/reward 

profiles, in general, are not yet overly attractive 

• That said, there were two developments worth highlighting  

• First, our Canadian equity model, while retaining its “neutral” view, did experience an upgrade from a below-

average return expectation to average, despite the small improvement in its score  

• Second, Asia is one region we would consider adding exposure to at the current time with Japan on the verge of 

flipping “overweight” while our ex-Japan model crossed that important threshold this month 

Treasuries  

• With the 10-year U.S. Treasury yield hitting 3.0%, a level not seen since 2018, Strategizer is further emphasizing its 

counter-consensus “overweight” position 

• In fact, model scores have improved to levels not seen since 2011, which foreshadowed a 220-basis point decline 

in yields  

• We continue to believe that the Fed’s hawkish pivot — which contributed significantly to the up-move in rates — is 

fully reflected in current market pricing, making a further surprise on this front less likely 

• Additionally, there are continued signals of deteriorating economic growth, which has traditionally been an 

excellent time to increase duration exposure 

Currencies 

• Strategizer’s negative outlook on the U.S. dollar has reached maximum bearish levels, hitting a score of 0.0 in April 

(which has not been seen since the 2020 market meltdown) 

• We believe the divergence in central bank rate hike expectations has run its course, indicating limited further 

upside from this source of support 

• In addition, our “fair value” for the U.S. dollar is the most disconnected it has ever been when compared to current 

levels 

• However, we still see the potential for dollar strength against the loonie and British pound, meaning we are not 

calling for broad-based weakness 

• Rather, our focus is on the euro and Japanese yen (our model just hit maximum bullish at 100.0) in terms of 

offering the greatest upside potential against the U.S. dollar (our preference is for the latter over the former) 
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Equity Models 

Highlights  

• The general theme in April, following the continued market sell-off, was a modest improvement in equity model 

scores but with limited (if any) improvements in forward return prospects 

• Strategizer remains in “neutral” territory for many of the markets we track, signaling that the bottom is not in just yet 

as we await the full reset (particularly in valuations) that is needed to give investors the “green light” 

• That said, there were a few developments worth noting — expected returns in Canada did increase from below-

average to average (a step in the right direction), while Asia is beginning to look very attractive (particularly ex. 

Japan, which flipped “overweight”) 

U.S. Equities: Modest Model Score Improvement Despite Sell-Off 

Despite the S&P 500 plunging 8.8% on the month, the worst performance since March 2020, our U.S. equity model 

had a very small improvement in its score — ticking up to 39.5 from 34.5. In fact, the continued sell-off last month did 

nothing to change Strategizer’s forward return outlook — still projecting below-average performance based on our 

backtest period. As such, we remain of the belief that the corrective phase has not fully run its course.  

Investor’s face a number of clouds on the horizon ranging from: a hawkish Fed trying to deal with supply-side 

inflationary pressures; a significant withdrawal of fiscal support; the economic fallout of the Russia-Ukraine war; and 

the first negative GDP print since the 2020 COVID-19 lockdowns. Safe to say that the combination of these events does 

not generally bode well for risk-assets and, as such, are inclined to view any rally as an oversold bounce as opposed to 

the beginning of a new trend.  

In particular, we have not seen a significant reset of valuations across the board — our composite went from an 89th 

percentile reading to 84th, despite the sell-off that occurred in April. To us, this means that embedded earnings 

expectations remain too optimistic and will need to come down (alongside falling prices) in order to return valuations to 

more attractive levels.  

Of course, investing is not a zero-sum game, and this does not mean that opportunities cannot be found underneath 

the surface (particularly in our top-rated sectors, for example). What it does mean is that, until we see higher model 

scores and thus above-average return projections, we do not believe the correction is over. For those with the risk 

tolerance and time horizon to do so, consideration can be given to begin scaling in on further market weakness, but we 

would certainly not recommend jumping all-in at this time. 
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As shown below, the current model score (39.5) remains consistent with a 12-month return that is below-average 

historically. We advocate investors should refrain from going “all-in” and thinking that a bottom is in — the risk/reward 

profile does not support it.  

What Our U.S. Equity Model is Predicting for S&P 500 Returns 
 

Source: Rosenberg Research 
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Source: Rosenberg Research 

 

39.5 
Currently 
End of April 2022 

95.3 
End of March 

2020 

34.5 
End of March 

2022 



 
 

  

Strategizer A Monthly Guidebook for Active Investors May 2022 
 

  

 

Rosenberg Research 7 

U.S. Equity Model Historical Values: Remaining Neutral 
United States 

(score) 

  

Source: Rosenberg Research 

At the sector level, there is a bunching at the top of our list with Strategizer continuing to believe in a barbell approach 

— having select value exposure and areas that are well positioned to hedge against the current inflationary period 

(Energy, Materials, and Industrials) as well as more defensive segments (Real Estate, Communication Services and 

Health Care) due to our expectation of weaker economic growth.  

From our standpoint, we believe risks are rising that a Fed policy mistake will be made, undergoing a tightening cycle at 

a time of slowing economic activity. This is an obvious bearish development for risk assets and speaks to the need for 

adding defensive sectors to the portfolio. But, like we saw at the beginning of the year, this tightening should also be 

felt more in high multiple companies/sectors (i.e., growth stocks) that are more vulnerable to liquidity being removed.  

This argues for select value exposure, where already light positioning and better valuations will help insulate any 

downside. Energy and Materials remains the top call on this front, boosted by the idiosyncratic tailwinds of 

supply/demand imbalances in commodity markets translating to significant cash-flow improvements (as a result of 

capex discipline). Many parts of Industrials also fit this criterion, but with an added benefit of including the Aerospace & 

Defense industry that is poised to benefit from this period of boosted government defense spending.  

Beyond this, Health Care, Real Estate and Communication Services (more so on the Telecom side), which tend to 

outperform when global economic activity is slowing (due to their defensive characteristics), round out the list of our top 

picks. We continue to think that markets are downplaying the extent of the coming slowdown in GDP growth — this is 

despite seeing the first quarterly contraction in real GDP growth since early-2020, and a visible rolling over in key 

leading indicators such as housing and the ISM manufacturing PMI data. These are clear indications that investors 

should look to shift exposure away from cyclicals and towards defensives. 
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U.S. Equity Sector Ranks: A Barbell of Defensives and Inflation Hedges 
United States 

 

Note: i) lower rankings denote strength whereas higher rankings denote weakness and ii) values in brackets indicate prior month ranking 

Source: Rosenberg Research 

Historically, our top-ranking sectors (1 to 4) have produced above-average returns whereas our bottom-ranking sectors 

(8 to 11) have produced below-average returns (see below). In the case of the S&P 500, our top four ranking sectors 

had a median 52-week forward return of 10.4% whereas our bottom four sectors had a return over the same period of 

7.0%. 

Median 52-Week Forward Returns by Sector Ranking in our U.S. Equity Model 
United States 

(percent change) 

 

Current ranks are as follows: Energy (1), Materials (2), Industrials (3), Real Estate (4), Communication Services (4), Health Care (4), Consumer Staples (7), Financials 

(8), Consumer Discretionary (9), Utilities (9), Technology (11) 

Source: Rosenberg Research 
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Canadian Equities: A Step in the Right Direction, But Neutral Overall 

Strategizer’s assessment on Canadian equities improved in April — increasing to a score of 47.0 from 38.4 in March. 

While still firmly in “neutral” territory, the increased model reading has resulted in an upgrade to forward return 

expectations (based on historical backtesting) from below-average to average. It is well known that Canada is a large 

beneficiary of its exposure to value stocks, particularly in commodities (over a third of the index is in Energy and 

Materials). The result is an outperformance to the S&P 500 (that tilts towards growth), returning -0.2% year-to-date 

compared to -9.8% in the United States.  

Admittedly, while history reveals that similar periods of large outperformance tend to mean revert (in the near-term), it 

does not mean that we view the TSX in a negative light over a longer horizon. Indeed, valuation support is significantly 

better compared to the U.S. — for example, the forward P/E ratio trades at 13.0x, which is among the widest spreads to 

the S&P 500 (at five multiple points) ever. Furthermore, the aforementioned commodity exposure will support the 

overall index during this period of supply/demand imbalances found in many key materials markets. 
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At current levels (47.0), our Canadian equity model is forecasting returns (price only) of 4.5% over the next 12 months. 

This is consistent with returns that are in-line with the median (+4.5%) over our sample period (since 2006).  

What Our Canadian Equity Model is Predicting for TSX Returns  
 

Source: Rosenberg Research 

 

Canadian Equity Model Historical Values: Remain Neutral 
Canada 

(score) 

  

 Source: Rosenberg Research 
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There was little change to our top-rated sectors in Canada this month with Energy, Materials and Financials retaining 

the top three rankings. What did change was the surge in Real Estate to the number four spot (previously ninth), 

overtaking Health Care, which held that position last month (and ultimately dropped to the middle of the pack).  

Our reasons for being bullish on the TSX Energy sector have not changed — the sector is awash in cash as a result of 

surging commodity prices at a time of management focus on capex discipline. This translates to significant increases in 

free cash flow, which companies have been taking advantage of to lower debt and increase payouts to shareholders 

(either through dividends or buybacks). As this continues, and we have every expectation that it will, the current 

environment is supportive of future return expectations, even with the large returns to-date. 

Materials stocks remain in an uptrend after breaking out of their recent trading range. As we like to highlight, the sector 

has a high weighting to gold names in Canada, in addition to base metals exposure, which provides investors with a 

more defensive tilt than one would otherwise expect to see from Materials. Additionally, when it comes to gold, its 

performance has held in well despite the move in the dollar and Treasury yields (a bullish development) — likely 

attributable to its role as a hedge during this period of elevated geopolitical tensions.  

Financials remain a top pick in Canada. While there are valid concerns about the pace of BoC rate hikes and their 

impact on an indebted Canadian consumer, we believe this is more than offset by other positive attributes. Specifically, 

the sector commands excellent valuations while investor positioning is light compared to other areas of the market (a 

major contrarian positive). Furthermore, fundamentals remain a tailwind, with the group offering a superior dividend 

yield (3.6%) compared to the overall TSX (2.7%) and to U.S. peers (1.9%), excellent profitability and a sound capital 

structure.   

Finally, after a 6.3% plunge in April (compared to -5.2% for the TSX), Strategizer has upgraded its view on the Real 

Estate sector — jumping to number four from ninth, which is a significant improvement. Ultimately, we feel this move is 

overdone, especially given that the Canadian economy is now fully open without virus-related restrictions. Real Estate 

also offers a hedge to investors during times of slowing economic growth and market volatility (given its real asset 

exposure), which also provides support to the outlook for this group — ultimately providing investors with another 

defensive option (besides Materials) in our top four sector rankings.  
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Current Canadian Equity Sector Ranks: Energy Remains our Top Pick  
Canada 

 

Note: i) lower rankings denote strength whereas higher rankings denote weakness and ii) values in brackets indicate prior month ranking 

Source: Rosenberg Research 

For reference, below are the backtest results of our top ranking (1 to 4) and bottom ranking (8 to 11) sectors within the 

TSX. Our highest-ranking sectors have historically returned 8.9% on a 52-week basis versus 5.6% for our lowest ranking 

sectors. 

Median 52-Week Forward Returns by Sector Ranking in Our Canadian Equity Model  
Canada  

(percent change) 

 

Current ranks are as follows: Energy (1), Materials (2), Financials (3), Real Estate (4), Consumer Staples (5), Health Care (6), Utilities (7), Industrials (7), 

Communication Services (7), Consumer Discretionary (10), Technology (11) 

Source: Rosenberg Research 
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International Equities: Asia Remains our Preferred Region 

 ur European equity model’s score increased modestly for the second straight month in April — moving to 53.1 from 

49.5 — but retains its overall “neutral” view. As a result of the Russia-Ukraine war-induced volatility, the Stoxx 600 is 

sitting 10% below its highs while investors have turned sour on the region. Indeed, sentiment remains depressed (47th 

percentile) alongside slightly below-average positioning (49th percentile). Furthermore, valuations are beginning to look 

attractive — the forward P/E ratio is down to a below-average 12.7x and is among the widest discount levels to the 

United States in at least seventeen years.  

The aforementioned developments generally represent positive tailwinds when it comes to forward returns. That said, 

there is still a tremendous amount of uncertainty when it comes to the fundamental outlook in the region, especially 

considering the proposal of a  ussian oil embargo in the E ’s latest round of sanctions  Until more clarity is provided, 

this overhang will weigh against our model from moving to overweight. 
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Despite our model’s score inching higher this month, our 12-month return forecast is unchanged at +4.2%. A significant 

amount of negative developments are being discounted at current levels but, while forward return prospects are 

positive they remain below average. Thus, investors may consider slowly adding at these levels, if they have the risk 

tolerance to do so, but should avoid believing that a market bottom is in.  

What Our European Equity Model Is Predicting for Stoxx 600 Returns  
 

Source: Rosenberg Research 

 

European Equity Model Historical Values: At the Midpoint of the Historical Range 
Europe 

(score) 

  

 Source: Rosenberg Research 
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Like Europe, our Japan model experienced a modest improvement in April with an uptick to 64.7 from 63.6, remaining 

at the high-end of “neutral ” The prolonged period in yen weakness should provide a positive tailwind, with a lag, to the 

country’s large exporters and, thus, Japanese equity markets  At the same time, valuations continue to remain at 

attractive levels, meaning much of the current economic impacts from the Russia-Ukraine war and terms-of-trade shock 

are being discounted. For example, the Nikkei 225 trades at a forward P/E of just under 15.0x, below the 10-year 

average of 16.6x. Additionally, unlike in the U.S., government bond yields remain anchored by the BoJ, meaning stocks 

retain their attractive equity risk premium that, in comparison, has dwindled significantly in the United States. 

  

Below are the median forward returns for the Nikkei 225 at different model scores. As illustrated, at similar levels in the 

past, returns have amounted to 6.2% (price only) over the next year.  

 What Our Japan Equity Model Is Predicting for Nikkei 225 Returns 
 

Source: Rosenberg Research 
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Japan Equity Model Historical Values: Remain at Upper-End of Neutral 
Japan 

(score) 

 

 Source: Rosenberg Research 
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The one area of Strategizer’s equity models exhibiting a meaningful change since last month was in Asia ex-Japan, 

moving to 72.8 from 68.1. While a near-five point improvement may seem insignificant, this was enough to push the 

model into “overweight” territory for the first time since the lockdown period of early 2020. Sentiment and positioning 

remain washed out (both contrarian positives), as concerns over China’s economic activity (property market slowdown, 

“zero covid” policies, etc ) dominate investor’s mindset  The result is a stock market that is down 25% from its peak 

and has become particularly oversold.  

Furthermore, despite central banks around the world looking to raise interest rates, the PBOC is going the other way in 

providing monetary accommodation. This is not to say the Chinese economy is out of the woods just yet. Rather, in 

combination with the aforementioned contrarian positives and decent valuations (50th percentile reading), the 

risk/reward profile has improved to a level that has historically led to above-average forward returns over the next year. 
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Below are the median forward returns for the MSCI Asia Pacific ex. Japan Index at different model scores. At current 

levels, the median 12-month return (+12.7%) has been well above-average historically. Note that this would still imply 

an index level that is below its post-pandemic high, which speaks to how oversold Asia has become on a relative basis 

and how much “bad news” is already “in the price.” 

What Our Asia Ex-Japan Equity Model Is Predicting for MSCI Asia Pac Ex-Japan 
Returns 

 

Source: Rosenberg Research 

 

Asia Ex-Japan Equity Model Historical Values: Flipping Overweight 
Asia Pac ex-Japan 

(score) 

 

 Source: Rosenberg Research 
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Treasury Bond Duration Model  

Highlights 

• With the 10-year U.S. Treasury yield hitting 3.1%, a level not seen since 2018, Strategizer continues to believe in a 

counter-consensus “overweight” position 

• While the Fed has shifted its hawkish position a number of times, we believe there is limited room for further 

surprises on this front, meaning this dynamic is fully reflected in market pricing  

• Our expectation is that investors will shift focus to the deteriorating economic outlook, beginning to question how 

much of the Fed’s plans can realistically be achieved 

• As such, we see increasing duration exposure as a prudent strategy  

Strategizer’s Treasury bond duration model saw a further improvement in its “overweight” score — rising to 96.2 from 

87.5 — as the sell-off in Treasuries extended in April. Note that we have not seen a score this high since 2011, when 

our model had a maximum bullish reading of 100.0 and heralded in a 220-basis point decline to the lows in 2012. Put 

differently, following this latest move in yields, it may be time for investors to “back up the truck” and increase duration 

exposure at these levels.    

Overall, sentiment remains bearish (25th percentile), positioning is light (37th percentile) and technicals are massively 

oversold (1st percentile), which are all contrarian positives from a forward return perspective. However, more 

importantly, while we have noted a valuation overhang in prior months, the recent leg higher in yields has removed this 

impediment, now registering at just a 32nd percentile reading historically.  

Furthermore, signs are emerging that economic growth is beginning to slow sharply (the economy contracted for the 

first time since early-2020 in the first quarter, while the latest ISM manufacturing PMI deteriorated meaningfully for the 

second month in a row). This should help push back against the up-move in Fed rate hike expectations, which have 

served as a key source of weakness for the Treasury market. In addition, market pricing for rate hikes has reached a 

point where the capacity for further upside surprises is limited, in our view. As a result, Strategizer’s conviction on 

above-average duration exposure in the portfolio has rarely been higher.  
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As shown below, at current model readings, returns are now in the highest bucket across all maturities (greater than 5 

years). While this is as favorable an outlook as it gets, note that the long-end (+29.3%) has significantly outperformed 

the 10-year (+12.5%) portion and “belly” of the curve (+8.0%), resulting in our overweight duration call.  

 What Our Bond Duration Model Implies for 5-7-Year Treasury Returns 
 

Source: Rosenberg Research 
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 What Our Bond Duration Model Implies for 10-Year Treasury Returns 
 

Source: Rosenberg Research 

 

What Our Bond Duration Model Implies for 30-Year Treasury Returns 
 

Source: Rosenberg Research 
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Treasury Bond Duration Model Historical Values: Increasing Our Overweight Call 
United States 

(score) 

 

 Source: Rosenberg Research 
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Currency Models 

Highlights 

• Strategizer’s pessimistic view on the      dollar intensified in April, with the model’s score falling to zero — a 

maximum bearish reading 

• We have not seen a score like this since the COVID-19 lockdowns of early-2020 

• The dollar remains at a record premium to “fair value” while positioning is crowded and sentiment is overly bullish 

• We continue to believe that the recent strength in the dollar will reverse course, with expectations of negative 

returns over the next year  

Strategizer increased its negative outlook on the      dollar in April, with the model’s score dropping to     from     in 

March. This represents a maximum bearish reading and is the first time we have seen this since the March to May 

period back in 2020 — preceding a 13% decline in the DXY dollar index into the end of the year. Reasons for the 

pessimistic outlook remain the same as prior months with crowded positioning (85th percentile), extremely bullish 

sentiment (95th percentile) and a record premium to “fair value” (100th percentile) all weighing on forward return 

expectations.  

Fed expectations have diverged considerably (particularly against the ECB and BoJ), which has helped the dollar extend 

its gains in recent months. However, as mentioned previously, it is our belief that room for further divergence is limited 

with much of the hawkish news in the U.S. being “fully in the price.” Furthermore, additional fallout from the Russia-

Ukraine war will weigh on overall global demand, thus helping to dampen inflation pressures alongside tightening 

financial conditions. The result is a medium- to long-term risk/reward profile that we believe is skewed to the downside.  
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As shown below, similar model readings in the past have been associated with a decline in the DXY dollar index over 

the next year. 

What Our U.S. Dollar Model Implies for 52-Week Returns for the DXY Dollar Index 
 

Source: Rosenberg Research 
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Given that the moderating of a divergence in central bank expectations is a key thesis to the dollar’s reversal, it is not 

surprising to see our model’s preference in the Japanese yen and euro as the best options to go long against the  .S. 

dollar. When it comes to the yen, Strategizer increased its positivity to a max bullish view with a score of 100.0 from 

84.4 prior. Despite being weighed down by a dovish BoJ and a negative terms-of-trade shock (the country relies on 

materials imports), we believe this move has gotten overextended. Notably, we are now at oversold levels not seen 

since 2014 (the last time our model was as bullish on the yen as it is currently), which led to a 2% rally over the next 

year (and 18% by the middle of 2016).  

Similarly, in Europe, the euro has also been hit by diverging central bank policies and the economic fallout of the 

Russia-Ukraine war, which we also believe has been fully reflected in current market pricing. As such, cheap valuations, 

light positioning and overly bearish sentiment have led to an improved risk/reward profile with our model’s score 

increasing to 85.9 from 80.8.  

However, Strategizer does not believe that a period of broad-based dollar weakness is upon us. Despite the maximum 

bearish overall view, our model expects the U.S. dollar to strengthen fractionally against the Canadian dollar and British 

pound. 

Additionally, it should also be mentioned that after the relentless pace of gains in recent months, U.S. dollar weakness 

would be welcome news to international equities, particularly in Emerging Markets (a tailwind to our Asia ex. Japan 

overweight call). It also means investors should evaluate their U.S. equity exposure in light of this development — 

looking for companies with greater-than-average share of revenues internationally that benefit from this tailwind. 

Furthermore, a positive feedback cycle may be at play with our U.S. Treasury model, whereby the lagged effects of 

dollar strength filters through the economy as a disinflationary force, thereby easing pressures on yields (vis-à-vis 

reduced Fed expectations).  
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What Our Euro Model Implies for 52-Week Returns for EURUSD 
 

Source: Rosenberg Research 
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What Our Canadian Dollar Model Implies for 52-Week Returns for CADUSD 
 

Source: Rosenberg Research 
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What Our British Pound Model Implies for 52-Week Returns for GBPUSD 
 

Source: Rosenberg Research 
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What Our Japanese Yen Model Implies for 52-Week Returns for JPYUSD 
 

Source: Rosenberg Research 
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Valuation Adjustment Has Further to Go 

Highlights 

• A combination of negative forces has resulted in a meaningful adjustment in valuations this year 

• In fact, the decline in the forward P/E over the last four months, has been one of the largest on record 

• The most expensive stocks have been hit especially hard, but our work shows there is more room to go 

• If we are correct in this assessment, then this means growth stocks should remain under downward pressure  

• Against this backdrop, we see the broader equity market struggling to find its footing given the outsized weight of 

these companies within the major indices 

It’s been a challenging start to the year for the      equity market, with the  &P     falling more than     through the 

end of April. This represents the worst performance to start a calendar year since 1939, as a number of negative forces 

have converged at once. While not an exhaustive list, the weakness can largely be attributed to: i) slowing economic 

growth; ii) elevated inflation; iii) a surge in government bond yields; iv) ongoing supply chain disruptions; v) China’s 

“zero covid” approach; vi) the Russia/Ukraine conflict; vii) a lackluster earnings season for the mega cap growth stocks; 

and viii) the Fed’s rapid pivot away from accommodative monetary policy  While it can be debated which of these 

developments is exerting the largest negative impact, the net result is that valuations are — appropriately — being 

adjusted lower quite rapidly. 

At the start of 2022, the S&P 500 was trading at a forward P/E ratio of 21.5x. In data since 1980 (the beginning of our 

dataset), this represents a 93rd percentile reading  However, by the end of April, the  &P    ’s forward P/E had fallen 

to     x, still rich by historical standards, although now “only” an   th percentile score. For context, this four-point 

multiple compression — in just four months — is one of the fastest downward adjustments to valuations on record. In 

fact, the only other times we have seen a more rapid decline were: Black Monday and its aftermath in 1987/1988, the 

tech bubble collapse in 2001/2002, the Global Financial Crisis in 2008 and the COVID-19 recession of 2020.  
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One of the Largest Valuation Compressions on Record 
United States: change in forward P/E ratio (points) 

(four-month change) 

 

Source: Bloomberg, Rosenberg Research 

However, as significant as the valuation adjustment has been for the broader stock market, it has been even more 

substantial for the most expensive stocks. Recall that, in our February 2021 edition of Strategizer, we had flagged that 

the most expensive companies in the S&P 500 were trading at a median forward P/E of over 50x. Besides the height of 

the tech bubble, this was the only other time we had seen a comparably extreme reading. We had also noted that, after 

the bubble burst in 2000, these stocks went on to lose about 30% over the next year as valuations began to deflate.  
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The Most Expensive Stocks Have Seen a Particularly Large P/E Adjustment 
United States: median forward P/E of S&P 500 members 

(ratio) 

 

Source: Bloomberg, Rosenberg Research 

We are seeing a similar outcome this time around. After peaking at a median forward P/E of 50x in December 2021, 

our basket of most expensive names has fallen to a P/E of 37x. Over this time, the average performance of these 

stocks has been a decline of about 20%, lagging the broader market in the process. However, based on the dotcom 

experience, we believe there is still far more room for valuations to compress. Note that, when the Nasdaq Composite 

finally bottomed in October 2002 (after experiencing a peak-to-trough decline of nearly 80%), the most expensive 

stocks within the S&P 500 were trading at a median forward P/E of 25x (down from a peak of 53x in March of 2000). 
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Another way to measure how much further the valuation adjustment has to go is to look at the spread between the 

most expensive quintile of stocks within the S&P 500 and the least expensive quintile. In March of 2000, this spread 

reached an all-time high of 44 multiple points before ultimately reverting back to its long-term average of just under 20 

points. At the end of last year, this spread hit comparably extreme levels — touching 40 points before compressing in 

recent months to 28 points. From our standpoint, we fully expect this metric to return to its long-term average (20 

points) before the adjustment process is complete, meaning there is further to go in terms of removing the valuation 

excesses.  

The Spread Between Valuations for the Most Expensive and Least Expensive Stocks 
Is Still Extreme 
United States: Spread between median forward P/E of most expensive and least expensive S&P 500 members 

(multiple points) 

 

Source: Bloomberg, Rosenberg Research 
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There are a couple of important implications from this expectation. The first is that growth stocks, which have 

underperformed this year, are likely to continue to do so going forward. Indeed, we have found that the relative 

performance of growth versus value very closely tracks the spread between the forward P/E ratio of the most expensive 

names in the S&P 500 and the least. Therefore, as this spread compresses further, growth stocks will be 

disproportionately impacted (due to their higher valuations) and thus lag their value counterparts.  

Growth Stocks Set to Underperform as Valuation “Gap” Fades 
United States  

 

Source: Bloomberg, Rosenberg Research 

The second — more important — takeaway is that this corrective phase in the stock market is unlikely to be complete. 

So long as growth stocks remain vulnerable to multiple compression, this is likely to spell problems for the broader 

equity market. After all, the mega cap growth stocks, due to their outsized weight, dominate the major indices and 

therefore the market’s overall direction   

Looking ahead, while investors have been conditioned to “buy the dip” during this bull run, we believe it is premature to 

do so in the current environment. The confluence of negative forces we mentioned above is unlike anything that has 

occurred in recent history and will ultimately take some time to be resolved. As such, we see further room for multiple 

compression, especially amongst the most expensive stocks, as the market adjusts to this reality. This is what 

transpired in the aftermath of the tech bubble and, as we outlined above, we see clear evidence of a very similar 

playbook unfolding this time around.   
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Key Charts We Are Watching 
 

Sector Performance Flagging Mounting Recession Risks 
United States: Spread of Energy/Defensives Performance vs. S&P 500 

(year-over-year change; percentage points) 

 

Note: Performance is calculated as 50% Energy sector and 50% defensives (Consumer Staples, Health Care, Utilities and Telecom) less S&P 500 

Source: Bloomberg, Rosenberg Research 

 

Takeaways 

• A portfolio comprised of equal weights to the Energy sector and defensive sectors (Consumer Staples, Health Care, 

Utilities, and Telecom) has returned +26.1% over the past year 

• In comparison, the S&P 500 has fallen 1.9% over this time, resulting in a 28-percentage point performance “gap” 

• In the past, the only other times (since 1990) we have seen similar occurrences were February/March/April 2001 

and January 2008 

• In both instances, this marked the start of recessions 
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Global Liquidity a Major Headwind for Stocks 
Global: M2 Growth  

(year-over-year percent change) 

 

 

Source: Bloomberg, Rosenberg Research 

 

Takeaways  

• Global liquidity growth, at just +2.0% year-over-year, has collapsed from a peak of +21.5% in March of 2021 

• Note that comparably large slowdowns (a decrease in the YoY growth rate of more than 10 percentage points), 

have foreshadowed very weak stock market returns  

• In fact, since 2007, the average annualized return for the S&P 500 in these periods is -6.9% — by way of 

comparison, 10-year Treasuries have returned +8.8% 
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Credit Concerns Beginning to Mount 
United States: BB bond yield less CCC bond yield 

(spread; percentage points) 

 

 

Source: Haver Analytics, Rosenberg Research 

 

Takeaways  

• The spread between CCC-rated bonds yields  lowest “quality” high yield) and   -rated bond yields  highest “quality” 

high yield) has begun to widen out after reaching its tightest level in fourteen years in July of 2021 

• From our standpoint, this is a sign that the bond market is becoming increasingly concerned about credit quality in 

the face of a slowing global economy 

• For equity investors, the message here is that balance sheet quality should be a central tenet of any stock screen 
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Appendix: Basic Methodology of Our Models  
We utilize a consistent framework in the creation of all our models. First, we assess each asset class across a variety of 

metrics that fall under the following broad categories: technicals, fundamentals, valuations, sentiment and positioning. 

Next, we arrive at a composite model score by taking a simple average across these five categories before re-scaling 

the result to fit a 0 to 100 scale (0 being the worst for expected forward returns, and 100 being the best for expected 

forward returns). Over time, this score will shift and help inform investors how much more (or less) exposure to a given 

asset class they should be adding (or subtracting) in their portfolio. Please note that the models were developed based 

on their own history and thus scores are not directly comparable between asset classes or differing geographies.  

However, from an equity sector perspective, our approach is slightly different. For starters, we do not directly measure 

sentiment as we believe there is insufficient data to be able to do it well at a sector level. Consequently, our analysis is 

focused on the following four categories: technicals, fundamentals, valuations and positioning. Furthermore, instead of 

generating a composite model score as we do with the headline equity indices, we simply rank each sector (against one 

another) across each category and then average their rank. We utilize a 1 to 11 scale (where 1 is considered the 

highest possible result) to reflect the fact that there are 11 equity sectors as per the Global Industry Classification 

Standard (GICS). Note that stronger technicals and fundamentals are considered to be positive, whereas lower 

valuations and less crowded positioning are also positive.  

For those clients who would like to go through our models and how the numerical scorecards are derived, please do not 

hesitate to contact us at strategy@rosenbergresearch.com. 
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Important Disclosures 
The Strategizer report (the “Report”) provides general commentary on the 

economy and capital markets. All opinions are those of the author(s) as of the 

date of the Report and are subject to change without notice. Although every effort 

has been made to ensure that the contents of this Report are accurate at the time 

of publication, Rosenberg Research & Associates Inc. (“Rosenberg Research”) will 

not necessarily update the Report in the event facts or opinions change. The 

Report is provided on an “as is” basis and Rosenberg Research makes no 

guarantees as to the accuracy, quality, or completeness of the contents of this 

Report and will not, under any circumstances, be liable to you or any other person 

in any way for any loss or damages (direct, indirect, special, economic, incidental, 

consequential, punitive or exemplary, including without limitation, loss of revenue, 

data, anticipated profits or lost business) in respect of use of, or inability to use, or 

any reliance on, the Report or any of its content (including without limitation, any 

inaccuracies, errors, or omissions).  

This Report is for discussion purposes only. 

Although Rosenberg Research may provide commentary relating to investment 

approaches and opportunities to buy or sell securities or derivatives, such 

commentary is not intended to provide individual or customized legal, accounting, 

financial, investment, or tax advice, with respect to such securities or derivatives 

or otherwise, and should not be construed as such. Rosenberg Research is not in 

the business of providing such advice, including with respect to specific securities 

or derivatives, and is not a registered investment adviser, representative of a 

registered adviser, or associate acting on behalf or under the supervision of a 

registered adviser or registered advising representative within the meaning of 

applicable securities legislation and rules or regulations thereunder. 

This Report is only intended to provide you with general information and is neither 

an offer to sell nor a solicitation of an offer to purchase any security or derivative. 

Any commentary and information contained in this Report should not be 

considered personal investment advice or customized advice in any manner 

whatsoever, including with respect to buying or selling securities or derivatives. 

Each individual’s financial situation is unique. This Report should not be regarded 

by recipients as a substitute for the exercise of their own judgement and readers 

are encouraged to seek independent, third party research on any companies 

discussed or impacted by this Report and to seek the advice of qualified and 

registered professionals with respect to any specific financial, legal, accounting, or 

tax questions. 

Neither Rosenberg Research nor any of its directors, officers, partners, or any 

person or company that is or would be an insider of Rosenberg Research within 

the meaning of applicable securities laws have any financial or other interest in 

the securities, derivatives, or classes thereof, or in the securities or derivatives of 

a class of issuers, described in this Report other than that which has been 

disclosed. 

Any charts, graphs, or other graphics are used for illustrative purposes only and 

are not indicative of future values or the performance of any readers’ portfolio or 

model portfolio.  

This Report is not a research report under applicable U.S. rules and regulations. 

Rosenberg Research is not endorsed by or affiliated with any 

state/provincial/territorial bar association or other legal or accounting 

membership organization or association, tax authorities or agencies or 

associations, or the Investment Industry Regulatory Organization of Canada 

(IIROC), the Financial Industry Regulatory Authority (FINRA) in the U.S. or any other 

financial regulatory authority, agency or association.  

Rosenberg Research does not guarantee the accuracy of any information in this 

Report. This Report may contain links to third-party websites. These links are 

provided as a convenience only. By providing these links, Rosenberg Research is 

not expressly or impliedly endorsing or approving these other sites, nor warranting 

or guaranteeing the content of the materials on such sites or the services or 

products that may be offered on such sites.  

Rosenberg Research reports are distributed simultaneously to internal and client 

websites and other portals by email and are not publicly available. 

Terms and Conditions of Use 

Your receipts and use of this report are governed by the Terms and Conditions of 

Use which may be viewed at [www.rosenbergresearch.com] 

THIS ROSENBERG RESEARCH REPORT IS NOT PUBLICLY AVAILABLE. 

UNAUTHORIZED USE OR DISCLOSURE IS PROHIBITED. 

This report is prepared for the exclusive use of Rosenberg Research clients, 

subscribers to this report and other individuals who Rosenberg Research has 

determined should receive this report. This report may not be redistributed, 

retransmitted or disclosed, in whole or in part, or in any form or manner, without 

the express written consent of Rosenberg Research. 

ANY USE OF THIS REPORT IS AT YOUR OWN RISK AND LIABILITY. NEITHER 

ROSENBERG RESEARCH, NOR ANY DIRECTOR, OFFICER, EMPLOYEE OR AGENT OF 

ROSENBERG RESEARCH, ACCEPTS ANY LIABILITY WHATSOEVER FOR ANY DIRECT, 

INDIRECT, CONSEQUENTIAL, MORAL, INCIDENTAL, COLLATERAL OR SPECIAL 

DAMAGES OR LOSSES OF ANY KIND, INCLUDING, WITHOUT LIMITATION, THOSE 

DAMAGES ARISING FROM ANY DECISION MADE OR ACTION TAKEN BY YOU IN 

RELIANCE ON THE CONTENT OF THIS REPORT, OR THOSE DAMAGES RESULTING 

FROM LOSS OF USE, DATA OR PROFITS, WHETHER FROM THE USE OF OR 

INABILITY TO USE ANY CONTENT OR SOFTWARE OBTAINED FROM THIRD PARTIES 

REQUIRED TO OBTAIN ACCESS TO THE CONTENT, OR ANY OTHER CAUSE, EVEN IF 

ROSENBERG RESEARCH IS ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR 

LOSSES AND EVEN IF CAUSED BY ANY ACT, OMISSION OR NEGLIGENCE OF 

ROSENBERG RESEARCH OR ITS DIRECTORS, OFFICERS, EMPLOYEES OR AGENTS 

AND EVEN IF ANY OF THEM HAS BEEN APPRISED OF THE LIKELIHOOD OF SUCH 

DAMAGES OCCURRING. 

If you have received this report in error, or no longer wish to receive this report, 

you may ask to have your contact information removed from our distribution list by 

emailing [subscriptions@rosenbergresearch.com]. 
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Our Products 

Breakfast with Dave  

Our flagship product, Breakfast with Dave, 

is an in-depth look into the global financial 

markets and the economy. You’ll access 

Dave’s deep data analysis and 

assessments of “big picture” trends, and 

his advice on how to invest around them. 

Sample Report 

Strategizer 

A monthly report designed to produce 

actionable investment ideas based on our 

proprietary models. The report covers a 

wide range of asset classes and sectors 

and will help investors identify shifts  

and opportunities in the investment 

landscape. 

Sample Report 

Webcast with Dave  

For these webcasts, David is joined by 

industry titans to share their views on the 

markets and the economy. Past and future 

speakers include Gary Shilling, Richard 

Bernstein, Niall Ferguson, Jeffrey 

Gundlach, and other legends. 

Check out our guest line up 

Appetizer with Dave 

Appetizer with Dave provides a very quick 

synopsis of the most important economic 

and financial market developments and 

their implications, derived from the past 

week’s Early Morning with Dave 

publications. This is our lowest-priced 

report and is targeted towards subscribers 

who are looking for a concise snapshot of 

how global events are unfolding. 

Sample Report 

Early Morning with Dave  

Dave and our team of economists get up 

early to prepare this analysis of the 

overnight markets and global events. 

Dave’s take on macroeconomic trends 

from his global perspective will give you 

the insight you need to understand the 

investment landscape for the day ahead. 

Sample Report 

Technicals with Dave  

Each week Dave and our technical 

analysts engage their charting expertise to 

identify both broad secular trends and 

near-term shifts across all markets, 

including equities, fixed income, 

currencies and commodities. 

Sample Report 

Special or Thematic 
Reports  

Dave and the team produce periodic,  

high-level studies on the secular and 

structural shifts in the global economic 

and financial landscape. 

Sample Report 

Weekly Buffet with Dave  

Cap off your investment week with Dave’s 

digest of the key economic themes and 

investment ideas that moved the markets 

this week. 

Sample Report 

Charts with Dave  

Charts with Dave provides regular access 

to our latest slide deck. Dave’s charts 

capture the current and future trends in 

economic and market activity. 

Sample Report 

Deep Dives and  
Market Movers  

This periodic, event-based report offers 

analysis of breaking news and/or data 

releases that are affecting the markets 

and your investments. 

Sample Report 

 

 

 
For pricing information on any of our products contact us at: 
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Contact Us 
3080 Yonge Street, Suite 6060 

Toronto, Ontario  

M4N 3N1 

+1 416-583-5566 

information@rosenbergresearch.com 

www.rosenbergresearch.com 
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