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Median NYSE Price/Earnings Multiple at Post-War RECORD 
The S&P 500 begins the new year with a price/earnings 
(P/E) multiple of about 18 times trailing 12-month earn-
ings per share. This represents a valuation higher than 
about 74% of the time since 1945. While a relatively high 
valuation, it remains far below its post-war record of 
more than 30 times earnings in early 2000, and as recent-
ly as the 1990s, the stock market delivered nice returns 
from valuation levels at or above today’s P/E multiple. 

Most U.S. stocks, however, are much more expensive 
than suggested by the S&P 500 Index. The median New 
York Stock Exchange (NYSE) stock is currently at a post-
war record high P/E multiple, a record high relative to 
cash flow, and near a record high relative to book value!

In the late 1990s, surging technology stock prices caused 
the overall S&P 500 P/E multiple to reach record highs 
even though the median stock’s P/E multiple never 
became excessive. Conversely, today, although the S&P 
500 P/E multiple remains far below record highs, median 
valuations are at a pinnacle. Whereas most recognized 
the headline S&P 500 P/E multiple was at a record high 
in 2000, far fewer are aware of just how expensive the 
median stock is today.

Stocks more expensive than suggested by 
headline S&P 500 Index
Chart 1 illustrates the P/E multiple for the market-cap 
weighted S&P 500 Index. At 18 times trailing earnings, 
the value of the U.S. stock market is widely perceived as 
slightly above average but not excessive. 

Chart 1: S&P 500 price/earnings multiple*
*Based on trailing 12-month earnings per share

However, as Charts 2, 3, and 4 show, the median U.S. 
stock is indeed much more aggressively priced than is 
widely perceived. These charts were derived from an 
extensive online database compiled by professor Ken-
neth R. French recording annual calculations (for June of 
each year since 1951) for the median NYSE stock’s P/E 
multiple, price to cash fl ow multiple, and price to book 
value ratio. As of June 2014, the median U.S. stock was 
priced at a post-war high at slightly more than 20 times 
earnings! Similarly, at about 15 times, the median stock 
is also currently priced at a record high relative to cash 
fl ow. Finally, the median price to book value ratio has 
only been higher than it is currently in two years since 
1951 (in 1969 and in 1998 which were both followed by 
signifi cant declines)! 
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Chart 2: Median price/earnings multiple for U.S. stocks*
*Based on all NYSE stocks with positive earnings for the last fiscal 
year calculated in June of each year since 1951 through 2014

Chart 3: Median price/cash flow multiple for U.S. stocks*
*Based on all NYSE stocks with positive cash flow for the last fiscal 
year calculated in June of each year since 1951 through 2014

Chart 4: Median price to book multiple for U.S. stocks*
*Based on all NYSE stocks with positive book equity for the last 
fiscal year calculated in June of each year since 1951 through 2014

A concentrated versus a widespread 
valuation extreme?
Historically, the stock market has exhibited both widespread 
and concentrated valuation extremes. These are highlighted by 
comparing Charts 1 and 2. 

Today, even though the market-cap weighted S&P 500 P/E 
multiple is only slightly above average, the median stock 
trades at a record high P/E (Chart 2) implying the contempo-
rary valuation extreme is broad-based. This is similar to the 
valuation profiles in both 1962 and 1969. In 1962, the S&P 
500 P/E multiple was only about 16 times but the median 
stock’s P/E, similar to today, was about 20 times! Likewise, in 
1969, the median stock sold for about 18 times earnings even 
though the S&P 500 P/E multiple was only about average at 
15 times. In both of these previous episodes, like today, most 
stocks were aggressively priced even though the headline S&P 
500 valuation was not excessive. 

The stock market has also exemplified some highly concen-
trated valuation extremes. In both 1973 (Nifty Fifty era) and 
again in 2000 (dot-com top), the headline S&P 500 P/E multi-
ple was widely recognized as very high even though median 
stock valuations remained reasonable. For example, in early 
2000, while the overall S&P 500 P/E was near 30 (Chart 1) the 
median P/E (Chart 2) was less than 15.  
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The differences between concentrated and widespread 
valuation extremes are further illuminated by Chart 5 which 
shows the degree of valuation dispersion in the stock market. 
Specifically, for all NYSE stocks, it shows the percentage differ-
ence between the 20th percentile P/E multiple and the 80th 
percentile P/E multiple. Concentrated valuation extremes are 
typically characterized by a wide dispersion among individual 
stock valuations (e.g., P/E dispersion spiked during both the 
Nifty Fifty and dot-com eras). Conversely, during widespread 
valuation extremes (e.g., 1962, 1969, and today), P/E multiple 
dispersion tends to be relatively low. That is, widespread valu-
ation extremes are characterized by both high and remarkably 
similar valuations. 

Chart 5: U.S. stock market price/earnings dispersion*
*Difference between the stock market’s 20th percentile P/E less the 
80th percentile P/E as a percent of the median P/E

Comparing stock market valuation profi les
Chart 6 highlights just how much the valuation profile of the 
U.S. stock market has shifted in the last few years. The black 
bars represent the current ranking of each fifth percentile P/E 
multiple among all NYSE stocks relative to the entire 64-year 
history since 1951. Today, values across the stock market are 
extremely high relative to historic norms. The fifth to 40th 
percentile P/E multiples in today’s stock market rank number 
two among all 64 years, the 50th to 70th percentile P/E mul-
tiples are the highest of any year since at least 1951, and the 
75th to 95th percentile P/E multiples currently rank between 
second highest to sixth highest! The gray bars illustrate the 
valuation profile in 2012. Between June 2012 and June 2014, 
the overall U.S. stock market went from most stocks being 
priced only slightly above average to almost all stocks being 
priced near post-war valuation records.

Chart 6: Historical ranking of stock market P/E multiples*
2014 vs. 2012

Exhibit 1 (Charts 7 through 12) compares the contemporary 
valuation environment to several other eras. Chart 7 shows 
how different today’s valuation profile is from its character at 
the top of the 2000 stock market. In 2000, even though the 
S&P 500 P/E multiple was much higher, most stocks at the 
dot-com top were far cheaper than they are today. The 2000 
stock market was characterized by a significant overvaluation 
among the fifth to 20th P/E percentiles while valuations in 
most of the rest of the market were either average or below 
average. Today, the entire stock market (low P/E stocks to high 
P/E stocks) appears highly valued relative to history. Similarly, 
Chart 8 illustrates that today’s valuation profile is also much 
more broadly extended than it was at the top of the 1970’s 
Nifty Fifty era. 
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Exhibit 1: 
Black bars represent 2014, Gray bars represent historical year
Chart 7: Historical ranking of stock market P/E multiples*
2014 vs. 2000 

Chart 8: Historical ranking of stock market P/E multiples*
2014 vs. 1972

Chart 9: Historical ranking of stock market P/E multiples*
2014 vs. 2005

Chart 10: Historical ranking of stock market P/E multiples*
2014 vs. 1988

Chart 11: Historical ranking of stock market P/E multiples*
2014 vs. 1969

Chart 12: Historical ranking of stock market P/E multiples*
2014 vs. 1962
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Charts 9 through 12 compare the contemporary U.S. stock 
market to episodes since 1951 which had similar widespread 
extreme valuation profiles. In recent times, both the 1998 and 
2005 stock markets exhibited a similar broad-based, highly 
valued character. In contrast to the overall stock market top 
in 2000, most stocks were much more richly priced in 1998. 
Of course, the stock market did cheapen considerably that 
year during the Russian debacle and ultimately the 1998 val-
uation extreme may have been a warning sign of the pending 
2000 collapse. The 2005 stock market also exhibited excessive 
valuations across all P/E percentiles. However, the stock mar-
ket did not suffer any major decline until almost three years 
later (and from higher levels) in 2008. 

Finally, Charts 11 and 12 compare the current marketplace 
to major valuation extremes during the 1960s. Both the 1962 
and 1969 stock market valuation profiles were very similar 
to the contemporary period. However, today, the highest P/E 
stocks appear much more expensive compared to how they 
were priced in the 1960s. 

Implications?
What is the takeaway from today’s stock market valuation 
profile?

First, the valuations of U.S. stocks are much higher today 
than widely perceived or as suggested by the valuation of the 
popular S&P 500 Index. Moreover, today’s valuation extreme is 
not limited only to a subset of stock market sectors but rath-
er is very widespread whereby nearly all P/E multiple percen-
tiles are at or close to post-war records. Finally, the current 
valuation extreme is not the result of poor performance from 
a single valuation metric. U.S. stocks are broadly and richly 
priced compared to earnings, cash flows, and book values. 

Second, because valuation dispersion is relatively low today, 
there are not many areas to hide from overvaluation. In 1973 
or 2000, investors could reduce extraordinary valuation risk 
by simply diversifying away from the Nifty Fifty or new era 
tech stocks. Today, because values are both high and tight, less-
ening valuation risk may not be possible except by allocating 
away from U.S. stocks.

Third, this valuation extreme has only recently materialized. 
Charts 2, 3, and 4 show that until 2014, although median stock 
valuations were relatively high, they were not at the acute or 
record highs they are at today. Indeed, the current excessive 
valuation profile is a product of this recovery cycle. The medi-
an U.S. stock began this bull market below 12 times earnings 
in 2009. In the last five years, however, the median P/E multiple 
has risen by about two-thirds to slightly more than 20 times 
earnings. It is important for investors to fully appreciate just 
how much this bull market has already elevated the valuation 
landscape. 

Fourth, is the current widespread valuation extreme more 
dangerous than a concentrated extreme simply because con-
centrated extremes tend to be more obvious and eye-catch-
ing? When the Nifty Fifty or dot-com stocks exploded to 
outlandish P/E multiples, most investors realized the stock 
market was getting a bit frothy. Today, even though a larger 
portion of the overall stock market is aggressively priced, it 
has not garnered nearly as much attention. A concentrated 
valuation extreme tends to loudly announce itself whereas 
a broad-based valuation extreme seems more stealth and, 
therefore, perhaps more dangerous.

Fifth, how important have record low bond yields and a zero 
short-term interest rate throughout this recovery been in 
producing the contemporary broad-based stock market valu-
ation extreme? And, how will this highly valued stock market 
react should U.S. interest rates soon finally start to rise? Many 
believe since interest rates are so low today, they could rise 
for some time before negatively impacting the stock market. 
However, what if today’s widespread extraordinary valua-
tions actually make the stock market much more sensitive to 
interest rates? 

Sixth, historically when the valuation of the median NYSE 
stock has been as high as it is today (e.g., from Chart 2 
consider 1962, 1969, 1998, 2000, 2005, and 2007), the over-
all stock market has usually either suffered an outright bear 
market (i.e., in 1962, 1969, 2000-2001, and 2007-2008) or a 
correction (i.e., in 1998). Only in 2005, from a similar median 
stock valuation, did the overall stock market avoid a correc-
tion or bear market until 2008. At a minimum, this historic re-
cord suggests investors should proceed with greater caution.
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Seventh, the current valuation profile of the U.S. stock mar-
ket argues in favor of S&P-like indexation. When the stock 
market is characterized by a concentrated valuation extreme 
(like during the early 1970s Nifty Fifty or the late 1990s dot-
com eras), investors are best served by avoiding indexation. 
Often, however, during such stock market manias, investors 
become frustrated by being unable to match the strong 
advance in the S&P 500 Index and ultimately are enticed 
to simply index. For example, during the late 1990s, just as 
valuation risk became acute among the S&P 500 stocks, more 
and more investors piled into S&P 500 Index funds. Today, by 
contrast, some exposure to indexation seems reasonable. 
The S&P 500 Index may possess less valuation risk than does 
the median U.S. stock. While the median P/E in Chart 2 is at a 
post-war high, the S&P 500 market-cap weighted P/E multiple 
is still far from an extreme. 

Eighth, overweighting international stocks may be an approach 
to diversify away from the widespread valuation extreme 
evident in the U.S. stock market. Perhaps international stock 

markets also are highly valued today. However, since most 
have significantly underperformed the U.S. stock market in 
recent years, international markets are far less extended on a 
valuation basis. 

Finally, rather than suggest an imminent bear market, the 
widespread overvaluation of the U.S. stock market mostly 
indicates vulnerability. Since last summer, the S&P 500 Index 
has now suffered four significant selloffs. When the median 
stock is at a record valuation level, is the overall market 
simply more vulnerable to potential risks (be they fearing a 
deflationary spiral, eurozone woes, an oil price collapse, or 
potential changes in Fed actions)? Until the extreme valua-
tion character of the median U.S. stock improves, the stock 
market may simply struggle to make consistent gains. This 
could, of course, be resolved by a correction or a bear mar-
ket. Alternatively, simply a flattish stock market this year while 
earnings continue to rise may be enough to refresh median 
P/E valuations for 2016. 


