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Leading Indicators Support Higher Equities

Market Multiple Suggests Higher Earnings Need To Follow
Market prices tend to follow corporate earnings 

over the long-term, with any shorter-term 

dislocations in this relationship captured by 

fluctuations in valuation levels (the P/E ratio). 

Fluctuating P/E levels essentially reflect varying 

levels of investor confidence over the course of 

the business cycle.  During the past week, the 

value of the S&P 500 index closed at yet another 

all-time high, at 2166. The forward 12-month 

P/E ratio for the S&P 500 now stands at 17.2x. 

Well above the 15-year average of 15.0x, today’s 

P/E is the highest since the first quarter of 2004. 

While these higher valuation levels (i.e. the “P”) 

may be sustainable for some time into the future, 

it is increasingly clear that upward revisions to 

earnings forecasts (the “E”) are the key force that 

will determine whether or not we break out of the 

range-bound market environment seen over the 

past 18 months. This would serve to justify the 

inflated multiple at which investors have valued 

the market in recent weeks.

Leading indicators like ISM and PMI readings are 

helpful in gauging the momentum of business 

and economic activity looking forward. These 

indicators correlate tightly with market 

performance on a historical basis, and they are 

currently suggesting an improving picture in the 

realm of corporate purchasing and business 

activity. Despite this progress, analysts and 

companies have not yet consistently increased 

forward-looking earnings estimates which would 

support a market move higher. Investor surveys 

currently suggest a high level of neutral 

sentiment, i.e. confusion as to where the market 

is going. Today, investors are cautiously 

positioned, however, may put more money to 

work if the earnings picture does in fact improve, 

providing a catalyst for stocks to rise.
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The performance of ‘cyclical’ stocks against more 

defensive stocks has historically been a good 

barometer of market sentiment. Cyclical stocks 

(typically in the Energy, Financial, Industrial, 

and Tech sectors) are generally levered to global 

growth, and outperformance in this area 

suggests that investors feel relatively good about 

economic prospects around the world. On the 

other hand, ‘defensive’ stocks (Consumer 

Staples, Telecom, Utilities) offer higher dividend 

yields and tend to withstand economic 

downturns with greater ease than their cyclical 

counterparts. Investors are more likely to prefer 

defensive stocks when economic uncertainty and 

pessimism about the future exists. Thus, it has 

been encouraging to see the more cyclical areas 

of the market outperform following the resolution 

of the Brexit vote and the brief panic that 

ensued.  Investors may be increasingly confident 

about an uptick in global economic activity.

Cyclical Sectors Back in Style

Emmy Elites

Source: Statista

HBO topped this year’s list of Emmy honorees 

with 94 nominations, almost doubling the 

number of accolades received by the runner-up, 

FX (56).  The network was buoyed by two hits in 

particular: Game of Thrones (23 nominations) 

and Veep (17).  However, despite its enduring 

status as an Emmy favorite, HBO earned 25% 

fewer nominations this year than it did in 2015, 

as recognition surged for other cable channels 

and streaming services.  Netflix can tout the 

largest year-over-year improvement, garnering 54 

Emmy nods, to last year’s 34.  In contrast, 

broadcast television did not keep pace in 2016, 

as all networks lost ground except for NBC, 

which held steady at 41 nominations. When 

aggregated, the top-ten most-lauded networks 

received a total of 416 nominations -- 47.1% 

went to cable networks, 39.9% to broadcast, and 

13% to streaming sites.
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour 

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be 

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be 

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings 

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.

http://www.harbourcapitaladvisors.com/

