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MARKET

As the coronavirus continues to scare global markets, it would be easy forget that the current bull market
started 11 years ago today. Based on investing fundamentals, we continue to believe we’ll see a resumption
of economic growth and a continuation of this bull market into at least 2021, but worries are building. We
highlight three reasons this bull market is alive and well, and three reasons it could be on borrowed time.

THREE REASONS THE BULL MAY MAKE IT TO 12

As shown in FIGURE 1, currently this is the longest bull market on record, recently peaking at more than a 400%
gain, but it still hasn’t topped the 419% advance from the 1990s bull market. We believe this bull market may
eventually become the greatest bull ever, and we offer three reasons why we think this may be so.

Attractive valuations. One positive about the recent market weakness has been that stocks are now less
expensive. The forward price-to-earnings (P/E) ratio for the S&P 500 Index recently dropped about 2 points from
a multi-year high of 19 to 17. Considering the historically low interest rates and continued low inflation, we find
stocks to be quite attractive for suitable investors at this point.
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Source: LPL Research, FactSet 03/05/20
All indexes are unmanaged and cannot be invested into directly. Past performance is no guarantee of future results.

The modern design of the S&P 500 stock index was first launched in 1957. Data prior to this incorporates the
performance of predecessor index, the S&P 90
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Additionally, S&P 500 stocks are near their most attractive valuations ever relative to US Treasuries, based on the
equity risk premium (ERP). ERP compares the earnings yield on equities (or company profitability as a percent of
share price) to the 10-year Treasury yield. Comparing the current S&P 500 earnings yield of 5.9% with the 10-year
Treasury yield of 1% gives us an ERP of 4.9%. The long-term ERP average is 0.72%, suggesting stocks are extremely
cheap relative to bonds. In other words, the earnings (or income) stock prices have been producing have been
greater than those of bonds.

A healthy US consumer. In the face of scary headlines, the strength of the US consumer has remained quite
impressive. Consumer spending makes up nearly 70% of gross domestic product (GDP) currently, so a healthy
consumer would be necessary to keep this record-long cycle going.

Although we expect economic data may weaken in the coming months as coronavirus concerns grow, a full-
employment backdrop, as evidenced by the strong jobs report March 6, coupled with healthy consumer
confidence may help the United States weather a possible coming storm. Additionally, the economy has been on
a clear upswing the past few months, as highlighted by the Institute for Supply Management (ISM) non-
manufacturing activity index jumping to a fresh new yearly high in February. The services sector makes up about
two-thirds of US economic activity, and the report showed the impact of the coronavirus has been minimal in that
sector thus far. But will American consumers go to the movies, out to dinner, or travel if the virus continues to
spread in our country? That’s the big question—but the US consumer has been counted out before and has always
been resilient.

Divided government. The US presidential election has many investors wondering what the outcome could mean
for their portfolios. The truth is, we’ve experienced bull markets and bear markets under both Democratic and
Republican presidents.

We would instead focus on the makeup of Congress, which we expect to still be split into two parties after the
election in November. When Congress has been split, the S&P 500 historically has returned an average of 15.9%
under a Democratic president and 17.9% under a Republican president. If this scenario plays out in November as
we expect, it may be another feather in the bull’s cap.

THREE REASONS THE BULL MAY NOT MAKE IT TO 12
Here we offer are three reasons why we think this bull market may not make it through another year:

The coronavirus. The spreading epidemic has put a halt to the Chinese economy, and we anticipate other
countries may see similar slowdowns in the coming months. Although our base case is the virus eventually may
be contained and growth may accelerate in the second half of the year, if things were to get much worse, a new
bear market may be entirely possible.

Based on what we know now, we estimate that the outbreak may trim roughly 0.25-0.5% from US GDP over the
next couple of months due to global supply chain disruptions, falling export demand, and decreased tourism. On
top of that, lower stock prices may hit consumer confidence and create a negative wealth effect. We still believe
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our 1.75% US GDP growth forecast for 2020 may be achievable, but our latest global GDP growth forecast of 3.5%,
as noted in our Outlook 2020 publication, may be too high, considering the recent economic hits from China, South
Korea, Japan, and Italy.

The reality is we simply don’t know the eventual impact of the coronavirus on the markets and economy, and that
uncertainty could be what may spark an eventual bear market.

Stocks down in January and February. Could the stock market be sending a major warning sign in early 20207
Historically, when the S&P 500 has been lower the first two months of the year, like it has been in 2020, future
returns have been tepid. Since 1950, when the S&P 500 has been lower the first two months of the year, the final
10 months of the year have been up only 2.3% on average, while the full year has been 4.9% lower on average.
Compare that to when the first two months have been positive, the final 10 months have been up 12.2% on
average, and the full year has been up 19.8% on average. Some of the worst years for stocks were years in which
these first two months were in the red, including 1974, 2000, 2002, and 2008. Of course this by itself isn’t a reason
to expect a bear market, but it is worth paying attention to going forward. You can read more about this potential
warning sign in the March 4 LPL Research blog.

This bull market can’t go forever. Eleven years is a long time for a bull market to run. One final reason to expect
this current bull market to end is the simple fact that it has to end eventually. Although fundamentals suggest the
bull market can make it to 12 years, a 20% correction at some point in the next year after a 400% gain wouldn’t
be overly surprising.

As a reminder, in both 2011 and 2018, stocks barely missed being down 20% before rebounding back to eventual
new highs. Additionally, after the recent market sell-off, the S&P 500 has been trading near levels similar to where
it was back in early 2018. While this might feel like an invincible bull market, it has had many scares along the way.

WEEKLY MARKET PERFORMANCE REPORT

Please see our new Weekly Market Performance report with insights on major asset classes.
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https://www.lpl.com/news-media/research-insights/lpl-financial-outlook-2020.html
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IMPORTANT DISCLOSURES

This material is for general information only and is not intended to provide specific advice or recommendations
for any individual. There is no assurance that the views or strategies discussed are suitable for all investors or
will yield positive outcomes. Investing involves risks including possible loss of principal. Any economic forecasts
set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index.
Indexes are unmanaged statistical composites and cannot be invested into directly. Index performance is not
indicative of the performance of any investment and do not reflect fees, expenses, or sales charges. All
performance referenced is historical and is no guarantee of future results.

All information is believed to be from reliable sources; however LPL Financial makes no representation as to its
completeness or accuracy.

Please read the full Qutlook 2020: Bringing Markets Into Focus publication for additional description and
disclosure.

This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice
from a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representation
with respect to such entity.

If your advisor is located at a bank or credit union, please note that the bank/credit union is not registered as a broker-dealer or
investment advisor. Registered representatives of LPL may also be employees of the bank/credit union. These products and services
are being offered through LPL or its affiliates, which are separate entities from, and not affiliates of, the bank/credit union. Securities

and insurance offered through LPL or its affiliates are:

Not Insured by FDIC/NCUA or Any Other Government Agency | Not Bank/Credit Union Guaranteed | Not Bank/Credit Union
Deposits or Obligations | May Lose Value
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