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The market has reached an important junction in the macro backdrop and valuation

Can the profit story endure?
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Source: Fidelity Investments Canada ULC.

Four pillars of the equity market

Interest rates Liquidity ValuationEarnings
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Executive summary

Corporate profit backdrop has proven 
to be no worse than consensus forecasts 
set out 15 months ago. Market consensus 
forecasts point to accelerating growth in 
2024. Market has priced in a meaningful 
amount of this, with multiple expansion 
in 2023.
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Executive summary

Equity breadth is somewhat narrow, and 
leadership is not synonymous with a new 
bull market.
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Executive summary

Unemployment may be the single most 
important macroeconomic metric to 
observe going forward, and it will 
determine the fate of the price of various 
asset classes and interest rate policy.
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Executive summary

Valuation disparities are becoming large 
again, setting up opportunity for changes 
in asset allocation and leadership.
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The diagram above is a hypothetical illustration of the business cycle, the pattern of cyclical fluctuations in an economy over a few years that can influence asset returns over an intermediate-term horizon. 
There is not always a chronological, linear progression among the phases of the business cycle, and there have been cycles when the economy has skipped a phase or retraced an earlier one. 
A growth recession is a significant decline in activity relative to a country’s long-term economic potential. 
Source: Fidelity Investments (AART), as at June 30, 2023. 
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How restrictive is monetary policy?
U.S. monetary policy

Source: FMRCo and Haver. Data as at September 15, 2023. Monthly data. 
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Source: Bloomberg. Data as at September 8, 2023. Shaded areas indicate U.S. recessions.  

Recession warning – Inversions like this tend to end with economic contraction

Are we really out of the economic woods?
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Source: Bloomberg. Data as at September 8, 2023. 

Peak yield curve inversion and time until disinversion

Are we really out of the economic woods? (cont’d)
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U.S. unemployment

Source: Economic Research, Federal Reserve Bank of St. Louis. Data as at September 8, 2023. 
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Source: Bloomberg consensus earnings per share estimates. As at September 8, 2023.

Stable forecasts, but where does the risk lie?

Corporate profit backdrop

S&P 500 Index Q2 ‘23 Q3 ’23 Q4 ’23 CY2024

EPS estimate (Sep. 8, 2023) $54.24
(actual) $56.44 $57.75 $241.52 

(+11% YoY growth rate)

EPS estimate (Apr. 18, 2023) $54.39 $56.66 $57.96
$241.05

(+10% YoY growth rate)

• Historically, GDP and EPS bottom 18–24 months after a peak in ten-year yields

• Current manufacturing ISM data are consistent with 1% real GDP growth historically 

• 1% real GDP growth is historically consistent with weakness in capex and EPS

• Consumer spending has been resilient due to a drawdown in household excess savings
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Source: FMRCo, Bloomberg and Haver. Daily data. As at September 8, 2023.
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Source: FMRCo and Bloomberg. Weekly data. As at September 8, 2023.

Small caps

Market breadth lacking and small caps not 
participating (cont’d)
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Source: Bloomberg, as at September 8, 2023. 

Market leadership

Sector: S&P 500 Index YTD return 12-month EPS 
growth (est.)

12-month revenue 
growth (est.)

Info. tech. 21.2% 9.9% 6.2%

Comm. services 16.0% 21.3% 3.4%

Cons disc. 12.0% 10.9% 5.9%

Industrials 10.1% 9.7% 5.9%

Energy 7.1% -1.2% -2.3%

Materials 2.1% 4.6% 1.7%

Real estate 1.1% 0.3% 5.7%

Financials -2.8% 11.5% 5.9%

Consumer staples -4.9% 7.7% 4.3%

Health care -5.1% 7.6% 5.4%

Utilities -8.4% 6.7% 2.7%

Profit expectations 
are high for “risk on,” 
as profit growth 
estimates argue for 
reacceleration of 
business conditions 
and valuations have 
expanded in 
anticipation.

“Risk off” areas of 
the market have 
experienced 
valuation 
compression, 
particularly on a 
relative basis.
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2

Valuation

Source: Bloomberg, as at September 8, 2023. 

Market P/E multiple has expanded five points to 20x during 
2023, which is reasonable on a long-term basis, assuming 
historical equity risk premium and long-term historical growth, 
but is expensive based on the current real-yield environment.

Valuation argues for rotation to securities and asset classes 
where relative valuation is attractive and expectations for 
growth (and risk) are low.

1

3

The market is implicitly betting on lower inflation and interest 
rates but better long-term growth.
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Source: Refinitiv DataStream, as at September 8, 2023. 

30-year U.S. treasury total return relative to S&P 500 and NASDAQ

Valuation (cont’d)
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Valuation (cont’d)
S&P 500 earnings yield minus three-month U.S. Treasury yield

Source: Bloomberg, as at August 31, 2023. 
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2

Recap
Unbalanced markets lead to opportunities: look for opportunities in 
securities and asset classes that have lagged and valuation has not 
priced high expectations. Think contrarian when deploying new capital.

Factor-based leadership should continue to persist until global central 
banks show signs of change: look for signs of change in monetary policy 
to rotate into lagging factor-based product to alter an overall portfolio.

Pay attention to signals in leading economic indicators, unemployment, 
and monetary policy to further alter portfolios.

Continue to add asset classes which are lowly correlated with markets.

1

3
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For advisor use only. No recipient is authorized to pass this communication on to any other person whatsoever or reproduce it by any means without the 
prior written consent of Fidelity. 

Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual funds and ETFs. Please 
read the mutual fund’s or ETF’s prospectus, which contains detailed investment information, before investing. Mutual funds and ETFs are not guaranteed. 
Their values change frequently, and investors may experience a gain or a loss. Past performance may not be repeated.

Any reference to a company is for illustrative purposes only; it is not a recommendation to buy or sell, nor is it necessarily an indication of how the portfolio of 
any Fidelity Fund is invested.  The breakdown of fund investments is presented to illustrate the way in which a fund may invest, and may not be 
representative of a fund’s current or future investments.  A fund’s investments may change at any time. Mutual fund strategies and current holdings are 
subject to change.

The statements contained herein are based on information believed to be reliable and are provided for information purposes only. Where such information is 
based in whole or in part on information provided by third parties, we cannot guarantee that it is accurate, complete or current at all times. It does not 
provide investment, tax or legal advice, and is not an offer or solicitation to buy. Graphs and charts are used for illustrative purposes only and do not reflect 
future values or returns on investment of any fund or portfolio. Particular investment strategies should be evaluated according to an investor’s investment 
objectives and tolerance for risk. Fidelity Investments Canada ULC and its affiliates and related entities are not liable for any errors or omissions in the 
information or for any loss or damage suffered.

From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and industry or market sector.  
The views expressed by any such person are the views of only that individual as of the time expressed and do not necessarily represent the views of Fidelity 
or any other person in the Fidelity organization. Any such views are subject to change at any time, based upon markets and other conditions, and Fidelity 
disclaims any responsibility to update such views. These views may not be relied on as investment advice and, because investment decisions for a Fidelity 
Fund are based on numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity Fund.

Certain statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as 
“expects,” “anticipates,” “intends,” “plans,” “believes,” “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on 
current expectations and projections about future general economic, political and relevant market factors, such as interest, and assuming no changes to 
applicable tax or other laws or government regulation. Expectations and projections about future events are inherently subject to, among other things, risks 
and uncertainties, some of which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS are not guarantees of future 
performance, and actual events could differ materially from those expressed or implied in any FLS. A number of important factors can contribute to these 
digressions, including, but not limited to, general economic, political and market factors in North America and internationally, interest and foreign exchange 
rates, global equity and capital markets, business competition and catastrophic events. You should avoid placing any undue reliance on FLS. Further, there 
is no specific intention of updating any FLS, whether as a result of new information, future events or otherwise. 

© 2023 Fidelity Investments Canada ULC.  All rights reserved.

The presenter is not registered with any securities commission and therefore cannot provide advice regarding securities. 

Important notice
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