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April 12, 2019
Rule of 20
For the past 74 trading days, the S&P 500 has been working its way towards its
previous high of 2,940.91 on September 21, 2018.
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Since 1950, the S&P 500 has experienced 13 pullbacks in the range of 10-20%. The
average trading days to recovery is 71. When and if the S&P 500 regains its old high, it
will be recorded as the 14th 10-20% pullback and will most likely be typical of prior
pullbacks of this magnitude.

S&P 500 Drawdown History

For the market to return to its previous high, it will advance about 1.7% from current
levels. This is hardly a compelling upside story. Is there a case to be made for the S&P
500 index to run materially higher than 2,940 in the next year? The bullish price action
of the stock market year-to-date suggests there is upside to consensus earnings and
growth estimates.
One simple, time-tested rule of investing is the Rule of 20. The Rule of 20 says the
S&P 500 Price/Earnings (P/E) multiple equals 20 minus inflation. The Federal Reserve
currently measures inflation at 1.4%. 20 less 1.4 equals 18.6. If we apply the 18.6 P/E
multiple derived from the Rule of 20 to the consensus S&P 500 2020 earnings forecast
of $187.42, we arrive at a price target of roughly 3,500 on the S&P 500 about one year
from now. That is 21% upside from current levels.

Next week, earnings season begins. We will begin to see if the market correctly
anticipated better than expected earnings. If the market’s instincts are correct about
fundamental upside, we would not be surprised if the Rule of 20 holds true by year end.
Give Us a Call Today
We invite you to give us a call at (415) 249-6337, visit www.deltaim.com or email us at
info@deltaim.com if you have questions about how we can assist you in managing your
investment accounts.
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