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Markets and Economies

Equities: Three Quick Points on Earnings,
Valuations, and the Bull Market

Are earnings still healthy? Are p/e ratios stretched? Here, we address these and other questions about the
current market advance.

JJ Titus, CFA
Product Specialist

Equity markets faced challenges in the early part of the year, as global trade and tariff uncertainty created headwinds that were
stronger than the expected tailwinds from more supportive U.S. fiscal and monetary policy. But investors have shaken off
concerns over tariffs and the economy to bid stocks higher. Here, we focus on three key factors supporting equities in the
current market.

1. Earnings Remain Strong

The equity markets have shown some resilience as first- and second-quarter earnings for the S&P 500® Index beat expectations
by a wide margin. (See Figure 1.) Earnings growth for the rest of the year, and for 2026, is expected to be in double digits.

Figure 1. After Upside Surprises, Earnings Strength Is Expected to Continue
Reported and forecast earnings for the S&P 500 Index for the indicated periods
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Source: FactSet. Data as of 8/31/2025. Diamonds represent earnings estimates at the beginning of each bar’s respective quarter.

Past performance is not a reliable indicator or guarantee of future results. The historical data shown in the chart above are for illustrative purposes only
and do not represent any specific portfolio managed by Lord Abbett.



LORD ABBETT®

Amid the challenges posed by tariff uncertainty and the prospect of slowing U.S. economic growth, the robust earnings picture
provides an encouraging sign of resilience.

2. Valuations Need to Be Seen in Context

Based on forward price-to-earnings (P/E) ratios, stocks are more expensive than they have been on average over the last 40
years. The average forward P/E for the S&P 500 over the last 40 years is 16.7x. The market is currently trading at roughly 23x.
But we think a few points merit consideration here. We believe the companies dominating the market now are better equipped to
generate consistent earnings growth and deliver value to shareholders. Forty years ago, the net income margin of the S&P 500
was below 6%; now, companies on average are earning over 11% (see Figure 2). Free-cash-flow margins were below 5% in the
mid-1980s; now, they are over 11%. The amount of money that companies returned to shareholders in the form of dividends and
buybacks was 25% as a percentage of return on equity; now, it’s 70%.

Figure 2. S&P 500 Profitability Is at an All-Time High
Net income margin for the S&P 500 Index (monthly), January 1, 1991-August 31, 2025
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Source: FactSet. Data as of 8/31/2025. Net income margin is a financial ratio used to calculate the percentage of profit a company produces from its total
revenue, measuring the amount of net profit a company obtains per dollar of revenue gained.

Past performance is not a reliable indicator or guarantee of future results. The historical data shown in the chart above are for illustrative purposes only
and do not represent any specific portfolio managed by Lord Abbett.

Why is this the case? Company structures have changed drastically over the past 40 years. Back then, the companies leading
the market were economically cyclical—think manufacturing and utilities. Now, innovation —think technology and
communications—makes up a much larger percentage of the market capitalization of the S&P 500. These companies have leaner
balance sheets and more efficient business models, which make them more profitable. This is all to say that we think the market
iS more expensive because companies are better at generating profits and creating value.

3. The Rally May Have More Room to Run

With equity markets near all-time highs, many investors are wondering if the current rally has run its course, and if it is time to
lower their equity exposure and look for other options. If we look at the current bull market compared to previous advances, we
can see that the duration of, and returns from, the recent bull run are near historical averages—but remain well below those of
previous advances.
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Figure 3. Size and Duration of Current Bull Run Relative to Other Rallies Suggest Possibility of Additional Upside
S&P 500 bull market cycles since 1928
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Source: Oppenheimer & Co. and FactSet. Data as of 08/31/2025. Past performance is not a reliable indicator or guarantee of future results.
For illustrative purposes only.

What does this imply? Simply put, based on historical experience, the current rally may have more fuel left in the tank.

Summing Up

As we have noted elsewhere, the key factors supporting the equity market remain positive. While risks exist, it is essential to keep
the big picture in mind. Global economic growth is solid, driven by booming secular forces like generative artificial intelligence (Al),
leading to resilient growth in corporate earnings. These powerful forces dominate market performance in the long run. We are
also focused on quality stocks —those with long-term histories of robust earnings and steady dividend growth. We are also seeing
potentially attractive opportunities in equity markets outside the United States, as the economic backdrop improves in many
regions.
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Glossary & Index Definitions

Bullish refers to an optimistic outlook and to a belief that certain investments
may potentially increase in value in the future. Bull market refers to a time
when stock prices are rising, and market sentiment is optimistic. Generally, a
bull market occurs when there is a rise of 20% or more in a broad market
index over at least a two-month period. Bearish refers to a pessimistic
outlook and generally refers to a belief that certain investment prices may fall
in the future. Bear market refers to a time when stock prices are declining,
and market sentiment is pessimistic. Generally, a bear market occurs when
a broad market index falls by 20% or more over at least a two-month period.

Forward price-to-earnings ratio: Stock analysts calculate a forward
price-to-earnings (P/E) ratio by dividing a stock’s current price by estimated
future earnings per share. Some forward P/Es are calculated based on
estimated earnings for the next four quarters, while others use actual
earnings from the past two quarters with estimated earnings for the next
two. A forward P/E may help you evaluate the current price of a stock in
relation to what you can reasonably expect to happen in the near future. In
contrast, a trailing P/E is based exclusively on past performance.

Free cash flow margin is a financial metric that measures a company’s
ability to generate cash from its operations relative to its revenue. It
represents a company'’s operating cash flow minus its capital expenditures in
a specified period, expressed as a percentage of revenue.

Generative artificial intelligence (Al) focuses on creating new information
based on inputs learned from existing data.

Momentum is an investment strategy that focuses on buying stocks that are
outperforming and selling those that are underperforming.

The S&P 500° Index is widely regarded as the standard for measuring large
cap U.S. stock market performance and includes a representative sample of
leading companies in leading industries.

Indexes are unmanaged, do not reflect the deduction of fees or expenses,
and are not available for direct investment.

Important Information

The information contained herein is provided by Lord, Abbett & Co. LLC
(“Lord Abbett”). Lord Abbett is a registered investment adviser under the
U.S. Investment Advisers Act of 1940 (the “Advisers Act”), as amended, and
is subject to the Advisers Act rules and regulations adopted by the U.S.
Securities and Exchange Commission (‘SEC”). Registration with the SEC
does not imply a particular ability or training. Lord Abbett is a global asset
manager with headquarters in Jersey City, New Jersey.

Certain information provided in the material has been obtained from third
party sources and such information has not been independently verified by
Lord Abbett. No representation, warranty, or undertaking, expressed or
implied, is given to the accuracy or completeness of such information by
Lord Abbett or any other person. While such sources are believed to be
reliable, Lord Abbett does not assume any responsibility for the accuracy or
completeness of such information. Lord Abbett does not undertake any
obligation to update the information contained herein as of any future date.
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Certain information contained in the material constitutes “forward-looking
statements,” which can be identified by the use of forward-looking
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,”
“estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or
other variations thereon or comparable terminology. Due to various risks and
uncertainties, actual events, results or actual performance may differ
materially from those reflected or contemplated in such forward-looking
statements. Nothing contained in the material may be relied upon as a
guarantee, promise, assurance or a representation as to the future.

Market forecasts and projections are based on current market conditions
and are subject to change without notice. Projections should not be
considered a guarantee.

Past performance is not a reliable indicator or guarantee of future
results. All investments involve risk, including the loss of capital.
Investments are not guaranteed by Lord Abbett, its affiliates, or any
governmental agency.

The views and opinions expressed are those of the Lord Abbett author as of
the date of the material, and do not necessarily represent the views of the
firm as a whole. Any such views are subject to change at any time based
upon market or other conditions and Lord Abbett disclaims any responsibility
to update such views. References to specific asset classes and financial
markets are for illustrative purposes only. This material is not intended to be
relied upon as a forecast, research or investment advice. Neither Lord Abbett
nor the Lord Abbett author can be responsible for any direct or incidental
loss incurred by applying any of the information offered.

The information in this material does not constitute a distribution, an offer, an
invitation, a personal or general recommendation or solicitation in any
jurisdiction. This material has not been reviewed or approved by any
regulatory authority in any jurisdiction.

None of the information provided should be regarded as a suggestion to
engage in or refrain from any investment-related course of action as neither
Lord Abbett nor its affiliates are undertaking to provide impartial investment
advice, act as an impartial adviser, or give advice in a fiduciary capacity.
Mentions of specific companies are for reference purposes only and are not

meant to describe the investment merits of, or potential or actual portfolio
changes related to, securities of those companies.

Unless otherwise noted, all discussions are based on U.S. markets and U.S.
monetary and fiscal policies.

This material may not be reproduced in whole or in part or any form without
the permission of Lord Abbett. Lord Abbett mutual funds are distributed by
Lord Abbett Distributor LLC, member FINRA.
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