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Bond markets are throwing cold water on the outlook for stocks. Real yields (10-year Treasury yields
adjusted for inflation) are now at the highest level since late 2023. As a result, stocks’ equity risk
premium (ERP) is now lower than 75% of history since 1980. This range for the ERP has historically hinted

at a volatile and slower return backdrop for stocks, helping to explain the choppiness in markets of late.

Currently, the S&P 500 carries an earnings yield —the inverse of the trailing price/earnings ratio — of
3.67%. In absolute terms, that’s cheaper than the 3.4% commanded by the index in May, as strong
earnings have largely offset stock price gains. However, thanks to rising TIPS yields, real yields have
climbed to 2.4% -- the highest level since fall 2023. Thus, equities now look extremely expensive
compared to bonds. The 123-bps spread between the earnings yield and the 10-year TIPS yield is the
narrowest since the tech bubble and is in the fourth (lowest) quartile of the last half-century. As we
noted in our Market Sense in May, not all low ERP regimes portend bad times for stocks, but average
returns tend to be lower when stocks are so expensive relative to bonds. When the ERP was near current
levels historically (in the 4" quintile), 6- and 12-month forward S&P 500 returns were below long-term

average, at median 2.6% and 6%, respectively.
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Important Disclosures

Disclosure: HB Wealth is an SEC-registered investment adviser. The information reflects the author’s
views, opinions, and analyses as the publication date. The information is provided for informational
purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any investment
product. This information contains forward-looking statements, predictions, and forecasts (“forward-
looking statements”) concerning the belief and opinions in respect to the future. Forward-looking
statements involve risks and uncertainties, and undue reliance should not be placed on them. There can
be no assurance that forward-looking statements will prove to be accurate, and actual results and future
events could differ materially from those anticipated in such statements. The information does not
represent legal, tax, accounting, or investment advice; recipients should consult their respective advisors
regarding such matters. Certain information herein is based on third-party sources believed to be
reliable, but which have not been independently verified. Past performance is not a guarantee or

indicator of future results; inherent in any investment is the risk of loss.
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