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THE STOCK MARKET: PARALLELS AND CONTRASTS WITH 1999

SIMILARITIES 

In both 1999 and today, the stock market exhibits strong momentum and 

a herd mentality, particularly among the largest, most valuable companies. 

This is evidenced by the significant valuation differential between the market 

capitalization-weighted S&P 500 index and its equally-weighted counterpart. 

Currently, this differential is as pronounced as it was in 1999, just before a 

significant technology stock correction. 



As we delve deeper, it’s crucial to remember that while 

trees do not grow to the sky, the same holds true for stock 

valuations.

VALUATIONS ADJUSTED FOR CYCLICALITY

Valuing stocks using long-run averages of earnings, such 

as those used in the chart on page 3, helps smooth out 

short-term volatility and provides a more stable measure 

of company earnings. Averaging earnings in this way is 

sometimes called “cyclically adjusted.” This approach 

offers a clearer picture of valuation by accounting for 

cyclical fluctuations and reducing the impact of temporary 

market anomalies. Chart A on page 3 will illustrate this 

concept clearly, highlighting the importance of adjusting 

valuations for cyclicality in today’s environment.

DISTORTION IN MULTIPLES

The current disparity in price-to-earnings multiples 

between the market capitalization-weighted S&P 500 

(blue, solid line) and the equally-weighted S&P 500 

(orange, dashed line) highlights the overvaluation of 

mega-cap stocks. The market cap-weighted index trades 

at a 16-multiple point premium over the equal-weighted 

index, reminiscent of the late 1990s.

HISTORICAL CONTEXT AND CONSOLIDATION

After the exuberance of the late 1990s, a period of con-

solidation ensued, where the valuation of average stocks 

did not rise to meet those of mega-cap growth stocks. 

Instead, the multiples for leading growth stocks moved 

lower and converged with the multiple of the “average” 

company represented by the “equal-weighted” S&P 500 

index. How did this happen? From the end of 1999 to 

March 2003, the market capitalization-weighted S&P 500 

declined by 42%, while the equally-weighted version 

fell by only 19%. This corrective period began a realign-

ment of multiples between high-growth, high valuation 

companies and average companies, a trend that persisted 

well into the late 2010s.

DIFFERENCES FROM 1999

Today’s technology companies, unlike many of the 

unprofitable dot-com businesses of 1999, are highly 

profitable with strong cash flow and margins. For 

instance, the cash flow margin for leading tech firms 

is around 32%, significantly higher than the overall 

20% margin for the S&P 500. The broader consumer 

base and the widespread adoption of annuitized cloud 

services have reduced some of the cyclicality inherent in 

the tech sector compared to the 1990s. AI also presents 

the potential for sustained above-average growth, poten-

tially filling the earnings gap illustrated by the valuation 

disparity.

CONCLUSION

Despite the optimism surrounding mega-cap tech 

stocks, similar to the late 1990s, headwinds are likely to 

challenge their continued dominance. Investors should 

consider rebalancing portfolios that drifted or selling 

overvalued stocks, acknowledging that extraordinary 

growth rates cannot persist indefinitely. The adage 

“Trees do not grow to the sky” remains pertinent, 

suggesting a more cautious approach moving forward. 

Instead of chasing the sky, it is wiser to plant roots in the 

ground by buying quality stocks at reasonable prices.
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CHART A   |  PRICE TO 10YR CYCLICALLY-ADJUSTED AVG EPS MULTIPLES FOR S&P 500	 Source: Bloomberg, WCA

 

Historical Context and Consolidation 

After the exuberance of the late 1990s, a period of 
consolidation ensued, where the valuation of 
average stocks did not rise to meet those of mega-
cap growth stocks. Instead, the multiples for leading 
growth stocks moved lower and converged with the 
multiple of the “average” company represented by 
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Important Disclosures 

Standard & Poor’s 500 Index (S&P 500) is a capitalization-weighted index that is generally considered representative of the U.S. large capitalization market. 

The S&P 500 Equal Weight Index is the equal-weight version of the widely regarded Standard & Poor’s 500 Index, which is generally considered representa-
tive of the U.S. large capitalization market. The index has the same constituents as the capitalization-weighted S&P 500, but each company in the index is 
allocated a fixed weight of 0.20% at each quarterly rebalancing. 

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without 
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that 
the figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at 
times, release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no 
guarantee of future results. Indices are unmanaged, and you cannot invest directly in an index. 

All investments involve risk, including loss of principal, and there is no guarantee that investment objectives will be met. It is important to review your 
investment objectives, risk tolerance and liquidity needs before choosing an investment style or manager. 

Beta is a measure of the volatility, or systematic risk, of a security or a portfolio relative to the market as a whole. A beta of one is considered as risky as the 
benchmark and is therefore likely to provide expected returns approximate to those of the benchmark during both up and down periods. A portfolio with a 
beta of two would move approximately twice as much as the benchmark. 

This commentary often expresses opinions about the direction of market, investment sector and other trends. The opinions should not be considered 
predictions of future results. The information contained in this report is based on sources believed to be reliable, but is not guaranteed and not necessarily 
complete.

Washington Crossing Advisors LLC is a wholly owned subsidiary and affiliated SEC Registered Investment Adviser of Stifel Financial Corp (NYSE: SF). 
Registration with the SEC does not imply a certain level of skill or training.
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