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July 8, 2015 
 
Ban Buybacks? 
 
 
 
 
 
 
 
 
 
 
Strategy: Progressive Threat. I believe that Joe and I were among the first investment strategists to 
stress the importance of buybacks and dividends in driving the current bull market in stocks. There 
were lots of vocal bears during the first four years of this bull market. There are fewer now. Back then, 
the bears said that it was a temporary “sugar high.” Some said it was running on fumes since there 
wasn’t much evidence that either institutional or retail investors were buying equities. They obviously 
missed the most important buyers, namely corporations buying back their shares. In addition, rising 
dividends were also undoubtedly a source of funds used to purchase more equities.  
  
The ultimate putdown by the bears has been that the buybacks are just another form of financial 
engineering that artificially boosts earnings per share. The most extreme accusation is that the 
purchases are a form of stock manipulation. I am often asked by our accounts, and sometimes by 
reporters, whether I concur with this charge. My response is that I am an investment strategist, not a 
preacher. I don’t do morality. I don’t make judgements on “good” or “evil.” I do “bullish” or “bearish.”  
  
Okay, I admit that I do have a preacher’s opinion on the subject: I agree that buybacks are a form of 
financial engineering. However, my response to the bears who’ve been saying that for a while has 
been: “So what’s your point? It is what it is, and it has been bullish, while you have been bearish.”  
  
The bears might have the last growl. Their view is influencing progressive politicians in Washington, 
particularly Senator Elizabeth Warren (D-MA). Fed Chair Janet Yellen has been the “Fairy Godmother 
of the Bull Market.” By keeping interest rates near zero and promising to raise them very gradually, she 
has enabled corporate managers to borrow at bond yields well below the forward earnings yield of their 
companies, providing a big incentive to buy back their shares. This yield spread is also providing a 
compelling reason to acquire other companies. Senator Warren may be Yellen’s bearish twin sister, 
threatening the bull market. Let me explain:  
  
(1) Senator Warren. Early last month, Senator Warren called on the SEC to reexamine rules that allow 
US corporations to buy back their shares. A rule change in 1982 by the SEC allowed them to do so 
without the risk of getting accused of market manipulation. Warren said, “These buybacks were treated 
as stock manipulation for decades because that is exactly what they are. The SEC needs to recognize 
that.”  
  
She added, “Stock buybacks create a sugar high for the corporations. It boosts prices in the short run, 
but the real way to boost the value of a corporation is to invest in the future, and they are not doing 
that.”  

See the collection of the individual charts linked below. Click  below to automatically add linked publications to 
MyPage and to receive updates through Home Delivery.  
  
(1) Who’s on first? (2) Financial engineering in one easy lesson. (3) Strategists shouldn’t be preachers. (4) 
Elizabeth Warren: The Fairy Godmother of the Bears. (5) Are buybacks sugar highs for corporations? (6) 
Meet Senator Baldwin. (7) Professor Lazonick explains how buybacks worsen income inequality. (8) 
Goldman prefers M&A to buybacks. (9) Depressions, recessions, secular stagnation, and bananas. (10) 
Mostly ho-hum indicators around the world. (11) Focus on overweight-rated S&P 500 Health Care industries.  
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A 1993 bill championed by the Clinton administration allowed corporations to tie executive pay to a 
company’s share price though stock options on a tax-deductible basis. Clinton believed that the 
measure would curtail annual salaries exceeding $1 million. Instead, it gave management a 
tremendous incentive to boost their own pay by inflating earnings per share through buybacks.  
  
Warren is co-sponsoring legislation called the “Stop Subsidizing Multimillion Dollar Corporate Bonuses 
Act.” She said, “We need to close the loophole that gives corporations a tax break when they give 
CEOs the giant stock payments.”  
  
(2) Senator Baldwin. The rule that was changed in 1982 is called Rule 10b-18. Senator Tammy Baldwin 
(D-WI) wrote a 4/23 letter to the head of the SEC stating, “In 1982, when the Securities and Exchange 
Commission (SEC) issued a rule to provide ‘safe harbor’ from manipulation liability, buybacks were 
near zero. Last year, over $500 billion was spent on share repurchases.”  
  
Baldwin added, “A growing body of research suggests that the vast amounts U.S. corporations have 
spent to repurchase their own stock is a chief cause of the stagnation of American wages and 
investment, and could be a potential source of long-term national decline.”  
  
(3) Professor Lazonick. In her letter to the SEC, Baldwin quotes an article in the Harvard Business 
Review titled “Profits Without Prosperity” by William Lazonick, a professor of economics at the 
University of Massachusetts Lowell. His views are summarized in a 6/13 op-ed in The Boston Globe 
titled “Ban the stock buyback binge, bring back the middle class.”  
  
The professor blames buybacks for exacerbating income inequality: “Stock buybacks bear major 
responsibility not only for the extreme concentration of income among the richest households but also 
for the erosion of middle-class employment opportunities. Most American households depend on 
employment with a business corporation. An employee earns an income that supports a middle-class 
living standard when, in return for supplying skill and effort, he or she gets stable employment and an 
equitable share in the company’s productivity gains. When most or all of these gains flow out of the 
business corporation to shareholders, middle-class employment opportunities disappear.”  
  
(4) Chairman Fink. In mid-April, Larry Fink, chairman and CEO of BlackRock, sent a letter to the S&P 
500 CEOs in the US and to the largest companies in EMEA and APAC that BlackRock invests in on 
behalf of its clients. He bemoaned the emphasis on short-term returns at the expense of long-term 
goals:  
  
“As I am sure you recognize, the effects of the short-termist phenomenon are troubling both to those 
seeking to save for long-term goals such as retirement and for our broader economy. In the face of 
these pressures, more and more corporate leaders have responded with actions that can deliver 
immediate returns to shareholders, such as buybacks or dividend increases, while underinvesting in 
innovation, skilled workforces or essential capital expenditures necessary to sustain long-term growth.  
  
“In 2014, dividends and buybacks in the U.S. alone totaled more than $900 billion, according to 
Standard & Poor’s--the highest level on record. With interest rates approaching zero, returning 
excessive amounts of capital to investors-who will enjoy comparatively meager benefits from it in this 
environment-sends a discouraging message about a company’s ability to use its resources wisely and 
develop a coherent plan to create value over the long term.”  
  
(5) Chief Economist Hatzius. A 6/12 Bloomberg article highlighted a research note on buybacks by 
Goldman’s Chief Economist Jan Hatzius and his team. It warned:  

https://www.law.cornell.edu/cfr/text/17/240.10b-18
http://www.baldwin.senate.gov/download/?id=2c78cb92-3afd-453c-bae3-44a875ac11ab&download=1%20
https://hbr.org/2014/09/profits-without-prosperity
https://www.bostonglobe.com/opinion/2015/06/12/ban-buybacks-bring-back-middle-class/bP4vXM83IrzrnhBKvYgVlI/story.html
http://www.businessinsider.com/larry-fink-letter-to-ceos-2015-4
http://www.bloomberg.com/news/articles/2015-06-12/goldman-washington-is-coming-for-all-those-share-buybacks
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“Some lawmakers have linked share repurchases with stagnant wages and a lack of business 
investment and have recently begun to call for regulatory changes to constrain repurchase activity. The 
two most obvious avenues for policy change would be securities rules related to the transactions 
themselves, or tax changes that increase the relative cost to corporations of buying back their own 
stock instead of paying dividends or making investments in productive capital.”  
  
Goldman prefers that companies buy other companies rather than their own shares. Needless to say, 
the investment banking fees are much higher than the commissions on the trading desk. (See the 6/2 
Bloomberg article titled “Goldman Sachs to Companies: Stop Buying Back Your Stock--Buy other 
companies instead.”)  
  
Of course, while there is some political push to reduce the incentives for companies to buy back their 
shares, it’s a long way from happening. Even if rules are changed and legislation is passed to do so, 
companies may simply distribute more of their cash through dividends. They might also choose to buy 
back more stock of other companies through M&A. As long as bond yields remain well below forward 
earnings yields, companies will continue to have an incentive to buy back shares of their companies 
and shares of other companies. That’s neither good nor bad; it’s just bullish until the music stops.  
  
Global Economy: More Secular Stagnation. Is it a banana? In the 19th century, downturns were 
called “depressions.” However, the term got a bad name in the 1930s, and “recession” was coined. 
Alfred Kahn, one of President Jimmy Carter’s economic advisers, was once rebuked by the President 
for scaring people by talking of a looming recession. Mr. Kahn, in his next speech, substituted the word 
“banana” for “recession.”  
  
“Secular stagnation” also has lots of negative connotations. Alvin Hansen was a professor at Harvard 
University who introduced Keynesian economics in the US during the 1930s and helped create the 
Council of Economic Advisors. His first book at Harvard was titled Full Recovery or Stagnation? (1938). 
He outlined what came to be called the “secular stagnation thesis.” He claimed that the American 
economy would never grow rapidly again because all the growth ingredients had played out, including 
technological innovation and population growth. The only solution, he argued, was constant, large-scale 
deficit spending by the federal government.  
  
The economic boom of the 1940s and 1950s buried the term “secular stagnation” in the dust bin of 
economic history until Professor Lawrence Summers of Harvard University recently dusted it off to 
explain the slow pace of the current economic expansion. He too is all for more deficit-financed 
government spending.  
  
I agree that the global economy is struggling with secular stagnation. However, I think it is mostly 
attributable to too much fiscal and monetary intervention by our governments. More of these policies 
will make things worse, not better. I’ve discussed my views on this subject on a regular basis in the 
recent past. For now, let’s review the latest data showing that the global economy is just muddling 
along:  
  
(1) Global PMIs. Global economic growth slowed during June led by a significant contraction in 
emerging market output, according to Markit’s latest report. The J.P. Morgan Global Composite PMI fell 
from 53.6 in May to 53.1 in June, down from a recent high of 55.6 during July 2014 (Fig. 1). The Global 
M-PMI fell from 51.3 to 51.0 in June, back down at April’s reading, which was the lowest since July 
2013.  
  

http://www.bloomberg.com/news/articles/2015-06-02/goldman-sachs-to-companies-stop-buying-back-your-stock
http://www.markiteconomics.com/Survey/PressRelease.mvc/46cc432485614a6c8d02a4e302c39e95
http://www.yardeni.com/premiumdata/tc_20150708_1.png
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Most of the weakness was in the BRIC economies, while Japan and the Eurozone posted growth. The 
US remained well below recent highs, yet above the global average. On a positive note, employment 
rose m/m for the overall index, albeit at a slower rate, with declines posted in the BRICs.  
  
The HSBC Emerging Markets Composite PMI fell to 49.6 during June (Fig. 2). It was only the second 
reading below 50 since the start of the data in January 2010.  
  
(2) US exports. The strength in the US dollar and the weakness in the global economy are depressing 
demand for US goods overseas. US merchandise exports, on an inflation-adjusted basis, declined 
1.9% m/m and 0.6% y/y in May (Fig. 3). A key contributor to the m/m shortfall was in capital goods 
excluding autos, which fell by 5.2% in 2009 dollars.  
  
On average, large US corporations ring up roughly half of their sales overseas. So it isn’t surprising that 
US merchandise exports tend to be highly correlated with S&P 500 revenues on a y/y basis (Fig. 4). 
The former fell 6.6% y/y during May, while the latter declined 1.8% through Q1.  
  
(3) European production. As Debbie discusses below, German industrial output stagnated in May. It 
was up only 2.2% y/y (Fig. 5). That’s a very lackluster recovery. Factory orders edged down in May. 
This series has been on a slow-paced uptrend since mid-2012, but seems to be stalling over the past 
year. Spain’s industrial production rose 0.8% in May m/m and 4.0 y/y. That’s more like it should be.  
  
In the UK, May’s industrial production index rose 0.4% m/m and 2.1% y/y to the highest since June 
2011 (Fig. 6). Far less impressive is that manufacturing output fell 0.6% during May and is only up 1.0% 
y/y.  
  
(4) Eurozone retail sales. There is some unambiguously good news out of the Eurozone’s economy. 
The volume of retail sales (excluding autos) rose in May to the best pace since February 2011 (Fig. 7). 
It is up 2.4% y/y, which is a solid reading for the region (Fig. 8).  
  
There is a clear upswing in the four major economies of the Eurozone, with three available through 
May: Germany (4.2% y/y), Spain (3.4), and France (1.9). Ireland (5.6) is also up nicely, while Greece 
and Portugal remain depressed (Fig. 9 and Fig. 10). We will soon find out if the latest turmoil in Greece 
is having any effect on Eurozone shoppers. We doubt it will, since it seems to have turned mostly into 
background noise for most of them. (Click  to add Eurozone Retail Sales to MyPage.)  
  
(5) Chinese meltdown. Less clear is whether the meltdown in Chinese stock prices is background noise 
for China’s economy. The latest stock market bubble only began last November when the PBOC start 
easing monetary policy again. The Shanghai A-Share index jumped 113.5% since the start of last 
November to this year’s peak on June 12 (Fig. 11). It is down 27.8% since then. Presumably, for many 
retail investors, it’s been mostly a round trip: Easy come, easy go. If so, then the impact on consumer 
spending should be minimal.  
  
On the other hand, China’s economic growth rate has been slowing significantly. A big drop in 
confidence could depress growth at a faster pace. The government is visibly struggling to prop up stock 
prices, and losing lots of its credibility as the consummate manager of the economy as it fails to do so.  
  
CALENDARS  
  
US. Wed: MBA Mortgage Applications, FOMC Minutes, Williams. Thurs: Jobless Claims 276k, Weekly 
Consumer Comfort Index, Brainard. (Bloomberg estimates)  
  

http://www.yardeni.com/premiumdata/tc_20150708_2.png
http://www.yardeni.com/premiumdata/tc_20150708_3.png
http://www.yardeni.com/premiumdata/tc_20150708_4.png
http://www.yardeni.com/premiumdata/tc_20150708_5.png
http://www.yardeni.com/premiumdata/tc_20150708_6.png
http://www.yardeni.com/premiumdata/tc_20150708_7.png
http://www.yardeni.com/premiumdata/tc_20150708_8.png
http://www.yardeni.com/premiumdata/tc_20150708_9.png
http://www.yardeni.com/premiumdata/tc_20150708_10.png
http://www.yardeni.com/premium/PublicationSubscriptions.aspx?pubadd=613
http://www.yardeni.com/pub/ecoindeuret.pdf
http://www.yardeni.com/premiumdata/tc_20150708_11.png
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Global. Wed: Japan Machine Orders -5.0%m/m/16.7%y/y, Canada Building Permits -5.0%. Thurs: 
China CPI & PPI 1.3%/-4.6% y/y, Australia Employment Change & Unemployment Rate 0.0k/6.1%, 
Germany Trade Balance (euros) 20.5b, Canada Housing Starts 190k, BOE Rate Decision & Asset 
Purchase Target 0.50%/375b. (DailyFX estimates)  
  
STRATEGY INDICATORS  
  
Fundamental Stock Market Indicator (link): Our FSMI--a good coincident indicator that can confirm or 
raise doubts about stock market swings--rose for the third week by a total of 1.8% through the week of 
June 27, following a three-week slump of 3.3% from its record high. Our FSMI is the average of our 
Boom-Bust Barometer (BBB) and Bloomberg’s Weekly Consumer Comfort Index (WCCI). The BBB 
slipped 0.4% after a two-week gain of 1.4%, which followed a three-week decline of 4.6%. Jobless 
claims climbed to 274,750 (4-wa) after falling the prior two weeks from 278,750 to 273,750. It was at 
266,500 in mid-May, the lowest since April 2000. The CRB raw industrials spot price index--another 
BBB component--dropped to a new cyclical low. The WCCI increased for the third week by a total of 
9.7% after a nine-week plunge of 16.3%.  
  
US ECONOMIC INDICATORS  
  
US Merchandise Trade (link): Data through the first two months of Q2 suggest that trade will likely 
have little effect on Q2 GDP growth after subtracting significantly the last two quarters. The real 
merchandise trade deficit (used to calculate real GDP) widened to -$58.4 billion in May after narrowing 
dramatically from -$66.4 billion (largest since March 2007) to -$56.9 billion in April. The April/May 
average deficit of -$57.7 billion matches the Q1 average deficit. (A West Coast port dispute caused 
wide swings in the March and April deficits.) May real exports sank 1.9% following gains of 2.6% 
(largest since October 2013) and 0.5% the prior two months after slumping 4.2% the first two months of 
the year. Real imports edged down 0.5% after tumbling 3.4% in April (following a big 8.7% boost in 
March reflecting the clearing of backlogged goods after West Coast port strikes ended). The decline in 
real exports was driven by a 5.2% drop in capital goods ex autos, with smaller declines in consumer 
goods ex autos (-0.6%) and industrial supplies (-0.6); exports of food (2.6) and autos (0.7) rose, with 
the latter up 7.1% the past three months. Real imports were mostly lower: food (-4.0), industrial 
supplies (-2.8), and capital goods ex autos (-1.4) were in the red  
  
JOLTS (link): May JOLTS data showed that job creation virtually matched the payroll count, after falling 
short seven of the prior eight months. Hirings fell 34,000 in May to 5.000 million; separations were 
152,000 lower at 4.743 million. The latest hirings and separations data yielded an employment gain of 
257,000 for the month, slightly above May’s payroll gain of 254,000. Job openings increased for the 
fourth time in five months, up 29,000 in May and 486,000 year to date, to a new record high of 5.363 
million. The total hires rate remained at 3.9%, holding just below its cyclical high of 4.1%, while the job 
openings rate was unchanged at its cyclical high of 3.9%. The quit rate remained at 2.1%, just below its 
cyclical high of 2.2% posted the prior four months. The ratio of unemployed workers per job opening 
ticked up to 1.62 from April’s cyclical low of 1.60; it was as high as 6.80 in July 2009.  
  
GLOBAL TRADE INDICATORS  
  
UK Industrial Production (link): UK headline industrial output was a surprise on the upside in May; 
manufacturing production a surprise on the downside--following April’s script. Total industrial production 
advanced for the fourth month, up 0.4% m/m (double consensus estimates) and 1.4% over the period. 
May’s increase was once again driven by a surge in oil and gas (7.3%) output. Factory production 
dropped an unexpected 0.6%, following April’s 0.4% decrease. Nine of 13 manufacturing sectors 
posted declines, with basic metals & metal products (-3.7) posting the largest contribution to May’s loss. 

http://www.yardeni.com/Pub/stmktfsmi.pdf
http://www.yardeni.com/Pub/USTRDCBNEW.pdf
http://www.yardeni.com/Pub/jolts.pdf
http://www.yardeni.com/Pub/UKHB_BB.pdf
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A survey of manufacturers published last week showed growth in the sector was its slowest in two 
years in June.  
  
Germany Industrial Production (link): Germany’s industrial production headline series (which 
includes construction) was flat at its cyclical high in May as an increase in manufacturing production 
was offset by a drop in construction output. Excluding construction, output was also unchanged after 
rising 0.8% in April to a new cyclical high--following a 0.5% loss and a 0.2% gain the prior two months. 
Manufacturing production increased 0.3% in May and 1.0% the past two months to within a fraction of 
July 2014’s cyclical high. Capital goods production advanced 1.9% over the two-month period to within 
0.4% of last July’s cyclical high; outlays of consumer (1.3%) and intermediate (-0.2) goods continued 
their up-and-down pattern, with the former rising and the latter falling in May.  
  
Spain Industrial Production (link): Output excluding construction rose for the sixth straight month in 
May, climbing 0.8% m/m and 3.4% over the period. Over the past 12 months, production expanded 
4.0%, double April’s 2.1% and the fastest since April 2014. Strength was widespread: capital goods 
(6.2% y/y), intermediate goods (4.9), and energy (3.3) output all posted robust gains, while consumer 
goods production was flat.  
  
GLOBAL INDEX BRIEFINGS  
  
Germany MSCI (link): Germany’s MSCI price index fell 12.2% in 2014 in US dollar terms, but ranks 
24th globally with a ytd decline of 0.7%. It ranks 12th globally with a gain of 8.5% in euro terms, but is 
down 13.7% from its record high of April 2015 and testing its 200-dma. Forward revenues is down 0.8% 
from its record high in May, and forward earnings has improved to a seven-year high but remains 2.5% 
below its record high in January 2008. Analysts expect earnings to rise 12.3% in 2015 on a revenue 
gain of 7.2%, better than the 0.4% earnings rise in 2014 when revenues rose 0.6%. The implied 
forward profit margin is down from its record high of 7.1% in November 2007, but its current reading of 
6.4% is the highest since October 2011; it has been improving steadily since late 2012. NERI had 
turned positive in March for the first time in 33 months, and was eighth best of the 49 MSCI countries in 
June as it edged up to 5.7% from 5.4% in May. The 14.0 P/E is down from an 11-year high of 15.5 in 
April, but is about double its record-low 7.4 in September 2011. Its 12% discount to the World MSCI’s 
P/E is down from a seven-year high of 8% in April. It had been at a record-low 27% discount in 
September 2011.  
  
Japan MSCI (link): Japan’s 11.7% increase ytd in US dollars ranks fourth among the 49 MSCI 
countries we follow, but falls to sixth with its local currency gain of 14.3%. Forward earnings is at a 
record high now for the first time since November 2007, but forward revenues has fallen 2.7% from its 
six-year high in January and is down 15.5% from its October 2008 record high. Analysts expect 18.1% 
earnings growth for the year ending March 2016 on a 3.4% revenue gain, compared to 5.9% earnings 
growth and 0.6% revenue growth for the year ended March 2015. The forward profit margin bottomed 
at a record low of 1.6% in May 2009 and has improved 2.3pps since December 2012 to a record high of 
5.5%. NERI has been positive for 12 straight months, best among the 49 MSCI countries that we follow, 
and ranked 11th best in June as it improved to 3.6% from 2.0% in May. The 15.7 P/E is near the top of 
its four-year trading range, and has improved to a 1% discount to the MSCI World from February’s 
record-low 11% discount.  
  
United Kingdom MSCI (link): The UK MSCI price index ranks 23rd among the 49 MSCI countries with 
a drop of 0.7% ytd in dollar terms, up from an 8.7% decline for all of 2014. It ranks 33rd in local 
currency terms with a decline of 0.8% ytd. Fundamentals continue to remain challenged. Forward 
revenues is down 14.8% from its cyclical high in May 2013 to a four-year low, and has been on a steep 
downtrend since last October. Forward earnings is near the lowest level since November 2009 and has 

http://www.yardeni.com/Pub/ECOGLINDORDIP.pdf
http://www.yardeni.com/Pub/SPAINHB_BB.pdf
http://www.yardeni.com/Pub/int-mscied.pdf
http://www.yardeni.com/Pub/INT-MSCIFJ.pdf
http://www.yardeni.com/Pub/INT-MSCIEX.pdf


7 
 

fallen steadily for nearly five years to 29.0% below its cyclical high in September 2011. With Energy 
making up roughly 15% of the UK’s market cap and earnings share, earnings are expected to fall 
10.7% in 2015 on a revenue decline of 9.4%, worse than the 2.7% earnings drop in 2014 when 
revenues fell 3.9%. The forward profit margin had fallen steadily from 10.5% in February 2011 to 7.6% 
in April, but is up to 7.9% now. NERI--negative for 49 months--improved to a 24-month high of -7.3% in 
June from -7.7% in May. The 15.5 P/E is down from a 10-year high of 16.1 in April, and its 3% discount 
to the World MSCI P/E is near its lowest discount since 2005.  
  
FOCUS ON S&P 500 HEALTH CARE  
  
S&P 500 Health Care Sector (link): A 9.2% increase ytd (versus the S&P 500’s 0.5%) puts Health 
Care solidly in first place among the index’s 10 sectors, compared to a 23.3% gain and a second-place 
ranking for all of 2014. Forward revenues and earnings are at record highs, but forward earnings has 
been rising at a faster rate and has given the profit margin a lift since last spring. For 2015, analysts 
expect 9.2% earnings growth, third among the 10 sectors, and 7.4% revenue growth, best among the 
sectors. That compares to 17.2% earnings growth and 10.9% revenue growth in 2014, both of which 
were tops among the sectors. The profit margin is expected to improve to 10.3% in 2015 from 10.1% in 
2014. NERI was tops among the 10 sectors in June, and positive for a second straight month as it 
improved to 4.5% from 3.5% in May. The P/E of 17.6 is near its highest levels of the past 10 years, but 
its 4% premium to the market multiple is down from 13% in February 2014.  
  
S&P 500 Biotechnology (link): Biotechnology’s stock price index ranks third among the 10 Health 
Care industries with an 11.3% ytd gain to a record high compared to a 32.6% rise for all of 2014. 
Biotech’s forward revenues, earnings, and the implied profit margin have all improved impressively to 
record highs. This industry has been the sector’s best performer since 1995--recording higher y/y 
earnings every year. During 2015, analysts expect revenues to rise 15.9% and think earnings will be 
25.7% higher. During 2014, Biotechnology was the top industry in the S&P 500 as revenues jumped 
41.2% and earnings soared 88.1%. Valuation of 17.3 is down from a nine-year high of 24.0 in January 
2014, but is up impressively from a record low of 10.7 in August 2011. NERI had turned briefly negative 
in February for the first time in 31 months, and was down to 1.9% in June from 3.0% in May, but has 
been positive in 64 of the past 70 months since September 2009. Biotech is consistently among the 
S&P 500’s most profitable industries, with an implied forward profit margin at a near-record high of 
42.7%, up from 32.2% at the beginning of 2014.  
  
S&P 500 Health Care Distributors (link): This industry’s stock price index ranks fourth in the sector 
with a 10.0% ytd gain after rising 25.7% in 2014. Forward revenues and earnings have risen steadily to 
record highs since 2010, but the implied profit margin of 1.5% is the lowest of the 130+ S&P 500 
industries. Earnings rose y/y nearly every year since 1995, and is expected to be up 14.6% y/y in 2015 
on a revenue gain of 9.0%, down from a 20.5% earnings rise and an 18.7% revenue gain in 2014. This 
industry’s NERI was positive for an 11th straight month in June as it improved to 9.7% from 3.1% in 
May. Valuation of 18.6 is near an eight-year high, but is down to a 10% premium to the market’s P/E 
from a 15% premium in late 2013. This is an intensely competitive industry--analysts expect the profit 
margin to be just 1.4% in 2015, up from 1.3% in 2014.  
  
S&P 500 Managed Health Care (link): Managed Health Care’s stock price index is the fourth-best S&P 
500 industry performer ytd with a sector-leading gain of 29.3% after rising 31.9% in 2014. Forward 
revenues and earnings forecasts are at record highs, but the forward profit margin that they imply is 
down to a near record low of 4.0% from a record high of 6.1% in 2005. Consensus annual forecasts 
represent a pickup in earnings growth to 11.8% in 2015 from 4.4% in 2014, but revenue growth is 
expected to slow to a still-impressive 9.2% from 11.1% last year. NERI fell to a still-impressive 18.2% in 
June from 19.6% in May and was positive for a 14th straight month. Takeover talk has helped valuation 

http://www.yardeni.com/Pub/if-shc.pdf
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improve recently, and the forward P/E of 17.5 is more than triple the record low of 5.2 in November 
2008. The industry’s 4% premium to the market is at a nine-year high and up from an 11% discount at 
the beginning of the year. STEG is at a seven-year high of 11.8% and above LTEG for the first time 
since 2007.  
  
S&P 500 Pharmaceuticals (link): Pharmaceuticals’ price index is up 6.4% ytd and has been hitting 
record highs since last February for the first time in 13 years. Forward revenues and earnings have 
been edging up gradually to record highs. Analysts see earnings rising 4.8% y/y in 2015 on a revenue 
gain of 1.7%, about the same as the 4.8% earnings and 1.2% revenue growth recorded in 2014. NERI 
was negative in February for the first time in 19 months, but turned positive again in May. NERI 
improved to 1.6% in June from 0.6% in May, and has been positive in 20 of the past 23 months. 
Valuation of 17.3 remains close to December’s 11-year high of 17.7. The index trades at a 3% premium 
to the market’s P/E, down from 10% last September, but up from a record-low 30% discount in 
September 2009. Pharma’s forward profit margin consistently ranks among the strongest S&P 500 
industries--it has improved to a record high of 25.5% from a 21% to 23% range since 2004.  
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