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Stocks on the rise —
but still fairly cheap

Despite jump, buying now could net investors some great deals

By Matt Krantz
USA TODAY

Stgeks are soaring, but in-
vesters whe buy in now may
still be getting & deal of a dec-
ade, based on metrics of how
pricey the market is.

The marketis off toits best
start since 1987, with the Stan-
dard & Poor’s 500 rising again
Wednesday and boosting its
year-to-date gain to 7.3 per-
cent.

Even so, the prices inves-
tors are paying for stocks are
still well below average. If
stock pricesrise enough to get
valuations closer to historic

' horms, it could help finally re-
pair a decade-long period of
disappointing returns.

Stocks are trading at a
price-earnings ratio of 13.%
based on the past 12 months of
earnings. That’s well below
the market's average P-E of
19.0 since 1988, says S&P Cap-
ital 1Q, The P-E has crept
higher along with the mar-
ket's rebound, rising from

just 12 in the third quarter of
2011. Investors, though, are
still buying shares below the
15 P-E they paid at the start of
2011,

“You can make a good case
that stocks are relatively
cheap,” says Bill Stone, of
PNC Wealth Management.
“There’s room to the upside.”

Market indicators signal
stocks are relatively reason-
able based on:

» Future earnings. Earn-
ings growth has been slowing
— the fourth quarter of 2011
was the eighth straight quar-
ter of lower profit growth, But
even based en projected 2012
earnings, which reflects slow-
ér expected growth, stocks
trade ata P-E of 12,8, which is
below the average P-E of 18
based on projected earnings
since 1988.

» Revenue, Someinvestors
compare the prices of stocks
to the revenue the companies
generate to meagsure value.
Stocks are now trading for
1.29 times their trailing reve-

nue, whichis12 percent below
the average since 1996, says
Jack Ablin, of Barris Private
Bank. Ablin estimates stocks
could rise 40 percent gver the
next three years if the price-
to-revenue ratio returns to its
historical average.

» Book value. Comparing |
the price of §tocks to the book |
value, or net worth, of compa-
nies congervatively shows
how much investors are pay-
ing for 4 claim to companies’
assets minus  Jiabilities,
Stocks are now trading for
roughly two times their book
value, well below the three
times book value they've paid
on average since 1996, Ablin
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Stocks’ relatively low
prices are even more attrac-
tive now in a period when
bond vields are so low, says
Robert Maltbie, of Singular
Research. *“The stock market
is still priced for bad times,”
he says. “Investors should be
saying, ‘Maybe I sheuld not
hate stocks so much.’ ”




