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Halfway through! Out of the 505 listed companies on the S&P 500 index, slightly less than half (46%) had 

reported its earnings as of April 28th. By end of next week, more than 80% of the Index would have reported and, 

by that time, investors will have a better picture on whether equities have further upside. The implied volatility, 

measured by the VIX Index, has dropped by 8 points between early March and late April, helped by the recent 

outperformance of cyclicals stocks. Indeed, both iShares S&P US Banks ETF and iShares Oil & Gas Exploration ETF 

are up more than 33% year-to-date, which compares very well versus the S&P, which is up “only” 11.5% over the 

same period. The VIX, also often referred to as the market “fear” gauge, traded below 16 on April 14th, a level last 

seen more than a year ago (Graph 1 below) seems to indicate that nervousness to have diminished. 

 
 

Graph 1: VIX Index since 31st December 2019 
 
 

 
 
 

                              Source – Lighthouse Canton, Bloomberg 

 
 

 

 

 

 

 

 



 

 

 

Rarely in history have risky assets benefited from such a favorable context: 

1. Ample liquidity from Central Banks. As shown on Graph 2, Fed M2 money supply grew by 27% between 

February 2020 and February 2021. 

2. Generous packages from the Biden Administration through The American Rescue Plan of $1.9 trillion, The 

American Jobs Plan of $2.3 trillion and The American Families Plan of $1.8 trillion.  

3. Strong corporate earnings bolstered by re-opening of economies.   

 

Graph 2: Federal Reserve money Supply M2 YoY % Change 

 

 
 
                                 Source – Bloomberg 

 

Since global equities are trading at (or close to) record high, the real question is, what should we expect 

going forward? There are different ways at gauging how safe financial markets are. As always, a good judgment 

call should be the first line of defense. The fact that Hometown International Inc (HWIN US), the owner of a grocery 

store in New Jersey, topped a $100m market capitalization with 4 employees and less than $50,000 of sales both 

in 2019 and 2020 is illustrative that capital is no longer allocated properly. The very fact that the company 

managed to IPO in 2019 is somewhat jaw-dropping.  

 

 

 

 

 

 



 

 

The cyclically adjusted Price / Earnings ratio, developed by R. Shiller, is a simple yet powerful compass for 

investors and has proven to be right consistently in the past on the “overheated” state of the equity markets. If 

we reference to Graph 3 below, at 37.6x on the S&P 500 index, it is at a level never reached in history except 

during the dot.com bubble. This seems to suggest that US equities are currently priced for perfection. However, 

in our opinion, US equities have become increasingly asymmetric with a bias towards downside risk. 

 

Graph 3: Shiller Price to Earnings Ratio of S&P 500 since 1872 

 

 

                                          Source – multpl.com 

 

 

Let us take Nike Inc (“Nike”) as an example. With strong fundamentals and financial metrics including net 

income of ~11%, ROE of ~30% and earnings growth rate ~7%, Nike shares is an attractive stock to hold. Consumer 

loyalty to the brand as well as online sales have helped Nike to maneuver the Covid-19 situation remarkably well 

for a retailer. With just a 10% decrease on its top line, the disruption brought about by Covid-19 has had a limited 

impact on the company. While we understand why high-quality stocks could trade at a premium over fair value, 

the doubling of Nike’s price to earnings ratio, from 30x to 60x over the last 12 months, is not justified by its 

fundamentals. In fact, it is quite the opposite. Even based on our optimistic assumptions for the stock, our target 

price for Nike is lower than 15% from the current level ($130) and more than 25% lower than its December’s peak 

of $147. This case study on Nike serves as a simple illustration on the limited upside potential on most of the 

stocks, including the good ones.  

 

 

 

 

 



 

 

Graph 4: Nike Inc. Price to Earnings ratio since 2008 

 

            Source – Lighthouse Canton 

 

Companies tends to raise equity when share price surpassed normalized valuation (and buy them back 

when valuations are cheap). Number of IPOs is one of the good indicators to estimate how speculative the market 

sentiment is. 2021 will be remembered as an excellent year for IPOs, with only 4 months into 2021 but already 

topping 443 IPOs, largely helped by SPACs, also known as “blank check companies”. In addition, as shown on 

Graph 5 below, it is worth noticing that both 2020 and 2021 have already surpassed the previous highest record 

of 397 companies issuing shares for the first time in 2000. This is another illustration of market exuberance and 

capital being misallocated. 

Graph 5: Number of IPO by year on the US stock market 

 

             Source: stockanalysis.com 

 



 

 

Such a bonanza for equity markets also has cascaded into fixed income. Yields on junk bonds are back to 

historical low levels (Graph 6) despite a significant number of downgrades (148 over the 180 days on high yield 

indices globally) and no real improvement, as far as leverage is concerned. This is another indication that loose 

monetary policies have led the market to pursue short-term gain and consequently long-term pain. 

 

Graph 6: BarCap US High Yield Corporate index since 1990 (Yield-to-Worst in %) 
 

 

                   Source: Bloomberg 

 

Awareness that current valuations, both in equities and fixed income, are more driven by liquidity than 

fundamentals is important. Investors focusing on balance sheets have been mislaid in these markets and many of 

them have underperformed, being either too cautious or away from the different rallies (e.g. tech/growth in H2 

2020, cyclicals in Q1 2021). A European long-short manager who has an excellent track record, whom we spoke 

to, was explaining how the Q1 2021 had been for them, suffering from both their long book (quality 

underperforming value & cyclicals) and short book (composed primarily of loss making companies with high 

valuations that have rallied recently). 

Chair of the Federal Reserves, J. Powell reiterated on April 28th that the Fed was still “a long way” from 

withdrawing monetary support, and that should inflation move materially above 2% in a persistent way then the 

Fed will use tools to guide inflation and expectations back down. This means that inflation expectations and 

consequently interest rates are unlikely to move much higher any time soon. Investors can be rest assured that 

central bankers will try their best to keep the bull market going. 

 

 



 

 

Since the global economic situation is improving, inflation is under control and that vaccination is under 

way, what could possibly go wrong? Below are some of the factors which we have identified as potential trigger 

to a prick to the current market bubble: 

• Valuations have been artificially inflated by ultra-loose monetary policies, so any indication of a 

tightening may send risky assets lower. In our opinion, it is a question of “when”, not “if” – and at 

what magnitude. 

• Higher taxes for corporates and the happy few to pay for today’s spending will inevitably impact 

valuations.  

• The leadership transition between US and China (which is about to become the world largest GDP) is 

unlikely to be smooth as far as the US are concerned. Additionally, the impact of geopolitical risks 

outside US-China, such as Iran, Taiwan, etc, on markets should not be underestimated in our opinion.  

• A faster than expected slowdown in China’s credit cycle could potentially waver confidence. We view 

the recent suspension of China Huarong Asset Management despite it being 49.5% owned by the 

Ministry of Finance as a warning. 

• Covid-related news surrounding new mutations, vaccines turning out to be less effective or having 

second side effects in few months are currently not priced in, as markets remain distracted by the 

global stimulus effort (and became complacent!).  However, once market realizes the impact which a 

prolonged “existence” of the Covid-19 virus has on the economy, this could potentially trigger a 

correction later in the year. 

• A lot of long positions are currently borrowed in nature mainly by the likes of private banks and hedge 

funds. Another Archegos blow-up, or authorities simply imposing stricter rules around leverage, could 

force these remaining speculative positions to be unwound. 

• The level of margin debt and leverage are a cause for concerns. A report by Financial Times on 29th 

April, “Margin Debt and Leverage are Flashing Red, again”, referenced a data collected by the 

Financial Industry Regulatory Authority which shows that the total margin debt across Wall Street hit 

$822bn by end of March – post Archegos scandal – which was almost double the $479bn level about 

a year ago and far more than $400bn peak reached in 2007, just before the financial crisis. This means 

that an indication of tightening might cause a spiral in the system – a magnitude we would not want 

to imagine. 

 

 

 

 



 

 

 

The intention of our memo this month is not to discourage our readers from investing in the market or 

signal that there are no investment opportunities left. We just wanted to share our observations of the possible 

risks and warning signs to look out for amid the market euphoria we are all experiencing, so that our readers will 

be able to make a more informed and hopefully, educated investment decisions. Our investment philosophy and 

approach remain unchanged from those reiterated in our past memos which is to let fundamentals drive your 

investment decisions, build a well-diversified portfolio invested across asset classes, focus on downside risks 

through a well thought out hedging strategy and avoid short-sighted pursuit of gains. 

 
 
 

      Yours Faithfully, 
 
      The Lighthouse Canton Team 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

IMPORTANT DISCLAIMER: 
The contents of this document are confidential and are meant for the intended recipient only. If you are not the intended recipient, please delete all copies of this document and notify the 
sender immediately. 
This document, provided as a general commentary, is for informational purposes only and is not to be construed as an offer to sell or solicit an offer to buy any financial instruments in any 
jurisdiction. This does not constitute any form of regulated financial advice, and your independent financial advisor should be consulted prior to taking any investment decision(s). This 
document is based on information from sources which are reliable but has not been independently verified by Lighthouse Canton Pte. Ltd. and its subsidiaries ("LC"). LC has taken reasonable 
steps to verify the contents of this document and accepts no liability for any loss arising from the use of any information contained herein. Please also note that past performances are not 
indicative of future performance.  
Information contained herein are those of the author(s) and does not represent the views held by other parties. LC is also under no obligation to update you on any changes made to this 
document.  
This document is prepared by Lighthouse Canton Pte. Ltd. and its subsidiary, Lighthouse Canton Capital (DIFC) Pte. Ltd., which are regulated by Monetary Authority of Singapore ("MAS") and 
Dubai Financial Services Authority ("DFSA") respectively. MAS and DFSA have no responsibility for reviewing, verifying and approving the contents of this document and/or other associated 
documents. The contents of this document may not be reproduced or referenced, either in part or in full, without prior written permission from LC.  
This document is only intended for Accredited Investors and/or Professional Clients, as defined by MAS and DFSA.  


