
Fed Valuation Model

Chart Courtesy of Ned Davis Research

The Fed stock market valuation model, which incorporates the yield on 10 year US Treasury
Notes and estimated S&P 500 profits, shows stocks remain undervalued.
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Daily Data 1/02/1980 - 7/12/2006 (Log Scale)

S&P 500 Index (Solid Line)
7/12/2006 = 1258.6

NDR Fed Model Fair Value (Dashed Line)
7/12/2006 = 1712.6

S&P 500 Fair Value = One-Year Forward Estimated EPS / 10-Year Treasury Yield
1712.6 = $87.34 / 5.10%

S&P 500 Gain/Annum When:

Gain/ %
% Over/Undervalued: Annum of Time

Above 5 -9.4 16.9
-5 to 5 1.7 16.9
-15 to -5 12.1 33.9

* -15 and Below 22.3 32.3
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S&P 500 % Over/Under Fair Value
7/12/2006 = -26.5%

If Forward Estimated EPS were changed to:
$70, then the S&P 500 would be -8.3% Undervalued
$80, then the S&P 500 would be -19.8% Undervalued
$90, then the S&P 500 would be -28.7% Undervalued
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S&P 500 vs. NDR Federal Reserve Valuation Model




