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How should investors value
stocks? And do valuations
matter?

12 November 2025, 16:39 UTC, written by UBS Editorial Team

Valuing equities is both art and science. While discounted cash flow models are the theoretical gold
standard, they are difficult to apply at the market level.

Investors often rely on shorthand metrics like price-to-earnings (P/E) ratios. The P/E ratio for an index, like the S&P 500,
tells you how much investors are willing to pay for each dollar of earnings generated by all the companies in that index.
But these have limitations. A P/E based on expectations of earnings over the coming 12 months has the advantage of
being forward-looking. However, analyst forecasts can be unreliable. Trailing earnings can be seen as more solid, but
they may not reflect future growth.

The cyclically adjusted price-to-earnings (CAPE) ratio, also known as the Shiller P/E, measures stock prices relative

to average earnings over the past 10 years, adjusted for inflation. Its main advantage is that it smooths out short-
term fluctuations and business cycle effects, giving a better sense of long-term market valuation. However, it can be
misleading if structural changes—such as tax reforms or shifts in accounting standards—distort historical earnings, and
it may not accurately reflect current market conditions or future growth prospects. As a result, CAPE is best used as a
broad valuation tool rather than a precise timing indicator for investment decisions.

Finally, investors can consider the equity risk premium, which is the extra return investors expect from stocks compared
to safer government bonds, reflecting the higher risk of owning equities. It helps gauge the relative appeal of stocks

Page 1 of 3



;a ; UB S For educational and marketing purposes

—if the premium is high, stocks look more attractive versus bonds; if it's low, investors may prefer the safety of bonds
instead.

Crucially, one-year P/E ratios have shown little predictive power for short-term returns, based on our analysis. Even
cyclically adjusted P/Es, which smooth out earnings over a decade, only loosely correlate with long-term outcomes.
Relying solely on these metrics would have kept investors out of the market for much of the past 30 years—a costly
mistake given the strong returns.

Original report — CIO Tutorial: Should investors fear an equity bubble?, 10 November 2025.
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Disclaimer

Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes
former Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS
AG and a member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of
this section.

This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer

or solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security,
investment instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be
suitable or appropriate for all investors. In addition, certain services and products referred to in the document may be subject
to legal restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted
basis. No offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any
person to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current
the information contained herein. The views and opinions expressed in this material by third parties are not those of
UBS. Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages
arising from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects
or elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly
stated, no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.
Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance
figures may not be based on complete 12-month periods which may reduce their comparability and significance. Historical
performance is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This
document may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the
extent permitted by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any
liability, responsibility or duty of care for any consequences, including any loss or damage, of you or anyone else acting, or
refraining to act, in reliance on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland
AG, authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be
processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse
website https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services,
UBS Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address)
until you notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by
informing your Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.

© UBS 2025. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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