
Beware the Death Zone

Mount Everest is the tallest mountain on Earth at just over 29,000 feet. At 26,000 feet, climbers enter what is called the “death 
zone” where every breath is labored and the human body can’t survive for long. At the summit, there is little opportunity 
to take pictures and celebrate. Time is precious and climbers quickly start the descent to get below the death zone safely.

As the S&P 500 Index (the “Index”) hovers near all-time highs at the end of January 2026, markets appear near the summit. 
It’s heady times. 

The Index’s forward price-to-earnings (P/E) ratio, in our view, is in the death zone. Since 1995, the Index’s average 
forward multiple is 17x. Today, the multiple sits at 22.0x forward earnings. Only twice since 1997 has the Index been 
priced at these levels, during the tech bubble in the late 1990s and the relief rally in 2021 after Covid didn’t kill us all. 
In fact, over the last 29 years, the Index has traded at these levels less than 10% of the time. See chart below. We don’t 
think it’s different this time...history suggests we won’t be here very long.

Beware the death zone. The experience in 2021 is more similar to today’s market than the tech bubble, in our view. In 
2021, the narrow trade at the top of the Index was based on a premise that a few select companies would dominate 
in a new world with fewer physical locations due to Covid. Today, the Artificial Intelligence mantra sounds similar with 
expectations that the future could look completely different from today. In 2022, the correction shook the multiple out 
of the market as some of the most expensive and speculative areas repriced lower.

It takes a different approach to descend a mountain than to climb one. It’s much less exhilarating and no one takes 
pictures at the bottom. But a proper descent can protect the climber and be a good experience just as well. Investors 
may want to review portfolio exposures with the understanding that the strong returns that helped bring markets to 
current levels may be harder to replicate. Look back to our January 2026 Market Minute regarding areas outside the 
market-cap-weighted S&P 500 Index that are not in the death zone and have the potential to deliver attractive returns 
in the year ahead. Think dividend payers, value stocks, and small- and mid-cap stocks.

Remember, high elevations can be dangerous to your health...and elevated valuations can pose risks to wealth.

Past performance is no guarantee of 
future results.
S&P 500 Index is an unmanaged index of 500 
companies used to measure large-cap U.S. stock 
market performance. Investors canot invest directly 
in an index. An index does not charge management 
fees or brokerage expenses, and no such fees or 
expenses were deducted from the performance 
shown. Forward price-to-earnings (P/E) of a stock 
is the price divided by the estimated EPS for the next 4 
quarters. Earnings per share (EPS) is the monetary 
value of earnings per outstanding share of common 
stock for a company during a defined period of time, 
often a year.

References to specific securities should not be 
construed as a recommendation to buy or sell and 
should not be assumed profitable.

The information presented is not intended to constitute 
an investment recommendation for, or advice to, any 
specific person. Nor does the document implicitly 
or explicitly recommend or suggest an investment 
strategy, reach conclusions in relation to an investment 
strategy for the reader or provide an opinion as to 
the present or future value or price of any fund. First 
Trust has no knowledge of and has not been provided 
any information regarding any investor. Financial 
professionals must determine whether particular 
investments are appropriate for their clients.

FOR INFORMATIONAL USE ONLY. THE 
INFORMATION CONTAINED HEREIN DOES NOT 
CONSTITUTE AN INVITATION, OFFER, SOLICITATION 
OR RECOMMENDATION TO ENGAGE IN ANY 
INVESTMENT ACTIVITY.

This report was prepared by First Trust Advisors L. P., 
and reflects the current opinion of the authors.  It is 
based upon sources and data believed to be accurate 
and reliable.  Opinions and forward looking statements 
expressed are subject to change without notice.  This 
information does not constitute a solicitation or an offer 
to buy or sell any security.
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Source: Bloomberg. Data from 31/12/96 – 30/1/26.
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