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00:00:13 Many investors are bringing up the concern about market valuation today and fears
that valuation might predict a coming correction in the marketplace. 00:00:23 We would argue
that over the long term, while valuation is important over the short term, it really doesn’t tell us
anything about future market performance over the coming year to perhaps up to 5 years.
00:00:36

When we look at the historical valuation of the S&P 500 and compare it to forward one year
returns, as you can see, the returns are actually all over the place. 00:00:48 So the
predictability of valuation for one year return performance is actually very very poor despite the
fact, when we look at valuation on a price to earnings basis for the S&P 500 or price to cash flow,
price to sales or price to book, very popular measures, we can point to the fact that yes, valuation
is at much higher levels than what we've seen in the last 20 years, but that alone really doesn’t
tell us anything about forward expectations for market returns. 00:01:18 Now what we need to
do is look at valuation in the context of what drives market performance over the long term and
this comes down to not only valuations we've highlighted, but earnings growth. 00:01:30 Now
when we marry those 2 together, now the story becomes much more complete. 00:01:36

Comparisons between today’s stock market level, the S&P 500 being at the level that it is to
where we were in early 2000, are actually rather poor comparisons because you have to
remember what followed from the tech rec that started in March of 2000 was a recession, was
9/11 and falling earnings overall. 00:01:58 So valuation in that sense wasn’t supported by
stronger earnings growth. 00:02:04 This environment that we're in today looks much more like
where we were in the early 90s coming out of the 1990 recession and bear market. 00:02:13
We saw valuation move up to very very high levels compared to the historical norm, but did that
predict that we would see weaker returns, negative market returns over the coming years?
00:02:25 No. 00:02:26 Why is this environment very similar to the early 90s? Because in
1992, 1993 and 1994, which followed a very strong period of valuation expansion, was an
environment of stronger earnings growth, so the earnings growth supported the higher valuation
and in fact what we saw between 1992 and 1994 is valuation at stock market level measured by
price to earnings, came down back to the historical norm. 00:02:58 Now when we look at the
environment that we're in today, in 2021 and going through 2022, we do see support for
valuation with respect to a very strong earnings environment. 00:03:11 A number of the
economic data that we rely on for our earnings assumptions are guiding us to believe that we can
see earnings growth in 2021 of 30 to perhaps as much as 45% over where we were in 2020.
00:03:24
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Now that would take us not only back to 2019 levels, but actually surpass them. 00:03:29 So
we don't think that the markets will deliver returns of 30 to 45%, rather what we believe is that
valuation will be moderated through earnings growth and similar to what we sawin 1992 through
1994, the stock market has the potential to deliver positive returns for the next couple of years.
00:03:49 When we look at valuation, we have to look at it in the full context of the market, not
in isolation, not relative to its own historical perhaps measure, but also relative to the earnings
environment that we’re in and we’re moving through over the coming years. 00:04:04
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