
The

Sunday afternoons are an enjoyable calm-before-the-storm so to 
speak, and afford an excellent opportunity to peruse news headlines 
from around the world. The one in the Globe & Mail titled, Bull and 
Bubble, <here> caught my eye and reading it, it outlines the case for 
caution with respect to investing in the current environment. The link 
between easy money and soaring valuations for stocks could also 
apply to housing too, and the article summarizes how “...unfathomable 
volumes of monetary and fiscal stimulus has provided a steady supply 
of adrenaline to revive financial markets...”. The comparison is made 
between now and the beginning of this century/millennium, when the 
dot com bubble was about to burst. Then, valuations were unsupported 
by fundamentals and the inevitable happened -the reversion of stock 
prices to their norms. To be sure, we share some concern here too, 
hence the reason for the oft-used turn of expression around the office 
trees don’t grow to the sky. Yet higher valuations are at least partially 
justified by these ultra low interest rates and bond yields. Stocks are 
the only game in town, and comparing the 5 year Government of 
Canada Bond which yields less than half of one percent, with a 
diversified basket of blue chip companies that offer dividend yields 
between two and three percent, and the upside potential over the next 
half decade, one can see how the case for stocks is compelling. 

For reference I have posted a graph showing the Price/Earnings of the S&P 500 over the past quarter century. Excluding the 
Financial Crisis of 2007-2009 where valuations soared because the economy collapsed, the last time average PE multiples were 
above 35% was in the dot com era. One notable difference then from now, is that speculative excess was based almost entirely 
on “irrational exuberance” to quote then-Federal Reserve Chairman Allan Greenspan. Today it’s more a case of exuberance 
fuelled by cheap money. As the G&M article explains, “...investors are willing to look across the valley of death to a return to 
normal life...”. This isn’t irrational in itself, although the timing of this might be overly optimistic. Generally, governments seem 
more adept at ordering evermore necessary, though draconian lockdown requirements. Prime Minister Trudeau’s latest move was 
to effectively cancel March Break for all Canadians. He had to do it of course, but his Friday address to the nation was shockingly 
deficient with respect to the question on everyone’s mind: when can we expect to be vaccinated?! Clarity couched in the form of 
hope is what we all need right now. 

Our thesis hasn’t changed since the start of the year, and we believe that 
every Canadian (who wishes to be), will be vaccinated by Thanksgiving. 
Before then, warming temperatures coupled with an ever increasing 
number of us getting ‘the jab’ (we can thank the Brits for that one), will 
mean life will be returning a little more to normal with every passing month. 
We will be tested from now until Spring to be sure, as will capital Markets. I 
fully expect large swings in the major indexes in Q1 and Q2, before things 
begin to settle down. No worries though, because our institutional wealth 
management partners at Dimensional, Edgepoint, Guardian and 
Mackenzie Financial know that volatility equals opportunity. Buying when 
share prices are down is a tried and true way to improve total portfolio 
returns over the long term. Risks remain -as always- but our position is that 
notwithstanding current valuations, equities offer investors the best return 
potential and that bonds, while important (as written about last week), are 
there to protect, more so than grow retirement capital. So we believe that it 
is prudent to maintain our equity weightings in our model portfolios.

Buckle your seat belts, it’ll be a bumpy ride yet for a bit. But we see the road ahead as one that takes us back to the freeway by 
the end of the year. We’re only at the start of the second month of 2021, yet Markets will start to price in strong growth in 2022 
before we get there.

Be safe, be well!
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