
 

 

For a quality product, consumers can 
usually justify paying a premium. So 
it is for investors and the S&P 500 
(the broadest measure of U.S. 
stocks). Shares in the benchmark 
have long traded at a premium to 
global peers, and the trend has been 
r e i n f o r c e d b y t h e s t e a d y 
transformation of the index toward 
fast-growing and highly profitable 
technology companies. Roughly 
45% of the S&P 500 is now digital, 
primarily focussed in consumer 
discretionary and internet retailing 
sectors. This composition distinguishes the U.S. market from those in 
Europe and Japan that are more influenced by companies growing at a 
slower pace in sectors such as financials, materials and industrials.  

But the persistent trend of higher valuations for the S&P 500 has sparked 
frequent warnings from investors that future returns for U.S. blue-chips 
will eventually prove disappointing. On popular snapshot of S&P 500 
valuation is the Schiller cyclically-adjusted ratio of price to average 
earnings over 10 years. The ratio’s current level of 37 has only been 
bettered by the late 1999 peak of 44 during the dot-com book in equities. 
Stock market return from the following decade were poor, courtesy of 
two very nasty bear markets. 



In light of that experience it is understandable why there is anxiety that a 
similar period of subpar returns may befall Wall Street. This current 
unease is compounded by the uncertainty over the true trajectory of 
inflation and the future rate of change in interest rates. That being said, 
although valuations are a good starting point for assessing the scale of 
future returns, they are just one element of a bigger financial picture. 
New companies are continuously replacing old companies on the index, 
and price-earnings (P/E) multiples change accordingly. Currently the P/E 
multiple of the S&P 500 is 21, above the ten year average of 16. 

Bottom line is that 
the modest declines 
in valuations this 
year likely means 
that U.S. stocks 
have further room 
to run, given that 
the outlook for the 
economy is good. 
W e r e m a i n 
confident in the due 
diligence of our 
i n s t i t u t i o n a l 

partners at Dimensional, EdgePoint, Guardian and Mackenzie to 
build their funds with the right stocks, including those with large U.S. 
weightings. Our investment thesis is predicated on the view that stocks 
have more upside in 2021 and into 2022 and our equity-bond allocations 
reflect that with a 70/30 ratio.  

Be safe, be well! 

Martin 
519-546-5088


