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S&P 500 Monthly Valuation & Analysis Review ? 09-01-2020

Also, read our latest commentary on why low rates don't justify high valuations.

Macro: S&P 500 August 31,2020

We believe that the chief determinant of future total returns is the relative valuation of the index at the time of purchase. We measure
valuation using the Price/Peak Earmings multiple as advocated by Dr. John Hussman. We believe the main benefit of using peak
earnings is the inherent conservatism it affords: not subject to analyst estimates, not subject to the short-term ehbbs and flows of
business, and not subject to short-term accounting distortions. Annualized total returns can be calculated over a horizon period for
given scenarios of multiple expansion or contraction.

QOur analysis highlights expansion/contraction to the minimum, mean, average, and maximum multiples (our data-set begins in January
1900} . The baseline assumptions for nominal growth and horizon period are 4% and 10 years, respectively. We also provide graphical
analysis of how predicted returns compare to actual returns historically.

We provide sensitivity analysis to our baseline assumptions. The first sensitivity table, ceterus paribus, shows how future returns are
impacted by changing the horizon period. The second sensitivity table, ceterus paribus, shows how future returns are impacted by
changing the growth assumption.

We also include the following information: duration, over|under)-valuation, inflation adjusted price/10-year real earnings, dividend
yield, option-implied volatility, skew, realized volatility, historical relationships between inflation and p/e multiples, and historical

relationship between p/e multiples and realized returns.

Our analysis is not intended to forecast the short-term direction of the SP500 Index. The purpase of our analysis is to identify the
relative valuation and inherent risk offered by the index currently.

Predicted Returns August 31,2020
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Predicted Returns: Sensitivity Analysis August 31, 2020

Price [ Peak Earnings
Time Harizon 30 70 80 110 123 129 140 10 180 M0 B0 B0 N0 KO 0 335
1 (7.93) (456) [251) (144) (058) (0.21) 048 161 264 403 4388 567 641 710 776 8B
9 (.90) (585 (387) [231) (135) (084) (045) 112 227 383 478 G566 649 717 B0l &%
8 1230 [(43) (528) (339) (230) [183) [0%4) 050 181 353 465 566 660 749 833 9%
7 [15.28) (943) [e54) (476) (3.50) (2.96) [134) [029) 122 326 449 565 674 776 B3 9%
b (19.08) [1203) (.11) [656) (5.09) {2.46) [3.28) (133) 044 283 428 564 682 813 927 1060
5 a8 [(1553) [1206) (9.00) (726) (651) (508) [276) {065) 223 398 563 7.8 864 1003 1165
4 (30.97) (2051} [16.29) [1258) (10.43) (9.50) (7.74) (4.88) (2.25) 134 354 5h1 756 942 1118 1325
3 (40.91) (28.14) [22.88) [18.20) (15.46) [14.28) (12.01) (830) (487) {013] 280 557 821 1072 1313 158
) 5618  (41.17) (3849) [2835) (24.67) [23.06) [1994) (1477) (988) (3.00) 13% 551 952 1338 1713 2158
1 (79.65) [67.08) (59.48) [51.62) (46.53) [44.22) (39.60) (3151) {23.37) {11.11) (2.91) 531 1353 2176 3000 4016
Prce | Pedk Earnings
Growth Rate 30 10 90 10 123 129 W0 160 180 200 230 50 W0 B0 30 335
0.06 (6.32) (280) (L10) 040 128 166 237 351 458 600 686 767 847 913 981 1059
0.05 73 (368) (2000 [032) 035 072 143 257 361 500 &7 66T 742 R BTE 956
0 (7.93) (436) [251) (L44) (058 (0.21) 048 161 264 403 488 567 641 710 776 83
0.0 (8.74 [B44) (381) [(236) (Ls1) (Li5) {046) 086 167 305 389 467 540 609 64 1.8
0 (9.55) (632) (471) (328) [244) (209) (140) [030) o7l 207 280 367 439 508 572 64
001 (10.36) (7.20) (361 (4200 337) @.02) {233 (L16) (0.26) 109 191 267 339 406 470 5.4
Valuation Date 8/31/2020
Current Price / Peak Eamings 351
GrowthRate 0.04
Time Horizon (Years) 10
Current Dividend Yield 0.0170
Price to Peak Earnings August 31, 2020
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As of 08/31/2020: Duration 58.7 years

Inthe caseof equities, duration measures the percentage change in stock prices in response to a 1% change in the long-term retum that stocks are priced to deliver.
Sowe have a basic financial planning concept. If a buy-and-hold investor with no particular view about market conditions or future returns wishes to have afairly
predictable amount of wealth at some future date, that investor should hold a portfolio with a duration that is roughly equal to the investment horizon. (Excerpted

from Dr. John Hussman)
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Inflation Adjusted PE August 31, 2020
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SP500 Valuation Mode
Real Price to 10-Year Real Famings
March 1957- Current, Monthly Observations
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As of 08/31/2020: Real Price to 10-Year Real Earnings 32.3x

Dividend Yield August 31, 2020
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Option Implied Volatility August 31, 2020
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VIX measures 30-day expected volatility of the S&P 500 Index. The components of VIX are near- and next-term put and call
options, usually inthe first and second SPX contract months. “Near-term” options must have at least one week to expiration; a
requirement intended to minimize pricing anomalies that might occur close to expiration.

As of 08/31/2020: 10-Day EMA 23.55

Option Skew August 31, 2020
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Realized Volatility August 31, 2020
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As of 08/31/2020: 20.20%

Inflation and PE Multiples August 31, 2020

Price to Peak Earnings v9Y/Y CPI
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Inflation and PE Multiples August 31, 2020
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Lower levels of volatility are rewarded with higher earings multiples.
Higher levels of volatility are punished with lower earings multiples.

PE Multiples and Realized Returns August 31, 2020
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J. Brett Freeze, CFA, founder of Global Technical Analysis. Each month Brett will provide you their
valuable S&P 500 Valuation Chart Book. This unique analysis provides an invaluable long term

perspective of equity valuations. If you are interested in learning more about their services, please
connect with them.



http://www.globaltechnicalanalysis.com/contact.html

