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An annlversary marking 40 years for me as an investment advisor arrived on  Tel. 1.780.409.7735
November 1 this week. : Fax 780.409.7777

www.TheMacBethGroup.com
When | started as a stockbroker in 1978 | remember calling people to talk about :

Canada Savings Bonds that earned 9.5% interest. : Hilliard MacBeth
. Director, Wealth Management

Since then bond yields have shrunk to low single digits but stock market gains, : Portfolio Manager
especially in U.S. markets, have been spectacular. : Tel. 780.409.7740

What has changed since 19787 What is likely to happen over the next forty years? :
Let’s start with what the investment industry was like and what has happened since.

In 1978 brokers had a telephone as the main tool to contact people. Many calls
were placed each day with a recommendation or an investment idea. And we also :
received calls, since this was pre-internet days, as clients had to call to find out
stock prices. “How’s the market doing today?”

This was my workplace:
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Source: 20" Century Fox, 1987 '


http://www.themacbethgroup.com/

This image is from the 1987 movie “Wall Street,” but it's a reasonably accurate
representation of the room. Everyone could hear what was said, and there would
be a flow of energy and a sense of urgency when everyone was on the phone.
Brokers survived because they came up with investment ideas that made money
for their clients.

Today, the investment world is very different. The phone has been replaced by
email and face-to-face meetings. “Hot stock” ideas are out, and wealth management
is governed by discretionary portfolio management agreements. This is a big :
improvement because a longer-term approach to investing is now possible,

although there is substantially less client/advisor interaction.

What has happened in the markets since 1978?

The most important U.S. stock market index, the S&P 500, was quoted at 94 on
that day in 1978. Today, after many corrections, a few crashes and many years of
growth, the S&P 500 trades 28 times higher. And that doesn’t include dividends of
about 3%. Counting reinvested dividends, annual returns increase to 11.7%. This

amounts to 83 times the original investment!

S&P 500 total return - in U.S. dollars
Index: 100 = November 1, 1978
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Source: S&P Capital IQ and Robert Shiller *

Most of my original clients from the late 1970s did very well. Not one person | know
captured the entire S&P 500 gains, including me, since it seemed too risky to put :

all our money into the U.S. stock market and keep it there.

What is likely to happen in the next four decades?

“It's tough to make predictions, especially about the future.” Attributed to

various people, including Yogi Berra and Neils Bohr.
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The U.S. stock market is very expensive today, using the Robert Shiller Cyclically-

adjusted Price-to-Earnings Ratio:

Shiller's Cyclically-Adjusted Price-to-Earnings Ratio for the S&P 500
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Robert Shiller's measure of the price-to-earnings ratio for the S&P 500 is cyclically adjusted using the 10-year average of as reported earnings.

Both earnings and stock prices are inflation adjusted.
Source: RobertShiller
Updated through Aug 30, 2018

Source: Robert Shiller

It's easy to see how cheap the market was when | started, at less than 10 times,
and how expensive it is today, at more than 30 times. We can see that the last two

times this happened, in 1929 and 2000, the market corrected sharply.
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The track record for future stock market performance when the index is above 30 is
abysmal, as can be seen here calculated by Shiller:

S&P 500 Index - Real Returns

Source: www.econ.yale_edu/~shiller/data_htm, Bloomberg
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Source: Robert Shiller and Bloomberg

The S&P 500, even after the October correction, is still in the 5t quintile, meaning
that positive real returns are likely to be much smaller in the future.
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After 40 years of phenomenal returns the U.S. market dominates the world at more
than 50% of total value compared 15% in 1899:

Chart 1: Relative sizes of world stock markets, end-1899 versus end-2016
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Source: Elroy Dimson, Paul Marsh, and Mike Staunton, Triumph of the Optimists, Princeton University Press 2002, and FTSE Analytics FTSE All-World Index Series, December 2016.

Source: Princeton University Press and FTSE Analytics
So here goes with predictions about the future:

It's extremely unlikely the U.S. stock market will dominate for the next forty years.
Other markets will grow faster and, therefore, give better returns.

One candidate to replace the U.S. in top spot is China. China’s economy is likely to
surpass the U.S. in size, measured by GDP. And its stock market, at just 2.2% of
the world’s total, will increase even more.

While it seems very risky to invest in China and other less-developed countries, |
remember that it seemed too risky to invest in the U.S. stock market back in 1978.
That’s why people most people bought Canada Savings Bonds instead.

This is not a recommendation to buy shares listed in China, but it is a suggestion to
consider stock markets outside of North America. The U.S. returns were very good
for a long time but, as the saying goes, “past returns are not indicative of future
results.”

Hilliard MacBeth

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions
or recommendations of Richardson GMP Limited or its affiliates. Assumptions, opinions and estimates constitute the author’s
judgment as of the date of this material and are subject to change without notice. We do not warrant the completeness or
accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider
whether it is suitable for your particular circumstances and, if necessary, seek professional advice. Past performance is not
indicative of future results. Richardson GMP Limited is a member of Canadian Investor Protection Fund. Richardson is a trade-
mark of James Richardson & Sons, Limited. GMP is a registered trade-mark of GMP Securities L.P. Both used under license
by Richardson GMP Limited.
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