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Market Ethos 
Looking for the line in the sand  
Everyone likes new market highs. We do too, even with our more 
defensive mindset of late. The S&P has been busy entering never-
before-seen levels, along with the Canada and Europe. Asia is a little off 
of record highs, but not by much. If you look hard enough, you can find 
some markets that are down, like France, the UK and Israel, but the list 
is much longer for those reaching new levels. So this isn’t just an AI or 
Mag 7 story; there is a broadening of performance underway in 2024.  

Is the world really so rosy? Global tensions abound, some of which are 
now regional hot wars. Then there is the gradual move back to a more 
polarized world. Multiple elections appear to be testing the fabric of 
democracy or what democracy will look like going forward. Markets don’t 
really care about this kind of stuff until it gets too extreme. 
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Global Equity Return Decomposition-
That is a lot of multiple expansion over 

the past two years
Dividends Earnings Growth Multiple Expansion Total Return

Source: Bloomberg, Purpose Investments

There are three things that move markets: dividends, earnings growth, 
and the market multiple. Dividends are pretty straightforward and don’t 
vary that much in the short term, but don’t underestimate their power 
over time. The annualized return for the TSX is 5.8% over the past 
33 years compared to 8.5% including dividends. Yet from one year to 
the next, dividends are pretty stable.  

Earnings growth moves around much more than dividends and is 
tethered to the economy in one way or another. It isn’t just the economy; 
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financial and operational leverage is baked into earnings. That is why a 4% nominal economic growth is often driving 
10-20% earnings growth. Or if interest rates fall, this fuels earnings growth in aggregate, as financing costs fall. Of 
course this varies considerably across companies, industries and countries.  

Global earnings growth is forecast to grow at a decent 12% pace from calendar 2024 to 2025, improving somewhat from 
the mid-single-digit growth pace of this year. Forecasts are useful but they are just forecasts. Helping earnings optimism 
has been an upturn in global economic activity from earlier in 2024. Hurting it has been higher financing costs that 
continue to slowly work their way through the economy and corporate income statements.  

Then there is inflation. Inflation has been positive for earnings, as rising sales inflation has been outpacing rising cost 
inflation. Companies are pretty quick to raise prices for what they sell when the market will allow them; let’s just say they 
are a bit slower in raising wages. Wages lag, and with inflation coming back down now, the question will be whether the 
lagged cost inflation increasingly continues to bite when the topline sales inflation slows. Time will tell. 

This brings us to the most manic ingredient in market return decomposition: the market multiple. It encompasses 
everything from optimism/pessimism of the future, the economic consensus, inflation, discount rates of future earnings, 
yields, and cost of capital… we could keep going. Or, on aggregate, let’s call it the market mood. Given that most of the 
gains for the past couple of years have come from multiple expansions, people may be pessimistic about the world or 
politics, but the mood for the market is clearly optimistic. Over the past couple of years, there has been broad-based 
multiple expansion in most markets.  
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Valuations everywhere have risen over the past few quarters, with 
the U.S. rising the most.

World Europe US Asia TSX

Source: Bloomberg, Purpose Investments

This market optimism can be attributed to a few aspects. Inflation is improving and coming down, which opens the door 
for more central bank rate cuts. Lower yields beget a high market multiple. If the discount rate is lower, future earnings 
become more valuable. So inflation remains a big deal as it continues to move in the right direction.  
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This creates a bit of a paradox for economic data. Today, weaker data is good, but for only for so long. Weaker data, 
which has been the norm over the past couple of months following stronger data earlier in the year, is good news as 
that likely means inflation continues to come down. Yet, if the economic weakness goes too far, then the market multiple 
will become more sensitive to recession risk compared to inflation risk.  

So, where is the line in the sand? We will only know once the market steps over it. For now, softer economic data is 
good for inflation, which is good for rate cut probabilities, which is good for bond yields coming down, which is good for 
the market multiple.  
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Improving economic data in Q1 appears to have reversed trend 
more recently

US Eurozone Asia

Source: Bloomberg, Citigroup, Purpose Investments

One interesting aspect of the recent move higher in markets is the lack of investor participation. Fund flows into both 
mutual funds and ETFs had been very strong in Q1 for equity and bond vehicles. However, over the past few months, 
flows have been rather anemic for both (see chart). Equally interesting, flows into money market vehicles (cash) were 
strongly positive in Q1 then have really slowed in Q2 as well.  
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After decent inflows during Q1 of 2024, flows have really quieted 
even as both stocks and bonds move higher

Equity flows Bond flows

Source: Bloomberg, ICI, Purpose Investments

Flows have slowed 
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So equity, bond and cash inflows are very low. Where is the money going? Hard to say but with inflation still running just 
as hot as wage growth, it could be that rising living costs are weighing on savings behaviour.  

Final thoughts 

Perhaps the market moves higher as inflation cools more, uncorking a little bit more from multiple expansion. But with 
each piece of news that helps the market multiple rise on lower inflation/yields, it adds to pessimism for the economy 
and future earnings growth. Given the dearth of retail inflows based on fund/ETF data, this increases the reliance on this 
market advance from just one lever (our one-legged stool) to multiple expansions. The problem with multiple expansion 
is it mean reverts – in some years providing a positive impact, in others a negative. Without follow through into 
improving earnings, the sustainability of the market advance remains precarious.  
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted. 
 
The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.  
 
*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments 
Inc. 
 
Disclaimers 
 
Richardson Wealth Limited  

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 Wealth 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. The comments contained herein are general in nature and are not intended 
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the 
tax consequences to them. 

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license. 

Purpose Investments Inc.  

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please 
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds 
are not guaranteed, their values change frequently and past performance may not be repeated.  

Forward Looking Statements 

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks 
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and 
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the 
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth 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. These estimates and expectations involve risks and uncertainties and are not guarantees of 
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially 
from what is expressed, implied or projected in such forward-looking statements.  Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any 
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.  

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.  

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or 
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.  

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation 
or solicitation to buy, hold or sell any security. 

Richardson Wealth Limited, Member Canadian Investor Protection Fund.  
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.  
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