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Value or Value Trap? Do Prices Lead
Earnings?

Is the recent market a correction a value opportunity or a sign of an
impending slowdown? Do prices lead earnings?

Value or Value Trap?

After the MSCI World Index correction, year to date! does the market now represent good
value or is it more a value trap? From a pure valuation perspective the MSCI World Index’s
price to earnings multiple is close to the 20 year average of ~15x.2 Figure 1 provides some
historical perspective and includes the average Price to Earnings (PE) (~15x) as well as the
average PE plus and minus 1 standard deviation.

As shown the MSCI World Index PE can move to either extreme and remain there for some
time. The outlook for earnings, the interest rate environment and the investor risk
preferences can all impact the valuation multiples. The two extremes in the last 20 years
coincide with the Global Financial Crisis (GFC) of 2008 and the post Covid vaccine 2020
period. We started this correction from an extreme. If you believe the earnings then you can
start to make a case for the valuation opportunity. Conversely if you think the market
correction is more a sign of a potential earnings slow down then it could well be a value
trap. So which tends to lead — prices or earnings?
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Figure 1. MSCI World Index PE Ratio Based on Earnings for the Next 12 Months (NTM)
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Source: Factset, State Street Global Advisors. Price Earnings Ratio of the next 12 months. 30 June 2003 to 27 October 2022. Past performance is not a
reliable indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all items

of income, gain and loss and the reinvestment of dividends and other income as applicable.
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Which Leads — Prices or Earnings?

Price and earnings tend to move together most of the time as shown in figure 3 below. All major market up and down moves
have been associated with corresponding moves in forward earnings expectations as you would expect based on economic
principles. The question as to which comes first is still up for some debate. Figure 2 below looks at the past peaks and troughs
for the MSCI World Index and corresponding peaks and troughs in earnings expectations for the MSCI World Index. In the last
20 years we have had 4 major market corrections (4 peaks in the market and 3 bottoms in the market). As outlined in the
Figure 2 prices have led earnings in 5 out of the last 7 peaks and troughs.3 For market bottoms prices have led earnings
in all 3 major bottoms. On average the market put in a low 40 days before earnings bottomed. If prices lead earnings then the
current correction may well be the markets assessment of impending economic slowdown.

Figure 2. Major Peaks and Troughs in Earnings and Prices for the MSCI World Index

Date: Market
Price Peak or

Date: Earnings

Category Description Bottom Peak or Bottom Comments
Market Peak GCF 26-0ct-2007 04-Apr-2008 Prices Lead earnings by 161 days
Market Bottom GFC 06-Mar-2009 17-Apr-2009 Prices lead earnings by 42 days
Market Peak 2015 Peak 29-May-2015 28-Oct-2014 Earnings lead price by 213 days
Market Bottom 2016 Bottom 12-Feb-2016 26-Feb-2016 Prices lead earnings by 14 days
Market Peak Covid Peak 21-Feb-2020 13-Dec-2019 Earnings lead price by 70 days
Market Bottom Covid Bottom 20-Mar-2020 22-May-2020 Prices lead earnings by 63 days
Market Peak !Pflatlon & 31-Dec-2021 03-Jun-2022 Prices lead earnings by 154 days
ightening

Source: Factset, State Street Global Advisors as of 27 October 2022. MSCI World Index is calculated in local currency. Earnings are aggregate estimates for
the MSCI World Index for the next 12 months.

Figure 3: Earnings and Prices for the MSCI World Index
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Source: Factset, State Street Global Advisors as of 27 October 2022. MSCI World Index is calculated in local currency. Earnings are aggregate estimates for
the MSCI World Index for the next 12 months. Past performance is not a reliable indicator of future performance. Index returns are unmanaged and do not
reflect the deduction of any fees or expenses. Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as
applicable.
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The bulk of economic indicators are now pointing towards continued economic contraction and the risk to earnings continues
to build. Adding to the valuation concerns are higher long term interest rates which imply lower equity multiples and the more
uncertain economic environment which increases investor risk aversion further suggesting lower valuation multiples can be
justified in the current environment.

The Bottom Line

Valuation opportunities often come with extra risk and require extra scrutiny to understand the earnings trend. With tighter
monetary policy yet to fully play out global earnings risk grows.
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Footnotes:

1 Source: Factset as of 27 October 2022.
2 Source: Factset as of 27 October 2022.
3 Source: Factset as of 14 October 2022.
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The views expressed in this material are the views of Bruce Apted, Head of Portfolio Management — Australia, Active Quantitative Equity
Team through the period ended 14 October 2022 and are subject to change based on market and other conditions. The information
provided does not constitute investment advice and it should not be relied on as such.

All information is from SSGA unless otherwise noted and has been obtained from sources believed to be reliable, but its accuracy is not
guaranteed. There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions
based on such information and it should not be relied on as such.

Investing involves risk including the risk of loss of principal.

Investing in commodities entail significant risk and is not appropriate for all investors. Commaodities investing entail significant risk as
commodity prices can be extremely volatile due to wide range of factors. A few such factors include overall market movements, real or
perceived inflationary trends, commodity index volatility, international, economic and political changes, change in interest and currency
exchange rates.

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and general market
and economic conditions. Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency
values, withholding taxes, from differences in generally accepted accounting principles or from economic or political instability in other
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Because of their narrow focus, sector investing tends to be more volatile than investments that diversify across many sectors and
companies.

MSCI indices are the exclusive property of MSCI Inc. ("MSCI"). MSCI and the MSCI index names are service mark(s) of MSCI or its
affiliates and have been licensed for use for certain purposes by State Street Global Advisors ("SSGA"). The financial securities referred to
herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such financial securities. No
purchaser, seller or holder of this product, or any other person or entity, should use or refer to any MSCI trade name, trademark or service
mark to sponsor, endorse, market or promote this product without first contacting MSCI to determine whether MSCI's permission is required.
Under no circumstances may any person or entity claim any affiliation with MSCI without the prior written permission of MSCI.

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts,
contained within this document that address activities, events or developments that SSGA expects, believes or anticipates will or may occur
in the future are forward-looking statements. These statements are based on certain assumptions and analyses made by SSGA in light of its
experience and perception of historical trends, current conditions, expected future developments and other factors it believes are
appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a number of assumptions, risks,
uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are not guarantees of any future
performance and that actual results or developments may differ materially from those projected in the forward-looking statements.

This material is general information only and does not take into account your individual objectives, financial situation or needs and you
should consider whether it is appropriate for you.

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without
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