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Equity markets continue their historic surge, with many
markets hitting all-time highs. Amid rising valuations, and
ongoing economic uncertainty, we reflect on the first half
of 2024, consider returns to Valuation as a factor, and look
forward to what may come next.
Equity Markets The first half of 2024 has been a wild ride for equity markets, with the MSCI World Index up another
Are Hitting Highs 1% in local currency terms over the past six months, largely driven by the ongoing bull market in US
After Highs equities. But it has not just been the US that’s been hitting all-time highs. In Japan, for example, a
market which we wrote about in March, the Tokyo Stock Price Index (TOPIX) has finally passed its
previous high set after its 1980s heydays, helping to erase memories of a lost period of three-and-a-
half decades. Even in the UK, which has been struggling to overcome the Brexit debacle and other
domestic problems, the FTSE All-Share Index is back above its 2018 highs.
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Source: FactSet, S&P, FTSE, TOPIX, State Street Global Advisors. As of July 4,2024.
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Looking through a long-term lens shows that periods of outperformance have not always
been sustained. Japan overshadowed the rest of the world in the 1980s, then came the UK
in the 1990s. The post-Global Financial Crisis (GFC) period, however, has been one of total

US domination, pump-primed by the post-COVID bull run. The recent surge has, however, been
driven by expanding valuations as well as surging corporate earnings. Over the past ten years the
US market has moved from trading at 16 times the next 12 months expected earnings to 21 times.

By contrast, the UK, has de-rated from 14 times to a mere 11 times. That difference is a price

investors have been willing to pay for US exceptionalism, presumably extrapolating the recent

experience into the long-term outlook.
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Source: FactSet, MSCI, State Street Global Advisors. As of July 4,2024.

This period of US outperformance and expanding valuation multiples has also coincided
with relatively weak returns from the Value factor as expensive stocks continue to get more

expensive. Using data from Kenneth French’s data library shows how Value as a theme struggled
in the post-GFC period. This effect has been more pronounced in the US than in international
stocks, despite a bounce globally as the world recovered from COVID shutdowns.
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Over a long-term period more than three quarters of the returns from Value come from a rally in
the cheapest quintile of stocks? rather than a de-rating of the more expensive names (Figure 4).
However, at certain periods the most expensive stocks underperform the average significantly.
Historically, that strong underperformance has typically coincided with local peaks in market
valuations. More recently though, that relationship appears to have broken down a little in the
current market environment, with peak valuations only providing a modest headwind for the
expensive names.
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Source: FactSet, S&P, Kenneth French Data Library, State Street Global Advisors. As of July 4,2024.

The Bottom Line

Equity markets have continued to climb the wall of worry during the first half of 2024 and have
delivered sturdily positive returns. Ongoing concerns around slowing economic growth and
the pushing back of expectations of interest rate cuts in the US have barely dampened the
enthusiasm for stocks, in particular for the more expensive end of the US market.

This coincident valuation expansion has now pushed the US equity market into the 90th percentile
of expensiveness over the past half a century. We do not believe that using valuation multiples alone
is a sensible, or predictive way of assessing market direction in the future; we do wonder, however,
how long equity markets can continue to defy gravity?

Better valuations can be found in equity markets outside of the US, in self-help stories such as
Japan or in unloved parts of the world at cyclical lows such as the UK. But the higher quality of
companies, and strength of earnings and cashflows in the US may help cushion against a cyclical
downturn if it arises.

In the same way that we do not try to forecast winners of elections, or who will win the 2024 UEFA
European Football (soccer) Championship (Euro 2024)3, we do not try to predict every twist and
turn of the overall equity market indices. We believe diversification in regions, industries, and
drivers of return — namely balancing Valuation, Quality, Sentiment, and other catalysts -will
provide a winning combination over the long term.

Endnotes

1 ATurnto Japan (ssga.com). 3 By the time this note comes out, we will know the
outcome of the UK and French elections, and the author
2 Calculated as the cumulative sum of the returns of the hopes that England will have won the 2024 European
cheapest quintile versus middle quintile of stocks in the Championship title.
US, using data from the Kenneth French Data Library
over the periods from July 1926 to June 2024.
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https://www.ssga.com/uk/en_gb/institutional/ic/insights/systematic-active-monthly-march-2024

About State Street
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:

e Start with rigor

o Build from breadth
e Invest as stewards
¢ Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing
world and help millions of people secure their financial futures. This takes each of our employees
in 28 offices around the world, and a firm-wide conviction that we can always do it better. As a
result, we are the world’s fourth-largest asset manager* with US $4.34 trilliont under our care.

* Pensions & Investments Research Center, as of December 31,2022.

* This figure is presented as of March 31,2024 and includes ETF AUM of $1,360.89 billion USD of which approximately
$65.87 billion USD is in gold assets with respect to SPDR products for which State Street Global Advisors Funds
Distributors, LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Global Advisors are affiliated.

Please note all AUM is unaudited.

ssga.com

Marketing communication

State Street Global Advisors
Worldwide Entities

For use in EMEA: The information
contained in this communication is not a
research recommendation or ‘investment
research’ and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EV) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.

This communication is directed at professional
clients (this includes eligible counterparties as
defined by the appropriate EU regulator) who are
deemed both knowledgeable and experienced in
matters relating to investments. The products
and services to which this communication relates
are only available to such persons, and persons of
any other description (including retail clients)
should not rely on this communication.

Important Risk Information

The information provided does not constitute
investment advice and it should not be relied on
as such. It should not be considered solicitation
to buy or an offer to sell a security. It does not
take into account any investor’s particular
investment objectives, strategies, tax status

or investment horizon. You should consult your
tax and financial advisor.

Allinformation is from State Street Global
Advisors 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.

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
inthe 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 anumber 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.

Investing involves risk including the risk of loss
of principal.

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
SSGA express written consent.

The views expressed are the views of Systematic
Equity — Active through July 05,2024, and

are subject to change based on market and
other conditions.

Quantitative investing assumes that future
performance of a security relative to other
securities may be predicted based on historical
economic and financial factors, however, any
errors in a model used might not be detected
until the fund has sustained a loss or reduced
performance related to such errors.

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 nations.

Past performance is not a reliable indicator of
future performance.

Index returns reflect capital gains and losses,
income, and the reinvestment of dividends.
Index returns are unmanaged and do not reflect
the deduction of any fees or expenses.

Equity securities may fluctuate in value and can
decline significantly in response to the activities
of individual companies and general market and
economic conditions.
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