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movements was on full display during the first four Forbes Best-in-State Wealth Management Team 2024-2026
months of the year. While markets focused on

concerns regarding the economic impact of artificial intelligence and the Iran war during the first quarter,
the focus turned to earnings and optimism during the month of April. Overall, financial markets ended
April mixed for the year, with most public equity markets higher, most bond markets lower, and most
private markets experiencing an enhanced focus on risk.()

As of the end of April, the impact of the Iran War had unfolded in line with the historical impact of wars
on U.S. financial markets. For example, the average short-term impact of war on the U.S. stock market
has equaled a 6% decline since 1950. The Iran war caused a top to bottom decline of 7% so far,
although the U.S. stock market has completely recovered from that as of the end of April.()?)

As experienced investors know, anything can happen to financial markets over short periods of time.
Last year, the stock market fell 20% on tariff fears, then recovered and ended positive for the year. This
year we’ve seen the 7% drop due to the Iran war, followed by a recovery. Over the long term of ten
years or longer, we can expect a positive result from financial markets. Yet one thing we don’t hear
much about with investing is the intermediate term — a time frame of say five to ten years. Longer than
the short term, but not quite long term.()

When | take a deeper look at the intermediate term, things start to get interesting. For example, a recent
report from Apollo Global Management showed the historical relationship between the U.S. stock
market’s multiple of earnings and the subsequent annualized return over the next ten years. In simple
terms, the stock market’s multiple of earnings shows how expensive the stock market is relative to
corporate earnings. The higher the multiple, the more expensive the stock market. Apollo’s analysis
showed that at the U.S. stock market’s earnings multiple in December of 2025, a negative annualized
stock market return is implied over the next ten years. For context, they also showed that the U.S. stock
market’s earnings multiple in December 2025 was the highest in 26 years. Meaning that the last time the
U.S. stock market sat at it's current multiple of earnings was during the dot come bubble that peaked in
March 2000.®)

So, what do these reports tell us about what the U.S. stock market will do over the next five to ten
years? The truth is, they don’t predict the future. They are backward looking data sets that tell us what
has happened in the past when the U.S. stock market reached different earnings multiples.

Investment and insurance products offered through RBC Wealth Management are not insured by the
FDIC or any other federal government agency, are not deposits or other obligations of, or guaranteed
by, a bank or any bank affiliate, and are subject to investment risks, including possible loss of the
principal amount invested.



Every situation is different. And a
math ratio like an earnings
multiple doesn’t capture all of the
unique circumstances today
versus the unique circumstances
in the past.

Having said that, what do
experience and common sense
tell me? Experience and common
sense tell me that almost every
time in the past that the U.S.
stock market reached the current
earnings multiple, the annualized
return over the next ten years was
negative. In order to have a
different outcome from the past
decades, this time will have to “be
different”. The late billionaire
investor John Templeton once
said “this time it’s different” are
the four most dangerous words in
investing.®®

What will it take for this time to be
different? Corporate profits must
increase rapidly from today’s

levels. One possibility is for the
increased productivity and
profitability to come from the
implementation of artificial
intelligence. Another possibility is
that some as-yet unknown factor
boosts corporate profitability well
beyond current levels.

Barring some factor that rapidly
boosts corporate profits, there’s a
significant chance that this time is
not different. And what could the
intermediate term look like if this
time isn’t different? Well, that
takes us back to the Apollo data,
which implies a negative
annualized return for the U.S.
stock market over the next ten
years.®)

One thing that two decades on
Wall Street gives me is the
humility to know that | can’t
predict the future. And | have yet
to meet or learn of anyone who
can consistently and repeatably
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predict the future. For this reason,
experience tells me that if an
investor wants to give themselves
the best chance of success from
where we are with today’s market
levels, they should diversify in a
way that doesn’t require a specific
outcome or scenario for success.

That means diversifying your
investments well beyond the
assets that have generated the
most excitement over the past
several years, and which are at
highest risk for overvaluation. |
recommend that investors take
action today — while times are
good — to review their allocation.
Waiting until a problem comes up
could mean selling and locking in
losses after asset prices have
already fallen. If you believe your
allocation is due for a fresh look,
my team would be happy to assist
you with a timely review.



Sources: (1) FactSet. (2) RBC. (3) Apollo Global Management. (4) Oaktree Capital Management.
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