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Overview

What is Mr. Market Thinking Now?
Shiller PE Ratio: Looks a Little Scary
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January 27, 2021
Dear Starvine Capital Client:

At this same point twelve months ago, the markets were riding higher and we were about to be slammed with
the pandemic, which we are still dealing with today. For the 2020 calendar year, fully-invested accounts in the
Starvine Flagship Strategy increased 4.7% to 4.8%, while Mid-Large Cap increased 6.3% to 6.5%, net of fees
and expenses. This compares to an increase in the S&P TSX Total Return Index of 5.6% and an increase in
the S&P 500 Total Return Index of 16.3% in Canadian dollars (18.4% in USD)!. The weakening of the U.S.
dollar detracted from performance by an estimated 1.4% and 1% for the Flagship and Mid-Large Cap
strategies respectively. The strongest contributors to the strategies in 2020 were significantly offset by the
healthcare related holdings, which were the largest positions at the beginning of the year. The S&P 500 Index
had another strong year that was again meaningfully skewed by a handful of mega-cap technology stocks.

In the second half of 2020, tully invested accounts in the Starvine Flagship Strategy increased 21.1% to
21.3%, while fully-invested accounts in the Mid-Large Cap Strategy increased 22.4% to 22.9%. During the
period, the S&P TSX Total Return Index increased 14.1% and the S&P 500 Total Return Index increased
14.6% in Canadian dollars (22.2% in USD).

The holdings in both strategies have remained largely intact since this time last year; three moderate-sized
holdings have been added and two were removed. The volatility following the March 2020 lockdown created
a few opportunities to rotate capital between holdings whose values held up relatively well to the holdings
that were severely beaten down.

What is Mr. Market Thinking These Days?

There have been worrisome, observable signs of excess in the equity markets of as late. I had pointed out
previously that the S&P 500 Index was unduly concentrated in a handful of mega-cap technology companies.
The pandemic has spurred many first-time retail traders stuck at home to engage in speculation with stocks
and cryptocurrencies. Prior to the recent drama of a Reddit community by the name of Wall Street Bets -
which coordinated short squeezes in certain heavily shorted stocks — frothy pockets had already formed in the
markets in late 2020. We witnessed the resurgence of speculative areas such as pot stocks, cryptocurrencies,
SPACs (aka ‘blind cheque companies’), and tech IPOs that doubled on the first day of trading. Since the first

! The benchmarks cited by Starvine are standards against which the performance of the strategies can be measured.
However, the Starvine strategies approach portfolio construction with a bottom-up approach and thus do not refer to
the composition of any index as a reference from which to select securities. Performance of the strategies may differ
significantly relative to benchmarks in any time period.



lockdown in March, many people I know (or know of) have become first-time traders — all of them have been
trading stocks related to electric vehicles or other technology-related companies.

It is important that we now revisit the Shiller PE Ratio, which attempts to remove cyclicality in earnings by
taking a trailing 10-year average and adjusting past figures for inflation. About one year ago, the ratio was
standing at approximately 30x, and I had noted that valuations sat at levels witnessed in only a few instances
over the past century. Since then, the ratio has climbed to 34x — exceeding the high before the 1929 crash but
still below the peak of the tech bubble in 2000.
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Market observers are quick to point out that low interest rates are likely to remain very low for the indefinite
future, and thus high valuation multiples are justified. For the individual, bottom-up stock picker, I would
caution against such thinking. First, macro assumptions are just that — assumptions, unknowns. Second, we
cannot eat relative returns, or said differently, we can only eat absolute returns. Remember that the going
price for any investment imputes expectations of the future; exceeding those expectations will result in a
positive outcome. Conversely, underwhelming those expectations will result in a negative outcome. All else
being equal, paying a higher price leads to a lower return. And what if our bottom-up process churns out only
ideas with high valuation multiples? Thankfully, we sit in a bifurcated market that has heavily favored growth
stocks for the past decade. Just as there are pockets of extreme froth in the current market, there remain
overlooked companies trading at compelling valuations.

In closing, I offer the opinion that the road ahead for equities will be more difficult, especially for portfolios
that up until now have been valuation agnostic. The advent of free trading platforms such as Robinhood for



the most part have not benefitted society, but instead encouraged mass speculation. Yes, the absence of
trading commissions may render stock trading more accessible to a broader swath of the population, but the
act of trading alone does not translate to investment competence. As I have written about previously, winning
with gambling solidifies the wrong behaviors; it places the gambler into a vortex that reinforces false
confidence that in turn leads to larger bets... and so on until the eventual blow-up occurs. Thus when we
make bad decisions, our well-being is better served by swift, harsh losses of a smaller magnitude than if our
over-confidence carries on for a prolonged petiod.

Sector Breakdown

Flagship Mid-Large Cap

Sector Weight  Sector Weight
Financials 19.6% Financials 23.2%
Healthcare 18.8% Private Equity 16.0%
Private Equity 17.6% Healthcare 12.9%
Media/Broadband 9.6% Real Estate 10.3%
Technology 9.1% Media/Broadband 7.6%
Specialty Chemicals 7.0% Specialty Chemicals 6.6%
Packaged Food 6.4% Infrastructure 6.3%
Industrials 3.9% Technology 5.7%
Energy 0.8% Packaged Food 5.2%
Cash 7.3% Industrials 3.1%

Consumer Diversified 1.1%

Energy 0.7%

Cash 1.6%

Sincerely,

Steven Ko
Portfolio Manager



DISCLAIMER

Readers are advised that the material herein should be used solely for informational purposes. Starvine Capital Corporation
(“SCC”) does not purport to tell or suggest which investment securities members or readers should buy or sell for
themselves. Readers should always conduct their own research and due diligence and obtain professional advice before
making any investment decision. SCC will not be liable for any loss or damage caused by a reader's reliance on information
obtained in any of our newsletters, presentations, special reports, email correspondence, or on our website. Readers are
solely responsible for their own investment decisions. The information contained herein does not constitute a
representation by the publisher or a solicitation for the purchase or sale of securities. Our opinions and analyses are based
on sources believed to be reliable and are written in good faith, but no representation or warranty, expressed or implied,
is made as to their accuracy or completeness. All information contained in our newsletters, presentations or on our website
should be independently verified with the companies mentioned. The editor and publisher are not responsible for errors
or omissions. Past performance does not guarantee future results. Investment returns will fluctuate and there is no
assurance that a client’s account can maintain a specific net liquidation value. The S&P 500 Total Return Index and the
S&P/TSX Composite Total Return Index ("the indexes") are similar to Starvine’s investment strategy in that all include
publicly traded equities of various market capitalizations across several industries, and reflect both movements in the stock
prices as well as reinvestment of dividend income. However, there are several differences between Starvine’s investment
strategy and the indexes, as Starvine can take concentrated positions in single equities, and may invest in companies that
have smaller market capitalizations than those that are included in the indexes. In addition, the indexes do not include any
fees or expenses whereas the return data presented is net of all fees and expenses. SCC receives no compensation of any
kind from any companies that are mentioned in our newsletters or on our website. Any opinions expressed are subject to
change without notice. The Starvine investment strategy and other related parties may hold positions in the securities that
are discussed in the newsletters, presentations or on the company website.



