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Can the Rule of 18 predict the market?
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Head of Equities and Portfolio Manager of the High Growth Shares Fund and Elite Opportunities strategy. Nick is responsible for researching
stocks in the Metals & Mining sectors. He has 24 years industry experience and previously consulted on efficiency improvement & process
streamlining in the mining industry. Nick holds a Ph.D. in Chemical Engineering and a Master of Applied Finance.

| first encountered the “Rule of 18” when | joined Antares (in one of its earlier incarnations) and entered the world of
investment management some 25 years ago. This was the late-1990s and the “Rule of 18” was often discussed and
easy to grasp. It is described below:

Inflation Rate + Market P/E=18

It's just a matter of adding the (forward looking) P/E to the current inflation rate, if the number is greater than 18 the
market is expensive and if the number is less than 18 its cheap.

As Figure 1 demonstrates, this simple rule has some veracity to it. The column value is the P/E of the S&P 500 and
P/E’s are grouped, horizontally, by inflation ranges. A few simple calculations (adding the P/E and the inflation rate)
demonstrate the point. For example, with inflation at 0-2%pa, the market P/E has been 18.6x (which when added
together is 18.6 - 20.6) yet when inflation has been between 8-10% pa, the market P/E has been 9.5x, (which added
together is 17.5 -19.5). Put simply, higher inflation means lower stock valuations.

P/E ratio (x)

Figure 1: The rule of 18 — S&P 500 Average P/E by inflation levels
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Source John Lynch, Comercia Wealth Management; 15 Feb 2022

When | wrote my latest quarterly report in mid-April, we had already seen a decline in market multiples over 2022 (the
S&P500 P/E had fallen from 22x to around 19x).

At the time of writing | flagged that with inflation running at ~5%; a fall to 13x would imply a decline of ~30% all else
being equal. Since then, as Figure 2 highlights, the US market has fallen to around 16.5x P/E and now appears to be
factoring in some of the higher inflation expectations.
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Figure 2: S&P 500 Bloomberg Estimated P/E Ratio (x)

S&P 500 Index - BEst P/E Ratio
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Source: Bloomberg (using Bloomberg earnings estimates), May 2022

As a point of comparison, the Australian market trades at around 14x P/E and, at this stage, inflation rates are lower
than those experienced in the US.

But attention also needs to be given to the “E” (earnings) in the P/E equation. As illustrated in Figure 3, the last 12-18
months have seen an acceleration of EPS growth in the market, well above the historical trend. Time will tell if these
earnings can be sustained or if the next chapter is about the re-basing of earnings back to the long-term trend or
potentially even lower, and that is not good news for the market.

Figure 3: S&P 500 Bloomberg Est EPS

BEst EPS (Blended 12 Months)
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Source: Bloomberg (consensus earnings per share S&P 500); May 2022
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LEGAL DISCLAIMER

Antares Capital Partners Ltd ABN 85 066 081 114, AFSL 234483 (‘ACP’ or ‘Antares’), is the Responsible Entity of, and the issuer
of units in Antares Dividend Builder ARSN: 115 694 794, Antares Elite Opportunities Fund ARSN: 102 675 641, Antares Ex-20
Australian Equities Fund ARSN: 635 799 530, and Antares High Growth Shares Fund.

This document has been prepared for financial advisers. This document must not be distributed to ‘retail
clients’ (as defined in the Corporations Act 2001 (Cth)) or any other persons.

This report has been prepared in good faith, where applicable, using information from sources believed to be reliable and
accurate as at the time of preparation. However, no representation or warranty (express or implied) is given as to its accuracy,
reliability or completeness (which may change without notice). This communication contains general information and may
constitute general advice. This report does not take account of an investor’s particular objectives, financial situation or needs.
Investors should therefore, before acting on information in this report, consider its appropriateness, having regard to the investor’s
particular own objectives, financial situation or needs.

An investor should consider the current Product Disclosure Statement and Product Guide for the Fund (‘PDS’) in deciding whether
to acquire, or continue to hold, units in the Fund and consider whether units in the Fund is an appropriate investment for the
investor and the risks of any investment.

We recommend investors obtain financial advice specific to their situation. Past performance is not a reliable indicator of future
performance. Returns are not guaranteed and actual returns may vary from any target returns described in this document. Any
projection or other forward looking statement (‘Projection’) in this report is provided for information purposes only. No
representation is made as to the accuracy or reasonableness of any such Projection or that it will be met. Actual events may vary
materially.

ACP is part of the Insignia Financial group of companies (comprising Insignia Financial Holdings Ltd ABN 49 100 103 722 and its
related bodies corporate) (‘Insignia Group’). The capital value, payment of income and performance of any financial product
offered by any member of the Insignia Group including but not limited to Antares, are not guaranteed. An investment in any
product offered by any member of the Insignia Group including but not limited to Antares, is subject to investment risk, including
possible delays in repayment of capital and loss of income and principal invested.

Any opinions expressed by ACP constitute ACP’s judgement at the time of writing and may change without notice. In some cases
the information is provided to us by third parties, while it is believed that the information is accurate and reliable, the accuracy of
that information is not guaranteed in any way. None of ACP, any other member or the IOOF Group, or the employees or directors
of the Insignia Group are liable for any loss arising from any person relying on information provided by third parties. This
information is directed to and prepared for Australian residents only. ACP disclaims all responsibility and liability for any loss,
claim or damage which any person may have and/or suffer as a result of any persons reliance on any information, predictions,
performance data and the like contained within this document, whether the loss or damage is caused by, or as a result of any fault
or negligence of ACP, it’s officers, employees, agents and/or its related bodies corporate.

Bloomberg Finance L.P. and its affiliates (collectively, ‘Bloomberg’) do not approve or endorse any information included in this
publication and disclaim all liability for any loss or damage of any kind arising out of the use of all or any part of any such
information.



