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1. The value of a stock is the present value of all its future free cash flows. Do not 

rely on any valuation methodology that does not reconcile with this concept.

2. S&P is not U.S. GDP. Long-term S&P EPS growth ≠ U.S. GDP growth.              

The S&P 500 differs regionally and by sector; it’s global, digital and increasingly 

medical. EPS growth is a function of retained EPS and incremental returns.

3. Perception of normalized EPS can drive short-term S&P 500 performance, but 

actual EPS through the cycle will drive most S&P 500 long-term performance. S&P 

500 margins exhibit cyclicality, but not secular mean reversion. Assess normal 

EPS with rigorous fundamental analysis, be leery of simple shortcuts.

4. True EPS is usually between generally accepted accounting principles (GAAP) 

and non-GAAP measures. True earnings will equal FCF when no investment is 

made for growth. At steady-state, EPS = FCF/sh. = DPS. Prefer EPS yield over 

FCF yield, unless a difference other than investment recurs.

5. Equities are real assets. Long-term growth will equal inflation when EPS=DPS 

(dividend per share). A fair PE on normalized steady-state EPS = 1/ a fair long-

term real stock return. If expected long-term real EPS growth + dividend yield = fair 

real cost of equity (CoE), then a steady-state exists. EPS & DPS yields are real; 

compare to real interest rates.

6. A secular decline in yields is good for stocks, but a cyclical decline is bad. It can 

take hindsight to differentiate. Fed influence is secular like, if ahead-of-the-curve.

7. Risk is an outcome different than expected. 

Uncertainty (vol) is a very uncertain variable. Mean reversion is a fair assumption.

8. Only economic profit growth justifies a PE greater than 1/real CoE. Consider long-

term growth potential along with the investments required to support it.

9. GDP growth affects the fair PE only to the extent that it affects the ability of a 

company to earn returns above its cost of capital. Slow GDP growth often best.

10. Value investors seek stocks with normalized earnings greater than market 

expectations. Growth investors seek stocks with economic profit growth potential 

greater than market expectations. No rule against seeking both.

11. The market has predicted 9 of the last 5 recessions. Avoid panic selling. 

It usually takes a recession to stop a bull market (exceptions: 1966, 1987, 1998).

12. Natural disasters are less market damaging than manmade disasters. U.S. military 

strike preparations can pressure stocks, but typically rally on military action.

13. Investor panic subsides when policy setter panic begins. Respect the Fed’s 

firepower, but its arsenal will be exhausted if inflation (Unit labor costs, or ULCs) is 

a problem.

14. Flows follow returns, not vice versa, so stay return focused and don’t follow.

15. Lack of patience is the market’s most reliable inefficiency.

16. Seek truth with scientific method: Theory first, then observation and experience.

17. Trends will continue until they don’t. Valuation doesn’t matter until it does.

18. Confront market/sector PE extremes vs. historical averages, but respect 

industry/stock PE extremes.

19. The market is an imperfect price mechanism, but superior to all others. Those who 

improve its function earn gains slowly, those who don’t can lose suddenly.

20. Diversification comes from the correlation of stocks, not the number of stocks. 

Don’t substitute diversification for diligence.
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The opinions and forecasts expressed are those of the speaker and may not come to pass.

The comments, opinions and estimates contained herein are based on or derived from publicly available information from sources that we believe to be reliable. We do not guarantee their accuracy. 

This material is for informational purposes only and sets forth our views as of date of this presentation and it is not intended to be a solicitation or recommendation. The underlying assumptions and 

these views are subject to change without notice.  

Past performance is not indicative of future returns. 

Diversification neither assures a profit nor guarantees against loss.

All investments involve risks, including the potential loss of principal.

Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Investments come with risk. The value of an investment can fall as well as rise and 

capital may be at risk. You might not get back the amount originally invested at any point in time. 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries such as DWS Distributors, Inc. which offers investment products or DWS Investment Management Americas 

Inc. and RREEF America L.L.C. which offer advisory services, in addition to the regional entities in the DWS Group.
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