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Valuations and Market Cycles

Last month, nonfarm employers added 661 thousand

jobs to the economy. While this is a positive

development, it shows a decelerating trend as this

amount was less than half of the jobs added in

August. Although the unemployment rate fell to

7.9%, permanent layoffs continue to rise. More

workers are leaving than joining the economy as

twice as many people (-695k) people left the labor

force than became employed (+275k). Although just

over half of the 22.2 million jobs initially lost are

now back, the second phase of the recovery will be

much slower and more arduous than rapid job gains

since May. Even if GDP returns to a pre-pandemic

peak in 2021, a complete job recovery is unlikely

before the end of 2022.

Over time, stock returns are primarily the result of

two variables: growth in corporate earnings and

changes in valuation (valuation multiples for those

earnings). With the S&P 500 trading at a P/E ratio of

22x (above long-term averages), some investors are

wary of an impending downturn. However, market

valuations often appear high in the early stages of a

new bull market as investor expectations (reflected

in valuation levels) tend to recover more quickly

than underlying profits. Consequently, any valuation

framework based on temporarily depressed earnings

over the next year will suggest stocks are unusually

expensive. However, once those profits (earnings)

do bounce back, valuations tend to normalize.

Additionally, a low-interest-rate environment and

substantial backing from the Fed provide additional

support for equities as well.
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Speculating with SPACs
Investments known as special purpose acquisition

companies (SPACs) have become increasingly

popular across the investment community.

Experienced business executives typically form

SPACs to acquire companies within their industries

of expertise. A SPAC raises funds through the public

markets. After fundraising, the capital sits in trust

as the deal team searches for target companies to

acquire. Target companies favor acquisitions by a

SPAC because acquired companies can then bypass

the traditional IPO process that involves additional

costs and regulations. Minority investors in SPACs

face several risks. They are unable to perform any

substantive due diligence. Although the process is

comparable to investing in private equity or venture

capital, it has fewer constraints and typically offers

less of a track record. Consequently, SPACs can be

much more speculative than other investments.

Until one looks abroad, it can be hard to appreciate

just how big the U.S. economy is relative to the rest

of the world. California and Texas each have a GDP

that would rank within the ten largest global

economies if they were sovereign nations. A look

further down the list is equally eye-opening as the

economic output of New York is on par with Russia,

Florida matches Indonesia, and Virginia is neck and

neck with Argentina (a country that ranked inside

the global top 15 a century ago). Thanks to

remarkable workforce productivity and supported by

strong institutions, the U.S. generated almost 25% of

Global GDP in 2019, with just 4% of the global

population!

Source: Bureau of Economic Analysis and IMF
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Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour Capital Advisors,
please visit our website at www.harbourcapitaladvisors.com.

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its representatives are in

compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which HCA maintains clients. HCA may only

transact business in those states in which it is registered or qualifies for an exemption or exclusion from registration requirements. A direct communication by

HCA with a prospective client shall be conducted by a representative that is either registered or qualifies for an exemption or exclusion from registration in the

state where the prospective client resides. For information pertaining to the registration status of HCA, please contact the SEC or the state securities regulators

for those states in which HCA maintains a notice filing. A copy of HCA’s current written disclosure statement discussing HCA’s business operations, services, and

fees is available from HCA upon written request. HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness,

or relevance of any information prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for

convenience purposes only and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can

be no assurance (and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or profitable

for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different types of investments

involve varying degrees of risk. Historical performance results for investment indices and/or categories generally do not reflect the deduction of transaction

and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of which would have the effect of decreasing

historical performance results. The material contained herein is provided for informational purposes only and does not constitute an offer to buy or sell or a

solicitation of an offer to buy or sell any option or any other security or other financial instruments. Certain content provided herein may contain a discussion

of, and/or provide access to, HCA’s (and those of other investment and non-investment professionals) positions and/or recommendations as of a specific prior

date. Due to various factors, including changing market conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s).

Moreover, no client or prospective client should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or

from any other investment professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as

legal, accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not

provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or laws which

may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information. Federal and state laws and

regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact on pre– and/or after–tax investment

results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee

that he/she will experience a certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be

construed as a current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively

on information prepared and/or submitted by the recognized adviser.
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