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What is linearity? 

Knowing that a company grew its share price by 100% over the last 5 years doesn’t tell you whether the growth 
was incremental or occurred rapidly in a short burst. In investing, returns can either by consistent or erratic. 
We prefer consistent incremental growth.

Filtering for linearity helps find companies that look like this (R² = 0.98):

and avoid companies that look like this (R² = 0.27):

and especially this (R² = -0.97):

What about valuation?

Any share price growth over any time 
period can be understood by the growth of 
earnings or the change in valuation.

We seek to understand what has driven 
share price growth and whether the balance 
leans more towards earnings growth (good) 
or towards an increased valuation (less 
good).
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