CIS RISK REWARD GAUGE

“THOSE WHO CANNOT LEARN FROM HISTORY
ARE DOOMED TO REPEAT IT.”a
As the market barrels higher since the election,
wouldn’t it be nice to have some way of knowing if
the market is a good buy or not? If you listen to the
financial news, just keep putting money in the
market, its going up forever!
Seems to me we’ve heard this before - in 2000 and
in 2007. And how did they end? Not well. The
2000 to 2002 drop was about 44% and the 2007 to
2009 drop was over 50%.

"The time of maximum pessimism is the best time to
buy and the time of maximum optimism is the best
time to sell." - Sir John Templeton
Now comes the fun part, all the time in between!
This is where our indicator helps out.
With this information, we were able to estimate the
current market upside and risk.2 On the next page
is a chart with the Risk/Return listed for several
points in recent history.

At Cornerstone, we have developed a Risk/Reward
Gauge that tells how much upside might be left in
the market and how much risk is in the market.
The indicator uses a special PE ratio called the
Cyclically Adjusted PE or CAPE. It takes a lot of the
“noise” out of the market and shows a very clear
valuation cycle.
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So there you have it, a very easy starting point to
determine if the market is near a top or a bottom.
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ket tends to top out when the CAPE averages1
about 23.20 and bottoms out when the CAPE is
about 7.55.

25

100

1871

Since 1871, the chart to the right shows that mar-

CIS RISK/REWARD GAUGE
Looking at the chart, the lower the CAPE, the higher
the upside and the lower the risk.
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Here’s the part many investors today do not get,
(even seasoned professionals!) The higher the CAPE,
the lower the upside and higher the risk.
Seems obvious, right?!
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Look at some of the dates - July of 1982 was so
undervalued that the Risk number was positive! And
July 2007 was so overvalued that the upside was
negative!
(The lawyers want me to remind you at this point
that all investing has risks and that the upside and
risk numbers are estimates and are not guarantees.)
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IS THE UPSIDE WORTH THE RISK?
Is the potential return worth the risk? This is the question investors should be
asking themselves, especially in the current environment.
Since January of 2010, the risks have far outweighed the potential upside of
the market. Yet investors ignored the risks and drove the market well above
its historical average CAPE. They said it was a new paradigm.
"The four most dangerous words in investing: 'this time it's different.'" - Sir John
Templeton

HOW TO USE THE GAUGE
It is a good way to measure risks and returns based on historical data. If the
Upside number has turned negative, this means the current CAPE is above the
historical average and risks are very high, the market has become speculative.
This doesn’t mean the market cannot go higher, but for prudent investors, the
game is over and it is time to get defensive.
Remember how crazy the market was in 2007? Everybody was piling in. And
then it all fell apart. Today, everybody is tripping over themselves to get into
one of the most overvalued markets in history.
Thanks to the Risk/Reward Gauge, you can see that today’s CAPE is similar to
2007, with a negative upside and substantial risks. That is not to say the
market can’t rally further. It can. Irrational exuberance is back in full swing.
And we know how that ended.
Or as Sir Isaac Newton said after losing his fortune in the South Sea Bubble “I can calculate the motion of heavenly bodies, but not the madness of
people.”

a - One of many variations attributed
to George Santayana, Benjamin Graham and Winston Churchill.
1 - To calculate the average historical
high and low valuations, we took the
monthly peak or low CAPE number
and averaged it with the previous 6
months and following 6 months. 13
months in all were averaged together
for each peak and low. By doing this,
we were able to eliminate any outliers that may have occurred, which
could be misleading. This also gave
us a better overvaluation and undervaluation number, since markets are
not overvalued or undervalued at just
one point in time. We then took theses results and averaged them together. This produced the numbers
on the chart. We did not include the
peak in 2000 or the low in 2009 since
these are not within the normal cycle
and the cycle has potentially not concluded.
2 - To calculate the upside and risk,
we used the following formula: (ACAPE-CCAPE)/CCAPE; ACAPE = Average
CAPE; CCAPE = Current CAPE
Charts - Source: Shiller; Format CIS
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Important Disclosures
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FINRA/SIPC
Securities and Investment Advisory Services offered through
Cantella & Co., Inc. Member FINRA/SIPC
Investing involves risk and you may incur a profit or a loss.
Please carefully consider investment objectives, risks, charges,
and expenses before investing.
Cornerstone Investment Services, LLC does not provide legal or
tax advice. For legal or tax advice, please seek the services of a
qualified professional.
This was prepared for informational purposes only. It is not an
official confirmation of terms. It is based on information generally available to the public from sources believed to be reliable
but there is no guarantee that the facts cited in the foregoing
material are accurate or complete. Changes to assumptions
may have a material impact on returns. Past performance is
not indicative of future results. The views and opinions expressed in an article or column are the author's own and not
necessarily those of Cantella & Co., Inc.
The performance data quoted represents past performance and
does not guarantee future results. The investment return and principal value of an investment will fluctuate thus an investor's shares,
when redeemed, may be worth more or less than their original cost.
Current performance may be lower or higher than return data
quoted herein.
Standardized Returns assume reinvestment of dividends and
capital gains. It depicts performance without adjusting for the
effects of taxation, but are adjusted to reflect sales charges and
ongoing fund expenses. If adjusted for taxation, the performance quoted would be significantly reduced.
Investment Performance Projections Limitations – Financial
Plans are based on estimated rates of return that are static for
the duration of the projections (regardless of the asset class).
We feel this gives a false view of investment cycles and does not
represent a realistic projection of the performance of any asset
class or an investment portfolio.
Please contact a qualified investment advisor to determine
which asset classes are appropriate for your needs and objectives.
For the purposes of a Financial Plan, the estimated rates of
return can be viewed independent of the asset classes to which
they are assigned. This is because the asset class’ rate of return
will vary in the coming years and decades. It is anticipated that
asset classes used by an investor today will not be the same
ones used in a number of years or decades.
It is more important, for the purposes of the Financial Plan, to
focus on what the required rate of return would be to achieve
your goals, regardless of the asset classes used.
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The estimates of the rates of return are not necessarily what
any asset class or investment will achieve. An investor’s actual
performance will vary and this report is not intended to be a
projection or estimate of the performance of any asset class or
security. No consensus targets are guaranteed.
Special note on CIS Money Management Strategy – Cornerstone’s money management shifts a portfolio’s asset allocation
among various asset classes. CIS’ research indicates that preferred asset classes today will not necessarily be the preferred
asset classes in months and years to come. The asset allocation
that CIS money management deploys today will likely change
over the coming months and years. The strategy of managing
those asset classes is a key part of the overall CIS Money Management strategy.
IMPORTANT INFORMATION:
Past performance is no guarantee of future results.
This material is proprietary and may not be reproduced,
transferred, or distributed in any form without prior written
permission from
Cornerstone Investment Services, LLC (CIS). CIS reserves the
right at any time and without notice to change, amend, or cease
publication of the information contained herein. This material
has been prepared solely for informative purposes. The
information contained herein includes information that has
been obtained from third-party sources and has not been
independently verified. It is made available on an "as is" basis
without warranty.
Navellier & Associates does not make any representation
regarding the advisability of investing in CIS strategies and does
not review individual client accounts or asset allocations. There
is no guarantee that an investor's account will achieve its
objectives or avoid losses. None of the exchange-traded funds
included in this strategy have given any real or implied
endorsement or support to Navellier or CIS.
No investment strategy or risk management technique can
guarantee returns or eliminate risk in any market environment.
Neither asset allocation nor diversification can guarantee a
profit or protect against loss.
Standard & Poor's S&P 500® Index is a registered trademark of
Standard & Poor's, a division of the McGraw-Hill Companies Inc.
The S&P 500® Index is unmanaged and can not be invested in
directly. Standard & Poor's is not affiliated with CIS or Navellier
and has no role in the development or management of this
strategy.
CIS, Navellier and Cantella & Co., Inc. do not calculate the
statistical information included herein. This material has been
prepared solely for informational purposes. Although
information contained herein is based on sources CIS believes
to be reliable, CIS does not guarantee its accuracy.
Please contact your CIS Representative if you have any questions on this document.
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