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The blue line clearly shows how cyclical
the market valuation can be, going from
undervalued to overvalued and back
again.

As of July, the market was 135% ABOVE
its average valuation. The correction
this past March did not bring the market g
valuation down to undervalued levels.
In fact, it was about 100% ABOVE the

overvaluation hit before the crash in | d "

2008. According to this chart, the TITHR
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The thick red line in the middle is the mean, or average valuation. The black dotted lines show that no matter how high the valuation
goes, it always comes back down to the mean valuation, and in most cases went below the mean. The red dotted line shows that no
matter how low the valuation goes, it always comes back up to the mean valuation.

Point A is the low in 2020. As you can see, it didn’t go anywhere near the low valuations of previous cyclical lows. Point B is the peak
in the valuation before the 2008 collapse and the Great Recession. The “low” in March 2020 bottomed well above that peak. In other

words, the market never got cheap.

In order for the market to get to the same level of value
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This brings us to Jim Rogers, “Bottoms in the investment
world don't end with four-year lows; they end with 10 or
15 year lows.” It has been over 11 years since the low |1
in 2009. Could the market be entering a multi-year bear
market? History says yes.

This also brings us back to Bob Farrell - Rule # 2 states %?1[
Excess Leads to an Opposite Excess. e

40%

The chart above shows the market valuation peakin 2020
was the 2" highest ever. If you use the Buffett Indicator | .. |
(to the right), 2020 hit an all-time high. The peakin 2000
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was the highest, most overvalued 409
market in US history and the 2020
peak has surpassed it.

But the bear market that followed the
Tech Wreck in 2000 did not end with
an excessively low valuation. Might
the current bear fulfill that
requirement of Farrell’s Rule? o)
A very clear example of regression to
the mean is the real S&P Composite.
(Inflation adjusted) (Chart to the right)

The market swings back and forth
above and below the Regression line.
The farther above it, the riskier the
market. 64

There has never been a time when the
market did not eventually regress to
the mean and then cross over it.

Although this is not a timing indicator, it is a value
indicator, and it shows the market is very over valued,
even after the March sell-off.

What may be more interesting is adding trend lines
to the same chart.

The green line connects the trend of peaks. The Tech
Woreck peak in 2000 went above the trend line as has
the current market.

The black line connects the market bottoms. Again,
the trend line is extended forward and it shows the
2009 bottom did not hit the trend line.

What do these charts tell you? Does the market
appear over valued or under valued?

You can thank the Federal Reserve for the rally. In as
little as 2 months, the Fed added over $3 trillion to its
balance sheet. That is money that went into the
system to prop up markets.

This chart shows that the market didn’t rally because
the economy is going to recover quickly, or there is
going to be a vaccine soon, it rallied because the Fed
put its big fat thumb on the scale.

Simply put, they cheated, again. But what took them
several years to do after the Great Recession, they did
in only a couple of months.

Notice the decline in assets towards the end of 2019?
That was their attempt to reverse what they had done
years before. The Crash in March shows it didn’t work.
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But the Fed isn’t the only ones you can thank. The Treasury issued $3 trillion in new
debt in the 2" quarter to help finance all of the bailouts. US Government Debt US Government Debt

currently stands at about $26.6 TRILLION. e

$25.00
And as of this writing, Washington is arguing about a new bailout bill with a price tag **®
of anywhere from $1 to $3 Trillion. The orange at the end of the chart shows the = sso
impact of a $3 trillion bailout bill. US Debt would be close to $30 trillion. $1000

$5.00
To put this into perspective, our GDP is only 19.4 trillion. .

The Debt to GDP Ratio, a measure of the fiscal health of a country, is about 135%. a== US Debt  ===Potential 2nd Aid Bill
That is Greece territory. For every S1 of GDP, we have $1.35 of debt. If you ran your
house this way, you’d go bankrupt. Debt to GDP Ratio
140% 134.79%
Don’t think the “V” recovery is going to bring that number down. The Fed estimates  1.0%
that the 3™ quarter GDP will have a 20% rebound. It is not as big as it sounds. That oo
is an annualized number. In actual monthly numbers, it is about a 1.50% increase.
The orange part of the GDP chart shows the impact of the 20% increase. Not much.
60%
That leaves the GDP still about 9.25% below its peak at the end of 2019. In order
for the GDP to grow enough to bring the Debt to GDP Ratio back down to only 100%, .
the economy would have to grow by 34.71% and debt would have to have no increase. BE8RFEREE853833888585835398

But you can forget all about that. As noted before, Washington is looking to spend GDP
an additional $1 to $3 trillion in stimulus. So debt will rise further. o

You can see how desperate the Government got by the increase in expenditures. .

The chart to the lower right shows a straight line up. That is $4 trillion in spending .,

in just 1 quarter. Compare it with the little blip in spending at the beginning of the

last recession (gray area). 500

At this point, the Federal Government is running a $3.8 trillion budget deficit, the - = .. ... ... ieeovinoavss

highest ever 2IIERESEEESET3ER22g83435¢8
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To put all of this into perspective, and why guys like me get worked up about these Charts Source: Federal Reserve, Debt Clock;
things, the market and economy are SUPPOSED to be self sustaining. Format: CIS
FRED -~/ — roteral Government: Current Expenditures
If they are dependent on constant fiscal stimulus from the government, they are not 14808
self sustaining. And these charts show that it is taking an increasing amount of Fed i
buying in the markets, Government spending, and debt piling up to keep the economy i
eeking along and the market afloat. e
L] 6,000
When does it end? Does anyone think the country can keep going like this forever? j 53:
History tells us no. Recent examples are Zimbabwe and Argentina. Both went J:(
through periods of hyperinflation due to poor fiscal policies. No, neither of them i
were the reserve currency for the world and the largest consumer in the world. ,

1960 1990 2000 2010 2020

Source: U.S. Bureau of Economic Analysis

But recently, America’s frenemies, China and Russia, have taken steps to hurt the US
badly. Both would like to see the Dollar be replaced as the World’s reserve currency.
Russia’s oil battle with Saudi helped kill our oil industry. China is constantly active in attacking us in various ways. (Not going near any
conspiracy theories!)

What does all of this mean to you as an investor?

Investors are playing with fire. If you want to get into the market with both feet, you are likely to get burned badly. The risks are
tremendous and the Fed is pouring gasoline on the market. But there are ways to take advantage of the current risks. The first thing
is patience. Knowing the information in this report puts you miles ahead of the average investor. But the payoff may not be immediate,
it may take time.



The impact of all the money printing and issuing more debt is a lower Dollar. Itis simple. If you have a Dollar in your pocket, and the
the Fed prints a new Dollar, that Dollar in your pocket is now worth 50 cents. Now scale that up to printing trillions of Dollars. The
impact on the Dollar is to dilute its value, and what should happen is the Dollar falls in value. This is irrespective of the fact that it is
the World’s reserve currency. Besides, there are many Global players that would like to see the Dollar replaced as the reserve currency.

Another impact is the debt itself. It is like piling weights onto the back of the economy. The more debt, the more weight and the
harder it is for the economy to get going. So what was originally intended as stimulus ends up being a drag.

The next impact is the dependency the market and economy have on continual stimulus. At some point, the Fed will have to pull back
the money it put into the system. At some point, the Government has to pay down it the debt. Neither scenario has proven to be
good for the economy or market.

When might this happen? At anytime. Markets can turn on a dime, as we have seen. Overnight traders in the futures market can
start sell Dollars and we wake up to a much lower Dollar. The stock market can

get just too overvalued and fall under their own weight. Debt markets can lock ~ $USD US Dolar e - Cash Setle (EQD) IcE @ StockChartscom
. . . 5-Aug-2020 Op 9340 Hi 3357 Lo 8260 Cloz57 Chg -0.47 (050%)w
up without any notice and rates jump. M $USD (Weekly) 32,87 (5 Aug) 104
103
Waiting for a warning sign is too late, they are going off all around the markets. 1oz
However, how many trillions of dollars more can the Fed pump into the system? 1o

Again, Jim Rogers has the answer, to paraphrase him - as long as the Fed has 100
paper, ink and a printing press. In reality, that isn’t true. If the Dollar’s decline

starts to get out of control, the Fed will have to act to protect it, and that is when 2?
they will leave the stock market on its own. "l o

Conclusion: a4
This is what we do. We look a the big picture, while others are busy counting the h R
leaves on the trees, we see that the forest is on fire. The actions taken by the Fed T T TR T T T RS TR T S T R T T R
this year had a short term positive impact, but the damage to the economy and

market could be long term. It is mathematically impossible to pay for the $3.8 FRED -/ — 3-Month Treasury Bill: Secondary Market Rate

— 10-Year Treasury Constant Maturity Rate
30-Year Treasury Constant Maturity Rate

trillion deficit, (nevermind the $27 trillion in debt), without causing major — 1.Year Treasury Constant Maturity Rate
. . . — 5-Year Treasury Constant Maturity Rate

damage to the economy. According to Forbes, in 2019, the 400 richest

Americans have a combined net worth of 2.9 trillion. If Congress taxed them

all at a rate of 100% on all their assets, it still would not be enough to cover this

year’s Budget Deficit. And then what do you do about next year’s deficit? And 23

the year after?

Percent

This is the wall that the market, the economy and America is running straight

into. There is no pretty solution. The Fed can keep pumping more money into

the system. But that only works until the markets recognize your currency is &
being debased, and they swiftly tank the Dollar. No big deal, if you like inflation 00
in the double digits.

Even with all of this, there are places to invest. Here are the ways we are Thijs js for all those that think interest rates can never

protecting portfolios and trying to take advantage of the problems: go up again. They were as low as they are today back
e Staying with value stocks, especially those that pay a dividend. in the 1940’s and then proceeded to march higher
e Holding market hedges, adding more when the market starts to top and higher for 40 years.

out.

Holding gold (inflation hedge), adding to position on pullbacks.

Holding cash - to be deployed when opportunities arise.

Holding hard assets like oil. Adding where appropriate.

Trading stocks - Opportunistically buying stocks for a short term move.

Our strategy is to be patient and focus on the big picture. Day to day market noise is almost irrelevant. It doesn’t impact the big
picture. If we know what is going on at that level and their macro trends, we have a good idea the impact they will have. For instance,
is the debt to GDP trend going to get worse or better? Is this going to be good or bad for the markets? When might the markets
recognize this problem? At anytime.

As Jim Rogers says, "The biggest public fallacy is that the market is always right. The market is nearly always wrong. | can assure you
of that."



Disclosures:

Cornerstone Investment Services, LLC (CIS) is a registered investment adviser located in Rhode Island and Texas and may only transact business in those states in which
it is registered, or qualifies for an exemption or exclusion from registration requirements.

This presentation is limited to the dissemination of general information regarding CIS’s investment advisory services. Accordingly, the information in this presentation
should not be construed, in any manner whatsoever, as a substitute for personalized individual advice from CIS. Information presented is for educational purposes only
and does not intend to make an offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies. Investments involve risk
and unless otherwise stated, are not guaranteed. Be sure to first consult with a qualified financial adviser and/or tax professional before implementing any strategy
discussed herein. Any client examples were hypothetical and used to demonstrate a concept.

Past performance is not indicative of future performance. Therefore, no current or prospective client should assume that future performance of any specific investment,
investment strategy (including the investments and/or investment strategies recommended by CIS, or product referenced directly or indirectly in this presentation, will
be profitable. Different types of investments involve varying degrees of risk, & there can be no assurance that any specific investment or investment strategy will
suitable for a client’s or prospective client’s investment portfolio.

Links to any article or report is not an endorsement of the article or report. Nor is it an endorsement of any further links or commentary found on the site. CIS does
not endorse 100% of the content on any of the links. Some links may require the user to create a log in or subscribe to the service. CIS is not involved in any of that
and does not benefit from any subscriptions or log in requirements. Since the quotes are taken from the linked source, the link serves as the footnote of the source of
the quote.

[Various indexes were chosen that are generally recognized as indicators or representation of the stock market in general. Indices are typically not available for
direct investment, are unmanaged and do not include fees or expenses. Some indices may also not reflect reinvestment of dividends.]

Past performance is not indicative of future performance.
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