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Dina Fliss

Millions of words 
and dozens of 
debates are raging 
over whether or not 
this stock market 
has peaked and is 
ready to correct. 

Most clients are of the belief that it’s not a matter 
of “if” the market will correct, but “when”. For 
our clients, what is paramount is what portfolio 
actions will be taken to minimize the draw-
downs.

In this issue, we will address the value of 
minimizing drawdowns in severe market declines 
and the value of compounding returns.

First, we need to look at what our research 
is telling us about where overall valuations are 
relative to historical norms. Beware: we are not in 
normal times, so it’s impossible to predict when 
this bull market will peak. Two classic valuation 
metrics that are widely followed by Wall Street 
are the CAPE-Shiller Ratio Index and Buffet 
Indicator. 

One of the standard metrics used to evaluate 
whether a market is overvalued, undervalued, or 

fairly-valued is the CAPE-Shiller Index (See chart 
below). It is the trailing 10-year cyclically-adjusted 
price-to-earnings (CAPE) ratio of the stock 
market aggregate. This metric was developed 
by Yale University professor, Robert Shiller and 
popularized during the Dotcom Bubble when 
he argued (correctly) that equities were highly 
overvalued. When the CAPE ratio is high (stocks 
are expensive), it’s usually wise to reduce your 
equity exposure. The reverse is also true: when 
the CAPE Ratio is historically low (stocks are 
cheap), it’s usually wise to load up on equities.

Currently at 31.1x, the CAPE Ratio stands at its 
second-highest valuation over the past 137 years. 
Just as eyebrow-raising, current valuations are 
nearly double the historical median of 16.1x.

As the chart indicates, the U.S. stock market 
can remain above its long term median for some 
time – the 1990s are a classic example. However, 
mean reversion is a powerful force. Eventually 
the market reverts to its long run average, 
and will even trade below it for an extended 
period. With the CAPE Ratio ecplising its level of 
“Black Tuesday” 1929, today’s index buyers are 
making very aggressive, and potentially painful, 
assumptions about the magnitude of future 
returns.

When Will 
This Market 
Correct?

4.8x

44.2x

Median P/E = 16.1x

CAPE-Shiller Index
(1880-2017)

Source 1

31.1x
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The Buffett Indicator is another long-term valuation indicator that was popularized by legendary 
investor, Warren Buffett. In a 2001 Fortune Magazine interview, the “Oracle of Omaha” remarked that “it is 
probably the best single measure of where valuations stand at any given moment.”

The Buffett Indicator takes the total market capitalization of the entire U.S. stock market (currently at 
$26.6 trillion) and divides it by the U.S. Gross Domestic Product (GDP) which is currently at $19.3 trillion as 
of Q2-2017 [Source: Gurufocus.com]. Similar to the CAPE Ratio, the Buffett Indicator attempts to measure 
overall valuations of the stock market. When the Buffett Indicator is low, the stock market is deemed to be 
on the auction block and the potential for future market returns are above-average. On the contrary, when 
the Buffett Indicator climbs into rarefied air, stock valuations are expensive and potential stock market 
returns going foward are typically below-average.

As of 10/11/17, the Buffett Indicator hovers at 138.2%, the second-highest level in the last 65 years.

“It is probably the best single measure of  
where valuations stand at any given moment.”
 Warren Buffett, “Warren Buffett on the Stock Market.” Fortune Magazine, December 2001

The Buffett Indicator

Source 2

The Buffett Indicator: Corporate Equities to GDP



4

The Global View Report

Chart of the Month
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Before the Dot-Com bust of 2000-2002 and financial crisis of 2008, institutions were leveraged to 
the hilt, investors feared “missing the boat” and greed ruled the day. After the crash, institutions and 
investors were brought to their knees, vowing that they would forever be more cautious, less greedy and 
less short-term oriented. Worse yet, a generation of investors was lost; they vowed to never return to 
what they considered to be a “stock market casino.”

So, here we are again, mired in a euphoric environment in which some securities have risen in price 
beyond all reason (think FAANG stocks: Facebook, Amazon, Apple, Netflix, and Google), where leverage 
is returning and caution is being thrown to the wind. Not surprisingly, lessons of the past have been 
forgotten. These are the inevitable cycles of greed and fear, bull and bear, peaks and valleys and investor 
behavior is not immune. 

Can we say when it will end? No. Can we say that it will end? Yes. And when it ends and the trend 
reverses, here is what we can say for sure. Few will be ready. Few will be prepared. A tactical solution can 
be an opportune strategy as the above chart attests. By applying GCVM’s proprietary long-term signals 
to the S&P 500, and then adding a bit of “special sauce” when those long-term signals go defensive, a 
hypothetical $100,000 investment in late-1988 would have grown to over $3 million. The S&P 500, on the 
other hand, has grown only to $1.8 million with greater draw-down periods. Tactical management can 
prepare investors for when this bull market devolves into a bear market.

Comparative Growth of $100,000   Hypothetical Comparison 01/01/1988-10/06/2017

S&P 500 Total Return Index
S&P 500 with GVCM’s Long Term Signals

Contrary to buy & hold passive asset allocation, a tactical 
approach adjusts portfolio holdings on a continuing 
basis in response to both market & economic conditions. 
Overwhelmingly, investors expect to make money in up 
markets and minimize losses in severe market declines.

Source and disclosure 3

You can hire a Tactical Manager.
You can’t control the market...
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This table shows the effect 
of The Law of Losses, 
meaning how much return 
one would need to achieve 
in order to recover to  

break-even. Notice that the steeper the loss, the 
greater the return needed just to bring one’s portfolio back to its previous levels.

Unfortunately, most investors haven’t participated in the gains since the depth of the financial crisis. 
Interestingly, there has been over $300 million in investor net outflows since the depth of the crisis. The 
primary drivers of the recovery have been corporate share buybacks and the Federal Reserve’s “easy money” 
policy known as Quantitative Easing (QE). Well, QE is ending and at the time of this writing, the Fed Futures 
market puts the odds of a December rate hike at roughly 70%.

% Loss
% Gain Required to 

Break Even
Years Required to Break  

Even @ 8% Return

10 11 1.4 years

25 33 3.7 years

50 100 9.0 years

The Importance of Avoiding LossesThe Power of  Compounding

Look at The Power of Compounding table below. One investor compounds at 12% each and every year, 
resulting in an accumulated portfolio of $1.3 million. In The Importance of Avoiding Losses table, this 
investor also compounds at 12% per annum, but every 12 years the portfolios takes a -50% hit. The end 
result is you have more than 10 times the money in your nest egg if you can avoid the severe bear market 
drawdowns! 

Year 0
$10,000

Year 11
$34,785

Year 22
$121,001

Year 33
$420,909

Year 1
$11,200

Year 12
$38,959

Year 23
$135,521

Year 34
$471,418

Year 2
$12,544

Year 13
$43,634

Year 24
$151,784

Year 35
$527,988

Year 3
$14,049

Year 14
$48,870

Year 25
$169,998

Year 36
$591,347

Year 4
$15,735

Year 15
$54,734

Year 26
$190,397

Year 37
$662,308

Year 5
$17,623

Year 16
$61,303

Year 27
$213,245

Year 38
$741,785

Year 6
$19,738

Year 17
$68,659

Year 28
$238,835

Year 39
$830,800

Year 7
$22,106

Year 18
$76,898

Year 29
$267,465

Year 40
$930,496

Year 8
$24,759

Year 19
$86,126

Year 30
$299,949

Year 41
$1,042,155

Year 9
$27,730

Year 20
$96,461

Year 31
$335,546

Year 42
$1,167,214

Year 10
$31,058

Year 21
$108,036

Year 32
$375,811

Year 43
$1,307,280

Year 0
$10,000

Year 11
$34,785

Year 22
$58,842

Year 33
$91,376

Year 1
$11,200

Year 12
$17,392

Year 23
$65,903

Year 34
$102,341

Year 2
$12,544

Year 13
$19,479

Year 24
$32,951

Year 35
$114,622

Year 3
$14,049

Year 14
$21,817

Year 25
$36,905

Year 36
$57,311

Year 4
$15,735

Year 15
$24,435

Year 26
$41,334

Year 37
$64,188

Year 5
$17,623

Year 16
$27,367

Year 27
$46,294

Year 38
$71,891

Year 6
$19,738

Year 17
$30,651

Year 28
$51,849

Year 39
$80,517

Year 7
$22,106

Year 18
$34,330

Year 29
$58,071

Year 40
$90,180

Year 8
$24,759

Year 19
$38,449

Year 30
$65,039

Year 41
$101,001

Year 9
$27,730

Year 20
$43,063

Year 31
$72,844

Year 42
$113,121

Year 10
$31,058

Year 21
$48,231

Year 32
$81,585

Year 43
$126,696

The Law  
of Losses
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Market Trends Quickview

The Market Trends Quickview™ is designed to help investors with a simple “at-a-glance” view of major asset classes and sectors 
across world markets to determine their relative strength rankings. In addition, these trend signals which generate a BUY (     ) or 
SELL (     ) are the proprietary research of AdvisorGuide LLC (AG), the research arm of Global View Capital Management, Ltd. The 
intermediate trend signals are designed to identify 2-4 opportunities over a 12-month period. The long-term trend signals are 
designed to identify major market movements spanning several years. 

The daily signals are rooted in the science of Adaptive 
Channel Breakouts, a proven methodology that highlights 
when price movement breaks out of its natural trend channel. 
Relative strength is determined by the fluctuation of price 
movement of each asset class and sector relative to each 
other. This is a technical representation of the aggregate 
buyers’ demand and aggregate sellers’ disdain for an asset 
class or sector without consideration of the underlying 
fundamentals.  This can be easily understood by the basic 
tenets of supply and demand. 

The Market Trends Quickview™ uses a *Relative Strength Ranking (AG% Rank) to compare performance on a scale of 0 
(strongest) to 100 (weakest). Additionally, relative strength analysis includes money markets (cash) in order to quickly ascertain 
relative outperformance and underperformance to this risk-free asset (cash).

Names IT Signal LT Signal *AG% Rank 1M Return 3M Return YTD Return

Dow Jones Industrial Average - TR 1 4.57% 7.44% 17.41%
PSE Technology Index 1 4.32% 11.40% 26.83%

S&P 500 LargeCap Index - TR 17 3.59% 6.32% 15.67%
Russell 2000 SmallCap Index - TR 18 7.80% 8.09% 12.33%

NYSE Financial Index 30 5.66% 4.90% 12.96%
S&P 400 MidCap Index (iShares) 40 5.92% 5.48% 10.79%

MSCI EAFE Index (iShares) 45 2.49% 5.25% 18.36%
ML High Yield Bond Master II Index - TR 47 0.84% 2.28% 7.22%

Money Market Fund 47 0.10% 0.28% 0.73%
MSCI Canada Index (iShares) 47 2.66% 8.66% 10.87%

Dow Jones Transportation Average - TR 57 6.25% 3.61% 10.49%
Dow Jones Utility Average - TR 76 -0.83% 5.25% 13.71%
ML US Treasury Bill Index - TR 76 0.09% 0.26% 0.57%
DJ China Broad Market Index 77 -0.30% 4.62% 7.04%

DJ UBS Crude Oil Index 84 -0.66% 7.17% -14.12%
London Gold - Afternoon Fix Index 93 -5.68% 3.01% 10.11%

ML US 20 Yr Treasury Index - TR 93 -2.82% 1.12% 5.60%

US Dollar Index 94 1.64% -2.11% -8.39%
Barclays 7-10 Yr Treasury Index (iShares) 98 -1.89% 0.20% 1.28%

TIPS Bond Index (iShares) 98 -1.10% 0.51% 0.25%

As of 10/06/17

Source and disclosure 4

Money Market Ranking:  47
It is important to acknowledge that it is impossible to know 
where the top and bottom is, but it can be of significant  value 
to know the new trend, once established. Having professional 
help that takes disciplined action is an important step to 
staying consistent through all market conditions.
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As of 10/06/17

Dina Fliss

One of the primary 
foundations to 
building wealth is to 
begin with the end 
in mind by knowing 
your financial 
independence 

number (FIN), scoring your financial health and 
knowing your WHY. 

Financial independence isn’t just about the 
money. 

One of the best pieces of advice you can 
receive about WHY to create wealth is that until 
you are financially free, you aren’t really free. 
Why? Because financial freedom buys you TIME 
and with TIME you can discover and experience 
what you really want out of life. 
As an investor you have the power to make 
a conscious decision to forgo some of your 
spending today in exchange for spending later to 
buy YOUR LIFESTYLE. 

You can’t have a bountiful harvest if you eat all 
the seeds.

Discovering 
your FIN is 
possible. 
Your FIN is a 
mathematical 
formula and 
your financial 
advisor has 
tools to help 
you identify how 
much money it 
will take to buy 
your financial 
freedom. Once 
discovered, 
then take an 

assessment of your financial health by looking 
at your income, your debt service payments and 
any savings and/or investments you currently 
have accumulated. One of the biggest mistakes 
you can make is believing that you need a formal 
education, a super-high I.Q., or help from family 
money. 

When Steve Siebold 
started interviewing 
hundreds of millionaires 
and billionaires, he was 
“completely broke and 
searching for answers 
about success [he] wasn’t 
finding in the classroom.”  
What Steve discovered 
was, “to get rich, I had 
to learn how to think 
like a rich person. Once I 
changed my thinking, the 
money started to flow.” 

Anyone has the opportunity to build wealth and 
it all starts with changing your mindset. 

The biggest challenge is breaking the 
cycle of bad money habits that we have 
formed throughout our lifetimes. Common 
misconceptions about money abound and 
learning the correct principles of creating wealth 
usually requires a wealth coach who will co-
design your financial blueprint, develop an action 
plan and then hold you accountable until you 
reach success. 

Foundations 
for Building 
Wealth

Source and disclosure 5
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1 Source: multpl.com/shiller-pe/

2 Source: advisorperspectives.com/dshort/commentaries/2014/06/10/the-buffett-valuation-indicator-some-interest-
ing-odds-and-ends.

3 Source: Global View Capital Managment; disclosure: the research signals in the chart above are from actual long-term trend signals 
based upon relative strength and momentum indicators. GVCM utilizes the signals as guidance in determining a proprietary combina-
tion of technical, quantitative, and economic indicators to specific exchange traded funds and mutual funds selected for the various 
investment programs offered for our client accounts. Buys and Sells may have or may not have occurred on the exact dates shown and 
do not necessarily reflect transactions applied to every individual account. The chart is for illustrative purposes only and is limited to 
general information pertaining to GVCM’s investment programs.

All performance returns are HYPOTHETICAL in nature. The GVCM program results DO NOT represent actual trading using client assets 
but were achieved by means of retroactive application of a computer model with the benefit of hindsight to demonstrate how the 
combination would have performed in the historical period noted. The investment return and principal value of an investment may be 
lower or higher than the performance as shown; and an investor’s investment upon redemption may be more or less than their original 
cost.

Information contained in this material is intended solely for informational purposes only and is not an offer or solicitation to buy or sell 
any security, index, mutual fund or Exchange Traded Fund (ETF); nor to offer investment advice. GVCM does not guarantee the accuracy 
or completeness of this information, nor does GVCM assume any liability for any loss that may result from reliance by any person upon 
any such information or opinions. Such information and opinions are subject to change without notice and are for general information 
only and is not a complete analysis of every material fact. All investment strategies involve the risk of financial loss. Past performance 
does not guarantee future results.

4 Source: Global View Capital Management; disclosure: the information contained herein has been prepared without regard to 
any particular investor’s investment objectives, financial situation, and needs. Accordingly, investors should not act on any 
recommendation (express or implied) or information in this material without obtaining specific advice from their financial advisors 
and should not rely on information herein as the primary basis for their investment decisions. Neither the information nor any 
opinion expressed shall constitute an offer to sell, solicit or an offer to buy any securities. This document does not purport to be 
complete description of markets to which reference is made. Relative strength is NOT a guarantee. There may be times where all 
investments and strategies are unfavorable and depreciate in value. Relative Strength is a measure of price momentum based on 
historical price activity. Relative Strength is NOT predictive and there is NO assurance that forecasts based on relative strength can 
be relied upon. 

Past performance is not indicative of future results. Potential for profits is accompanied by possibility of loss. You should consider 
the investment objectives, risks, charges and expenses before investing. The examples and information presented do not take into 
consideration commissions, fees, tax implications, or other transaction costs.  

Technical analysis is based on the study of historical price movements and past trend patterns. There is NO assurance that these 
movements or trends can or will be duplicated in the future. Relative strength is NOT a guarantee. Accordingly, investors should not 
act on any recommendation (express or implied) or information in this article without obtaining specific advice from their Financial 
Advisors and should not rely on information herein as the primary basis for their investment decisions.

5 Source: Global View Capital Advisors, Your Personal Economy (YPE-1490712415-965) page 3.

Advisory services offered through Global View Capital Management, LTD. (GVCM). GVCM is a SEC Registered Investment Advisory 
Firm headquartered at

N14 W 23833 Stone Ridge Dr., Suite 350, Waukesha, WI 53188 | (262) 650-1030 | gvcmanagement.com


