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     “It’s a correction!” “No, it’s a bear market!” “No, it’s still a bull market!” 

 

Given the market’s sharp decline and the media’s obligatory noise, I thought I 

would weigh in with RAM’s view which is simply the byproduct of its Prudent-

Growth discipline as it stands today. 

Now back to today’s “crash” headlines. The empirical evidence suggests that, while 

investor sentiment, the market’s technicals, the Federal Reserve, etc. can move 

markets either way in the short term, “valuation”, as in the price you pay for 

stocks, dictates long-term investment returns for investors. There was no better 

example of this than in 2008 when prices were low and offering significant long-

term returns for those who bought. Recall that, having retreated from stocks in 

late 2007, RAM in late 2008 became its most invested in its 20-year history moving 

to 98% long stocks. 

As you may have noticed in your portfolios, that is not the case today. While those 

short-term influences of sentiment, technicals, the Fed etc. will continue to push 

and pull the market around, we believe they can no longer override current high 

valuations. As a result our disciplined Prudent-Growth investment-process has 

moved portfolio exposure to about 20% net exposure to the stock market.  

Given all the chatter about corrections, bear markets, and bull markets, I believe 

the below exhibit we have pulled together from economist John Hussman may 

depict best why we see a poor risk/reward trade-off in today’s stock market. 

I have taken three charts that all have “valuation”, the cornerstone of return 

determination, on their x-axis and stacked them one on top of the other. Viewed 

vertically the exhibit allows one to see what investor’s 10-year annual return-rates 

were at various “valuation” starting points for the past 65 years and what they 

should expect for the next 10 years by owning today. Furthermore it shows the 

maximum amount of loss they experienced during that 10-year holding period and 

what they may experience over the next 10 years by owning at today’s prices.  

For example, whenever the market was priced at 1.35 (found on the x-axis), the 

second chart shows that the 10-year annual returns were about 5%, with a range 

of 3% to 12%. Continuing to use this 1.35 valuation level, the third chart shows 

that the maximum decline experienced from the starting point and over the 

ensuing 10 years was around 15% to 35%. 

Looking at today’s valuation on the exhibit we see it is 2.0, which is the second 

highest level, exceeded only by the year-2000 market peak, and above the 1.8 

valuation at the 2007 market peak. Extending this into the second chart reveals, if 



history is to be repeated, a forecast of 0% annual-return per year for the next 10 

years for US stock investors owning or buying at today’s prices. Continuing to 

extend the 2.0 level into the third chart also reveals these investors should expect 

to be down 40% on these holding at some point during the next 10 years. 

 

We all know the cause of this extremely high valuation which may prove these 

charts poor predictors of future returns this time around. The Fed has taken 

interest rates to zero, unique in US history. This has pressured investors out of 

cash and into securities as they chase yield. As a result stocks have been bid up to 

unpresented valuation levels. While I do not possess a crystal ball as to where the 

market is going short term or long term, I still believe the evidence for caution 

should be respected and is consistent with our Prudent-Growth investment 



process. At RAM we abide by the evidence, as laid out in our portfolio-allocation 

table below, with an eye to buying attractively priced stocks in a stock market that 

offers favorable risk. Over the past six years your portfolios have been moving 

gradually out of its late-2008 allocation off 98%, the lower left corner of the table 

below which is the intersection of undervalued stocks and favorable market-risk. It 

now resides at an under 30% allocation, the upper right corner of the table which 

is the intersection of overvalued and unfavorable. 
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