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Our October 2020 Market Update concluded with the following inference:

“I, therefore, believe that a 7-10% correction, that we are facing now could be a good opportunity to invest in
specific areas of the markets. There could be a rotation in the market sectors as well, but the technology
companies catering in the face of COVID-19 should continue to show improving earnings."
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It can be observed in the chart above, that this ratio is trending north of 180%. A
ratio that high shows that the US stock markets are in a “SIGNIFICANTLY
OVERVALUED" state currently.
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Even though any one indicator can not be relied upon solely to project a market
correction orimminent recession, there is enough empirical evidence that margin
levels show the presence of euphoric investor sentiment.

CGAM’s CGAM’s Proprietary Market Model:

ngﬁ" We at CGAM, have developed a proprietary Market model, which is infended to

understand the direction of the broader markets. We have used the S&P 500 index
as the proxy for the US broad based markets. The model was developed on our
belief that investor behavior repeats itself based on a combination of economic
fundamentals and investor psychology. The model is dynamic, as it constantly
reviews the change in the index based on the changes in statistically significant
economic variables.

The table below is an illustration of the variables used to project the 12 month
target on the S&P 500. Our regression model uses six variables (shown on the
extreme left column), which attribute to 93% of the movement in the S&P 500.

Fundamental Variables FY 2022 |Market Projections IAs of December 31%, 2020
(Estimate)?

S&P 500 Earnings $178.50 [S&P 500 (12 Month Projection) = 3,424.70

S&P 500 Expected PE Ratio | 25.00  |S&P 500 (December 31%, 2020) = 3,756.02

10 Treasury Bond Rate (%) 0.89% S&P 500 Estimated (Gain/Loss) = -8.82%

Inflation Rate (%) 2.00% |[Standard Error +/- 4.07 %

Volatility (VIX) Index 25.00

Unemployment (%) 7%

2 Source: CGAM, LLC's proprietary research.
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...Projections We have attempted to be liberal with our estimations, especially with US

loeliaz:a corporate earnings and market sentiment. The ratio of S&P 500 value (Price) to US
overbought . . . . . . .
market corporate earnings (Earnings) illustrates the investor sentiment at any given fime.

conditions The Price to earnings (P/E) ratfio used in our model is 25, vs. the average P/E of the
S&P 500 of 15-16 for the last three decades. In addition, the earnings growth used
for the next 2 years has been 5% per annum.

Despite a rosy picture painted using bullish projected parameters, the model
indicates that we are currently in an overbought position.

Conclusion... We have just observed that the US economic data seem to be improving. The aggregate
of US leading economic indicators are gravitating towards an expansionary phase. On the
other hand, the US major market indexes seem to be in an overbought region based on
empirical evidence.

After scratching my head for the last few weeks, | have concluded that it is
better to err on the upside. Based on all the empirical evidence, | believe
that certain areas of technology and healthcare have moved up into
overbought territory. Therefore, | believe that it would be prudent to take
profits in these areas of the market and raise up to 20% in cash. The
endeavor is to wait for better opportunity in the market. This can and will
only realized as markets evolve.

PLEASE REMEMBER: Each investor is unique and should invest o complement their respective financial
conditions and objectives.
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Please review the following disclaimer

This Newsletter has been prepared by Continuum Global Asset Management, LLC (CGAM), an independent Registered
Investment Advisor. CGAM believes that the data contained is from reliable sources but cannot guarantee the accuracy of the
data. None of the information provided constitutes a recommendation or solicitation of an offer to buy or sell any security.
The investment strategies and or securities may not be suitable to all investors and past performance is not indicative, nor a
guarantee, of future results. It should not be assumed that recommendations made in this Newsletter and in the future will be
profitable or will equal the performance of the securities mentioned in this or previous Newsletters.
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