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Advice 

• As pointed by Warren Buffett, the percentage of 

total market cap (TMC) relative to the US GNP is 

“probably the best single measure of where 

valuations stand at any given moment.” 

 

•Therefore, the market is significantly 

overvalued. 
 

 



Findings 

• As of 05/03/2018, the Total Market Index is at $ 

27.5 Trillion, which is about 137.8% of the last 

reported GDP.  

 

• The US stock market is positioned for an 

average annualized return of -1.6%. This 

includes the returns from the dividends. 
 

 



When Rebalancing Consider that Future Returns Will Decline 



Consider Rising Prices and the Depreciation of the Dollar  

SOURCE: Congressional Budget Office - https://www.cbo.gov/about/products/budget-economic-data#4 



What to Do 

• Rebalance portfolio before recession occurs. 

 

• Indicators can partially predict recessions. 

 

•Analyze the quality of your portfolio. 

 
 

 



Federal Funds Interest is Cyclical and Anticipates Recession 
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Investor Margin Debt Indicates Possible Recession 

Recession  Recession  



% of GDP Margin Debt is Cyclical and Indicates Possible Recession 

Recession 
Recession Recession 



Decreasing Spread in Treasury Yield Suggests Incoming Recession  



Decreased Spread in Treasury Yield Indicates Recession Prospect 

Recession Recession Recession 



Shiller Stock Market Margin Gains Precede Recessions  

Recession Recession Recession 
Recession 



Unemployment Levels Coincide With Recessions  
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Analysis 

Review of a Portfolio 



Conclusions 

• The Stock Market is Significantly Overvalued. 

 

• Likely to return of -1.7%/year in the future. 

 

• Portfolio Rebalancing Reduces Losses. 

 

• Recession Precautions are Possible. 



Assess the Risk Profile of Portfolio 



Assess the Risk of  Your Portfolio 



Allocate a Large Share to International Stocks 



Examine the Distribution of International Stocks 



E xamine Industry 

Allocations in Your 

Portfolio 



Track the Quality of Bonds in Portfolio 



Assess the Tax Efficiency of Your Portfolio 



Balance Time Horizon and Risk of Your Portfolio 



Balance Your Portfolio to Last to the End 



Conclusion 

 Rebalance when future is unstable.  

 


