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Bear Market Starting?

As you can see in this chart, in the short run, the stock market is very oversold. That means
that it’s probably gone down too far given the current market and economic conditions. This
is typically because of an emotional overreaction by market participants and leverage.

Leverage oftentimes causes extreme market moves in a short period of time. This correction,
was about 10% for the S&P 500 and 16% for NASDAQ in just over 2 weeks. The primary
emotional driver of the correction was fear over the impact of President Trump’s new tariff
wars. But the bigger issue is, has the market topped for the long-term? In other words, is this
the beginning of a new bear market and probable recession, versus just a garden variety
correction in an ongoing bull market.
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The chart to the right shows just how “oversold” the market has become in the short run,
reaching levels only seen four times in the last decade.

The analogy I typically use about being oversold is similar to a beach ball being pushed
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Chan ge The the surface is overwhelming and the ball bounces back.
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Investing. Let’s take a look at the longer term outlook for the market and bigger picture items.
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Long-Term Top Indicators

The following series of charts give us excellent perspective as to where we are on a longer term basis with the
stock market. One of my long standing complaints about Wall Street and typical investors is that they tend to
focus on super short time frames and frequently cannot see the “forest” —long-term outlook—versus the trees.

To the right you see a chart going back to 1950, showing stocks as a percentage of household financial assets
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Longer term indicators will never give precise timing on the top or on the bottom of any cycle. You have to look
at the “30,000 foot altitude level” to see the bigger picture. As I stated before, typically most of Wall Street and
many advisors derive their compensation from short-term performance targets i.e. quarter to quarter results.

And while companies attempt to “guide” analysts with an outlook for the next 6 months or longer, the most
dominant view typically revolves around quarter to quarter expectations.

At the end of December, the consensus of Wall Street analysts was that earnings would grow at an 14% annual-
ized rate for the calendar year of 2025. Those estimates have steadily been falling, down to 10%, which means
that if earnings are going to be coming in at a much lower level then stocks are “not worth as much.”

So, Wall Street earnings expectations falling takes a big tailwind away from the market for the immediate fu-
ture. But the bigger question remains, but what about a potential recession?

In recessions, you don’t just have lower levels of earnings, that is earnings rising at a slower pace, but still ris-
ing. Recessions typically create losses for many companies and industries. So for market expectations to go
from a high rate of growth to a slower rate of growth is one thing, but the potential for outright losses is an en-
tirely different matter and typically causes an extreme drop in the market.

So, if we assume that this is not a super bear on the way (like 2008) then a typical bear might be in the 30-35%
range. In other words, it is not likely a once in a generation type of crash, but it’s still likely to be meaningful.

Remember that from investment math a 30% decline in your stock account requires a 43% gain to make it back
and this doesn’t count the emotional turmoil involved.

So, while you can never rule out the potential for a 2008 type scenario, right now I don’t see anything that
would justify that level of a crash unless geopolitics (Israel vs Iran) gets out of control. We’ll talk about the risks
there later in the newsletter. Here’s a few more charts.
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The chart above shows the percentage of cash that mutual funds are holding in their portfolios. This represents
“dry powder” that is available to go into stocks.
Seeing mutual funds cash to stock ratio at such an extreme low level gives more credence to the fact that we
likely are at or near a long-term top. - Ned Davis March 2025
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In conclusion, I see a sentiment/valuation bubble in stocks. When everyone turns bullish, the ques-
tion needs to be asked, “Who is left to buy?” — NDR December 2024
The Conference Board surveys consumers about their attitudes toward stocks. The latest survey
showed a record bullish outlook on stocks, which has historically been bearish for stocks. — Ned
Davis Senior December 2024
The top of the market is the point of maximum optimism, as investors get fully invested. With this
much optimism, one must ask how much liquidity is left around to buy. - NDR March 2025
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The final chart shows the S&P 500 trend channel going back to the 1920’s. While nothing is ever certain about
the market, the fact that the market has apparently peaked above the 100 year trend channel, leaves you to won-
der how much more upside there is left in this cycle.
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Is DOGE a Positive or a Negative?
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approximately 14% of the government’s entire budget!

In addition to the people who get laid off, is the ripple

job lost, it will affect two or three other jobs as reduced
consumer spending hurts other industries. In other
words, one job loss equals the economic equivalent of
three people not buying houses, cars, etc. The ripple ef-
fect of mass layoffs is quite stunning.
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So, while these efforts, in my view, need to be applauded for the long-run, they will create uncertainty and a
slower level of consumer spending in the short-run, likely helping facilitate a recession.

The chart above shows that estimates of the DOGE layoffs will not just affect the 300,000 federal employees
that are being directly laid off or terminated. Private estimates are that this could affect up to 10 million people
which is huge out of a U.S. workforce numbering 170 million.

If you factor in that laid-off workers will spend less money and that in turn affects all the people that they buy
from, i.e. buying less expensive groceries, fewer times to go out to eat, no new car buying, or new houses, etc.

Thus, a large swath of layoffs of this magnitude will almost certainly have a much more negative effect on the
economy than most people seem to be anticipating.

As previously stated, the bulk of these layoffs don’t fully take effect until October, thus the rapid acceleration of
the unemployment rate, which typically happens in a recession may not really hyper-accelerate until this fall.

In a Friday morning interview with CNBC, Treasury Secretary Bessent warned that the economy isn’t
as robust as it may appear to the naked eye. “Could we be seeing this economy that we inherited start-
ing to rollover a bit? Sure. Look, there’s going to be a natural adjustment as we move away from public
spending by the government to private spending in the private sector.”

In line with our view that the depletion of excess pandemic savings will eventually stifle a key tailwind,
Bessent said, “The market and the economy have just become hooked, and we 've become addicted to
this government spending. There’s going to be a detox period.”

The shift in tone suggests that DOGE initiatives will continue full speed ahead. -BCA March 2025
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Pending Recession?
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The next chart shows consumer expectations which have
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Israel vs Iran 2025?

(Editor’s Note: The following is an excerpt from Jerry’s radio interview with Bank Credit Analyst senior politi-
cal strategist Matt Gertkin. Go to our website at www.cornerstonereport.com for the full interview.)

Jerry: Let's jump into something explosive. I literally did a double take, having to go back to reread what you
said. You’ve never been a sensationalist. Your analysis has been spot on and extremely accurate.

You discussed the odds of a black swan event — something you can't necessarily predict — but if it happens it
has an outsized impact on the world economy.

When I read your Five Black Swans for 2025 newsletter, the cover shows Iran's nuclear program taking flight.
I'm not a nuclear expert, but before Trump took office in 2016, it looks like they were around 300 or 400 nuclear
centrifuges and now they have 12,000 of them!

You said the odds of Israel attacking Iran in 2025 was 75%, that's where I did the double take. I've never seen
you put that high of odds on anything. After reading, I agree with your analysis. Please elaborate on what is go-
ing on here. It looks like we could have an existential problem in parts of the Middle East right now.

Matt: Yeah, thank you. I've been following this story my whole career, 18 years of watching this Iran saga
about whether Iran can obtain a nuclear weapon. From their perspective, they believe they need a nuclear weap-
on to secure their regime over the long term, to make the Islamic revolution permanent. That was the logic that
other states used in obtaining nuclear weapons, including China, and most recently we've seen North Korea ob-
tain nuclear weapons after a series of negotiations with the U.S. As soon as the U.S. looked the other direction,
North Korea would keep marching in the direction of their strategic objective, and they ultimately obtained it.
Now, the dynamic is that the Iranians have learned from this process. They learned that if you're Pakistan or
you're North Korea and you really stick to your guns, you will eventually obtain a nuclear weapon.

On the other hand, if you trade it away on promises, you end up looking like Libya or Ukraine, both of which
gave up nuclear weapons only to be invaded later. So, the Iranians have a very clear strategic calculus bent on
deterrence. They are also going through some internal problems as well. Ali Khamenei, the supreme leader, is in
his mid-80s, he's not going to last very long and is jockeying his son to be his successor. That's a very sensitive
time for any regime to be having a succession and simultaneously be under attack by Israel. They chose to pur-
sue a conflict with Israel during that sensitive period. So there was a question, would they retreat into their tur-
tle shell and sort of hide from the world while they did a power succession? Or would they be aggressive?

Well, we know the answer, because Hamas and Hezbollah and the Houthis have been very active. And that's
what provoked Israel to go on this offensive. Well, Israel's now got the upper hand, not only by decimating Ha-
mas and pushing back Hezbollah, but also, ultimately, we saw Syria collapse, which was a keystone to the Irani-
an strategic agenda in the region. And what this means is that Iran is extremely vulnerable and the Israelis have
a huge opportunity. From Israel's point of view, this is the chance to reassert what is called the Begin Doctrine,
to prevent other countries in the region from obtaining nuclear weapons, set back that nuclear program, and also
undermine the regime and try to make sure that when this succession process happens in Iran, that it's not just
business as usual. Perhaps they will be an opening for real political change in the country. And Israel would be
very reluctant to miss this opportunity, and certainly Benjamin Netanyahu would be. But I like to emphasize for
listeners, this isn't all about personalities.

If Netanyahu falls from power because of internal political machinations, and suddenly you have a new prime
minister of Israel, they still have an historic strategic opportunity to set back Iran and make sure they don't get a
nuclear war. And the Americans are involved in this, obviously, because first of all, in order to truly cripple the
nuclear program, Israel needs American support. But the U.S. has also said it's a red line that Iran doesn't get
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nuclear weapons, and that's been under multiple presidencies.

So the issue is that President Trump is interested in negotiating with Iran. He wants to freeze their nuclear pro-
gram, but he has to start by enforcing the oil sanctions, which President Biden was not enforcing. Then he's put-
ting maximum pressure on Iran. The Supreme Leader said, well, I don't want to talk to Trump. He's not reliable.
And Israel's point of view is that it's probably better to ask for forgiveness than permission, meaning that they
could escalate the conflict and draw the Americans into the conflict, even more likely if Iran is behind the at-
tempt on President Trump’s life.

So, I think this is a true crisis point. I do put a date on it when saying it's in our 12 month forecast that this will
be a major crisis. The crisis can be resolved by diplomacy. I would never say never. [ would never say that
there's no diplomatic solution. But the trends that I've witnessed in the past have convinced me that the diplo-
matic solution is a lower probability, and that's specifically because the U.S. and Iran did work out a nuclear
deal, and it collapsed. From Iran's point of view, the Americans betrayed it.

From the American point of view, the Iranians never intended to really fulfill it in a good spirit, and so I think
there's a lack of trust, and I think obviously Israel believes that, especially in the wake of what happened with
Hamas. So all of this leads to a critical juncture: conflict. The only way to stop it would be if President Trump
uses military, overwhelming military threats to force Iran to freeze their nuclear program. So that means that we
should expect the U.S. at some point to threaten Iran in a really significant way, looking as if we are going to
attack them. The other thing is that President Trump would also have to restrain Israel saying, “look, I've got
this, I'm in control. I can cause Iran to freeze their nuclear program and then that way you don't have to go and
do anything unilaterally.” And Trump has to do both of those things in order for us to avoid a really major con-
flict this year. I think the takeaway for investors is, first of all, we'll have the fire and fury when Trump is threat-
ening Iran. Second, Iran will conduct strikes against oil facilities on at least a minor basis to show the risk of
confronting Iran. And then third of all, if if things go wrong, well, we may well end up with a big oil shock.

Jerry: Sounds fairly likely. Obviously, we want to always leave room for something to work out. But go back,
you said two things have to happen. What are those two things again?

Matt: Trump has to threaten Iran, with a credible threat that the U.S. is willing to conduct airstrikes so that they
freeze their nuclear program without us having to do that. And then the second part is he has to restrain Israel.
He has to tell Israel, look, the United States is in control of the region and we are going to stop them from get-
ting a nuclear weapon and therefore you do not need to take unilateral action. Those two things are critical and
that's going to blow the whole world up this year or maybe not.

I'd just say one thing about methodology and forecasting. Obviously, none of us know what's going to happen in
the future. The key thing in putting timeframes on this is what we see is that the Iranians have enough highly
enriched uranium to build 10 nuclear devices in one month if they want to. They have not yet made that decision
to do that. We also see that conflict has already erupted in the region with Israel and with Iran.

So there are direct hostilities already between the two players. Iran is expanding rather than freezing its nuclear
program. And the new U.S. administration is generally quite supportive of Israel and quite hardline on Iran. So
those are the ingredients here. Here, whether this all materializes is an open question. But [ would say that the
urgency is a critical part of the analysis where if Israel misses this opportunity if they wait around for five years,
they might have a less friendly U.S. administration. They might have a new regime in Iran. You know, if Iran
has a succession process and they've got a new young leader where they're all feeling a lot more confident and
Iran might get more weapons support from Russia, and China over that time period...so, that's where we have a
window of opportunity that says that this is really a more urgent issue for this year or maybe next year, as op-
posed to kicking the forecast down the line and saying, oh, at some point there will be a conflict.
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Conclusion

In all, it looks to me like we’re headed for, what I hope to be a garden variety recession and bear market, not
something more severe. Historically, there are no exceptions to the fact that bear markets for stocks accompany
recessions. Some bears are worse than others depending on how overvalued stocks are at the beginning and how
much leverage is in the system. Other bears can be milder.

Considering that we have hit extremely high levels in terms of valuations and leverage, this could end up being
more severe than a 30-35% crash. But right now that would be my best guess. I reserve the right to change my
opinion later. ©

The unpredictability of this bear is extreme due to unprecedented geopolitical issues in the Middle East. If Isra-
el decides to take Iran’s nuclear facility out, there will be enormous ramifications worldwide.

First, will Israel be successful in a “surgical” strike taking out their nuclear capabilities without extensive dam-
age to the Iranian people and their country? The regime is very unpopular with a high percentage of Iranian citi-
zens, some of which would like nothing better than to see the regime taken out.

Secondly, if it’s not a perfect “surgical” strike how much damage will the Iranian regime be able to inflict upon
the rest of the world? This could be represented by missile attacks on Israel, but given their poor success ratio in
previous attacks it may be better for the regime to close the Straights of Hormuz, a 90-mile stretch of ocean just
south of them, where 20-30% of the world’s oil supply travels daily.

Thirdly, what other damage/terrorism will Iran's proxies, such as the Houthis and Hezbollah, be able to inflict
on others.

Finally, would the Iranian regime be able to survive such an attack if it were a successful? Or would there be
another Iranian revolution and a new government installed?

While all of these issues pale in comparison to the potential for World War III between the U.S. and China later
this decade or next, this potentially represents the biggest geopolitical events of my lifetime.

As the old Chinese proverb says, “may you live in interesting times,” it certainly appears that we do.
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The Cornerstone Report is published by Cornerstone Financial Services, Inc., a Registered
Investment Advisor.

The opinions and statements made within this newsletter should not be construed, directly or
indirectly, as an offer to buy or sell any securities mentioned herein. Due to volatility within the
markets mentioned, opinions are subject to change without notice. Statements and opinions are
based upon sources of information believed to be reliable; however, accuracy and completeness
cannot be guaranteed. No assurance can be made that recommendations contained herein will be
profitable or will be equal to past results. Past performance is no guarantee of future results.

This newsletter is designed to provide general economic and market information and
should not be construed to comprise individual or specific counsel concerning
tnvestment, tax or legal considerations. Material discussed herewith is meant for
general illustration and/or informational purposes only, please note that individual
sttuations can vary. Therefore, the information should be relied upon when
coordinated with individual professional advice. Please consult your financial
advisor(s) for specific advice pertaining to any and all areas of financial planning.

Please remember: Different types of investments involve varying degrees of risk, and there can be
no assurance that the future performance of any specific investment, investment strategy, or
product made reference to directly or indirectly in this newsletter (including the investments and/
or investment strategies recommended or undertaken by Cornerstone Financial Services) will be
profitable, equal any corresponding indicated historical performance level(s), or be suitable for
your portfolio or individual situation or prove successful. Due to various factors, including
changing market conditions, the content may no longer be reflective of current opinions or
positions.

Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from Cornerstone
Financial Services, Inc. To the extent that a reader has any questions regarding the applicability of
any specific issue discussed above to his/her individual situation, he/she is encouraged to consult
with the professional advisor of his/her choosing. A copy of Cornerstone’s current written
disclosure statement discussing our advisory services and fees is available for review upon
request. A complete history of Cornerstone’s market calls is available at the Cornerstone office
upon request.

All technical analysis and resulting conclusions and observations are based upon historical chart
formations and patterns. Therefore, observations are a function of each analyst’s interpretation of
the charts—and also a function of mathematical probabilities. In effect, technical analysis is a
study in probabilities. What happened x number of times in the past per a particular chart pattern
does not mean it will always recur in the future. It logically follows that historical precedent does
not guarantee future results.

In general, bond market is volatile, bond prices rise when interest rates fall and vice versa. This
effect is usually pronounced for longer-term securities. Any fixed income security sold or redeemed
prior to maturity may be subject to a substantial gain or loss. Fixed income investments are
subject to various risks including changes in interest rates, credit quality, inflation risk, market
valuations, prepayments, corporate events, tax ramifications and other factors.
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Investing involves risk including the potential loss of principal. No investment process in the stock
market is free of risk; no strategy or risk management technique can guarantee returns or eliminate

all risks in any market environment. There is no guarantee that our investment processes will be
profitable.

There is no assurance that any strategy will achieve its objectives.

The market indexes discussed are unmanaged and generally considered representative of their
respective markets. Individuals cannot directly invest in unmanaged indexes.

For investment advice or portfolio review, call (800) 327-4285. There is no charge or
obligation for initial consultation. Securities and advisory services offered through
Independent Financial Group, LLC (IFG) a Registered Investment Adviser. Member

FINRA/SIPC.
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