





About James Damschroder

James is a patented inventor, software
architect, seasoned investor and
financial engineering  consultant.
James is the founder of Gravity

|l n v e s t m e n t s
www.gravityinvestments.com, a
unique investment services and

financial engineering firm centered on
James' inventions for diversification
measurement, optimization,
visualization, search and analysis.

James has also pioneered A.lL
applications, systemic risk
measurement, down-side
diversification and  core-satellite

optimization techniques.

In working with advisors and funds
managers as a strategic sub-advisor
and software consultant, James has
consulted and trained hundreds of
investors on investment process
redesign and optimization.

James has a degree in finance from
C.U. Boulder, is a member of the
Chicago Mercantile Exchange and has
worked with leading Institutions such
as AXA Advisors.

James is Chief Investment Officer at
Gravity Capital Partners, an SEC
registered Advsisor providing
collaborative investment optimization
services to the wealth management
marketplace. In addition to his
financial engineering and quantitative
management credentials, James has
had significant market calls in the 1999
gold market, foresaw the real estate
bubble and reentered the equity
markets at the March 2009 lows.

heart, clothed in the darkest corner of dogmatic Nobel Prize theory.

Gravity Capital Partners prefers investment ideas which enable a sustainable performance
advantage. This is the great opportunity for quantitative investment strategies. Picking
stocks day in and day out provides rapidly dissipating opportunities while a quantitative
technique can be mined for years. We are currently researching coordinated rebalancing
tactics that, within the context of Diversification Optimization™, can provide a superior
mechanism to harvest volatility of an individual asset. We may begin to see an individual
investments’ volatility as an asset, not a liability.

We are also at one of those junctures in which it behooves me to sincerely recommend that
everybody calm down and take a few deep breaths. Our clients do not need this reminder
but since my commentary is typically passed to investors with real jobs, families and non-
obsessive interests in quantitative finance, this message is important to you; please relax.
Do-it-yourself investors buy and sell out of emotion at the wrong times. As such, they
wildly under perform traditional benchmarks like the S&P 500. The whole key to buying
low and selling high is buying low and selling high. It is so important | am almost com-
pelled to repeat myself. Be greedy when others are fearful and fearful when others are
greedy.

The current valuation of the S&P 500 is 11.95 times earnings. A reversion to trend would
bring that multiple to 18-19% with our interest rate environment. Such a reversion would
bring a return on investment of 55%. Fundamentally, stocks are priced on the basis of
discounted cash flows. This equation and its variations are really the only critical math-
ematics any finance student learns. The formula for a price of an endless series of cash flows
is simply the cash flow payment divided by the interest rate assumed as the cost of capital.
In summer 2011, the Federal Reserve set a historical policy that guaranteed Fed Funds
Rates would remain near zero % through summer 2013. In any fraction, the smaller the
denominator the greater the value. Here, a low interest rate or discount rate provides for a
higher stock valuation. This is the most fundamental equation in finance.

Can we experience continued deleveraging among banks, households and our govern-
ment and still benefit from expanding credit that enables wider adoption of attractive low
discount rates? | believe the answer is a timid “yes”. The price may be inflation, but the
political will is there to support it. Your portfolio should too.

In essence, while we seek diversifying investments around the globe the fundamental core
stock factor is now favorable even with recession looming. The value of future earnings

streams is priced very cheaply compared to other financial assets, even after accounting for
a modest contraction in those earnings streams precipitated by a likely recession.

Happy Returns,

James Damschroder
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