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• The Current View 

 
“Critical Warnings”  The 

proliferation of “experts” 

calling for our demise has 

changed what it means to be 

a contrarian.  

“Critical Warnings” 
 

If you spend any time listening to satellite radio, you have probably heard the 
commercials for “Critical Warning 6.”  The spot sternly warns us that self-professed 
stock market “expert”, Michael Lombardi, has identified his next crisis.  A visit to the 
website of the apocalyptic newsletter Mr. Lombardi hawks, Profit Confidential, 
reveals that after blessing us with five previous warnings that would have saved us 
vast amounts of money, he has identified a sixth, much more dangerous crisis.  Of 
course, for a modest fee, he will kindly tell us what it is.  How nice of him to share this 
bold prediction with the rest of us!  Hopefully, the subscribers to Profit Confidential 
were not expecting something, well, confidential. Not surprisingly, a search of blogs 
and chat rooms reveals dozens of posts from individuals claiming that Mr. Lombardi 
has been promising the next great crisis is just 180 days away…for several years 
(maybe he is using the Mayan calendar?).  Mr. Lombardi and Profit Confidential seem 
not unlike Harold Camping, the aspiring prophet that picked the date of the end of the 
world (May 21, 2011), but then changed his mind and said it was actually five months 
later.  Fortunately, he was wrong both times.    
 

Today’s Contrarian 
 

The story of Mr. Lombardi and his ominous “Critical Warning 6” marketing blitz, is, 
sadly, not uncommon.  There is a vast array of prognosticators and “experts” selling 
products that cater to the biggest, most available source of demand on the planet:  
fear.  The market for such soothsayers is large, as people are hungry for a crystal ball 
prediction that will help them avoid the next crisis.  Evidence of the growth of this 
market is everywhere as it has become trendy and fashionable to call for the next 
crisis.  From Nouriel Roubini to Peter Schiff to Marc Faber, we are inundated with 
predictions of our demise.  Thus, what once was the contrarian view amid the great 
bull market run of the 1990’s has now become the norm.  It seems everyone expects 
the current bull market to end horribly and almost no one expects it to continue  
beyond the previous highs.  
 

The “Dumb Money” Indicators 
 

An example of the public’s receptivity to potential signals of the next big downturn in 
stocks can be found in recent contortions of certain traditional contrarian indicators.  
Historically, contrarians would look at retail investors as good indicators of “dumb 
money.”  That is, when the average Joe started to put money into the market and feel 
bullish – it was time to get out – thus, the “smart money” consisted of contrarians who 
did the opposite of what was popular.  When data was released last month that 
showed some of the largest inflows into U.S. equity mutual funds in years, many so-
called contrarians eagerly hit the panic button.  Why did this not lead to a sell-off in 
stocks?  

Having trouble viewing this email?  Please click here   
Thank you for your trust in us.  We value our relationship with you.  If you have friends, family or colleagues that could 
benefit from our range of investment, trust, and financial planning services, we would be honored by your referral.  Click 
here to email our Business Development Office with any specific contact information.  Thank you! 

• Another View 

 
Key Areas of U.S. Economy 

Continue to Improve  

Though overall growth is still 

anemic, key areas are 

showing solid momentum. 

Sequestration and deficit 

reduction battle loom 

 

Depending on your email 

software, you may need to 

hold down the “ctrl” key while 

you click on any of the links 

in this email 

In This Issue 



Tested. Trusted. February 2013 

Investing and Wealth Management Insights 

What’s Your View? 
We want to hear from you!  

Use the following email links: 

 

Hilton Head Island Office: 
 843-342-8800 

 
Jason Allen, CFA 

Tommy Arnold, CFA 

Martha Anne McDonald, CPA 

 

Asheville Office: 
828-274-1542 

 
John Kuhns 

Garst Reese, CFA 

John Rhodin, CFA, CFP® 

Jon Vannice, CFP®, CTFA 

David Whilden 

Visit our website: 
www.boysarnold.com 

2 

The Current View 

First, the fund flow data must be taken in context.  From 2008-2012, investors 
withdrew a net $250 billion from stock funds and added a net $1 trillion into bond 
funds, thus favoring bonds over stocks by a net $1.25 trillion.  In this context, a $16 
billion net inflow in one month hardly seems like a major trend reversal as much as it 
does a flea on an elephant.  In fact, despite all the press the stock fund flows received, 
investors still added more net money to bond funds than stock funds in January.  
Indeed, according to Morningstar, “U.S. stock funds experienced slower organic 
growth than any other major asset class in January.”  Even if this multi-year trend of 
preference for bond funds over stock funds were to reverse, it would likely take many 
months if not years before one could accurately say the “dumb money” was back in a  
meaningful way. 
 

Another indicator, retail investor sentiment, (measured by the percentage of 
respondents feeling “bullish” in a survey conducted by the American Association of 
Individual Investors) has also been distorted by those eager to call a market top.  
Retail sentiment recently raised red flags as it marked relatively high levels of 
bullishness.  This statistic, coupled with the aforementioned misread of fund flow 
data, was enough for the “Dr. Dooms” to predict the bull market was over.  However, 
the retail investor bullishness indicator is historically not an accurate predictor of 
future stock returns and is prone to wild fluctuations.  Indeed, after the percentage of 
respondents that were feeling bullish reached the relatively high level of 52% earlier in 
January, it subsequently declined almost ten percentage points to 43%, the largest 
two-week decline in six months.  Finally, institutional investors, as measured by Wall 
Street strategists’ asset allocation recommendations,  are still showing signs of 
significant bearishness.  From the Wall Street Journal: “a survey of strategists in 
January, on average, recommended investors devote 49.8% of their portfolios to 
stocks.  That is up from an all-time low of 43.9% but well below the average of 60.0%  
that has prevailed over the past 15 years.” 
 

Meet the Optimist, Today’s Contrarian 
 

Ironically, the prevalence of crisis predictors and eagerness of bears to find nuggets of 
data to support their view are very positive indicators for today’s contrarian.  A true 
contrarian today is an optimist, and one who actually expects stocks to move higher 
and the improvement in economic conditions to continue.  The contrarians of today, 
like economist Jim Paulson, call for asset prices to rise further amid overwhelmingly 
negative expectations.  The stock market has more than doubled since March 2009, 
and the level of skepticism remains remarkably high. This could very likely be the 
most hated, disbelieved bull market in history, precisely why today’s contrarian may 
just prove to be right.  
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Another View 

Key Areas of U.S. Economy Continue to Improve 
 

The government’s January 30 release of its initial estimate of Q4 2012 GDP data was 
shockingly weak at -0.1%, the first negative print since ’09.  However, further 
examination, particularly of the spending data, reveals better news: 
• Consumer spending increased 2.2%, durable goods increased 13.9%, equipment 

and software investment increased 12.4%, and real residential fixed investment 
(housing) increased 15.3%.   

• The primary negative contributors were declines in private inventory investment 
and a large drop in federal government spending (-15%).   

• Less inventory buildup is generally viewed as a positive as it suggests businesses 
are not overstocking and thus production will need to increase to satisfy future 
demand.  Also, while the decline in federal spending was a significant detractor to 
overall GDP, analysts often view private spending as a better proxy for future 
growth.   

Beyond the government’s Q4 GDP estimate, data that is more current suggest core 
areas of housing, employment, and manufacturing and service industries are 
continuing to improve.   
• The latest Institute for Supply Management (ISM) readings indicate that both the 

manufacturing and service sectors are expanding at healthy rate.  January’s 
manufacturing ISM reading improved to 53.1% from 50.2%.  The report’s new 
orders index increased to 53.3% from 49.7%.  The ISM non-manufacturing report 
(service sector businesses) registered a reading of 55.2%.  (for both indices, a 
reading above 50 generally indicates expansion).   

• Home prices continue to rise according to various reports.  The Jan 31 release of 
the S&P/Case-Shiller Index showed a 5.5% rise for the 20-city composite, and 19 of 
the 20 cities saw increases.  From the report: “Housing is clearly recovering.  Prices 
are rising as are both new and existing home sales.  Existing home sales in 
November were 5 million, the highest since November 2009.  New home sales at 
398,000 were the highest since June 2010.” 

• The U.S. Department of Labor’s recent release showed a continued drop in the 
number of initial jobless claims.  Applications for jobless benefits dropped 5,000 to 
366,000 in the week ended Feb 2nd.  According to Bloomberg, “the four-week 
moving average of jobless claims fell to 350,500, the lowest since March 2008.”    

 

Sequestration Deadline and Deficit Reduction Battle Loom 
 

Despite continued improvement in key economic fundamentals, another self-inflicted 
deadline looms and government negotiations will once again be front and center.   
As part of the deal in 2011 to extend the U.S. government’s ability to borrow money, 
congress passed a law that included a sequestration provision.  This provision, which 
includes significant, across-the-board federal spending cuts, was originally scheduled 
to kick-in January 1, 2013, but was postponed by Congress until March 1, 2013.   
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Another View 

Sequestration Deadline and Deficit Reduction Battle Loom  continued… 
 
Estimates vary, but if the sequestration cuts are implemented as scheduled, they are 
likely to result in cuts to federal spending of $50 to $60 billion in 2013.  Goldman 
Sachs recently reduced its GDP growth forecast for the first half of 2013 by 0.5% to 
“reflect the likelihood that spending cuts under sequestration will be greater than 
what we had previously assumed.”  

 
There may be progress on a budget deal behind the scenes, but with just two weeks to 
go until the deadline, a major revision to the cuts outlined in the sequestration deal 
seems unlikely.  Some level of spending cuts, and the associated drag on economic 
growth, is already baked in to markets, so investors are not likely to be surprised by 
subpar GDP growth in the first half of the year, so long as the underlying 
fundamentals in the private sector continue to show improvement.  
   


