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Economic Outlook Worsens 
 

Stay in Cash 
 

Stock prices in general, as measured by the major 
stock market indices, traded in a volatile sideways 
pattern over the past eight weeks, as the readings 
on some key leading economic indicators worsened 
while most earnings reports from companies 
around the globe were better than Wall Street 
analysts had expected. 
 
Although stocks in most regions of the world rallied 
from April 24 to May 1, many of those stocks ran 
into price-resistance levels last Tuesday and then 
fell sharply on Friday after the U.S. Department of 
Labor announced that substantially fewer jobs were 
created during April than most economists had 
estimated. 
 
With my research indicating that economic 
conditions will worsen and that the pace of 
economic growth in most regions of the world will 
slow during the months ahead, I expect stocks to 
continue to trend lower during the coming weeks. 
 
The fact that the readings on three out of four of my 
market-timing indicators recently turned negative, 
and that the readings on several technical 
indicators are currently pointing to further stock 
market declines, seems to support that forecast. 
 
Therefore, I advise those of you who follow our Core 
investment Portfolio to continue to allocate 100% of 
your financial market assets to cash, and for those of 
you who follow our Speculative Portfolio to continue to 
hold ProShares Short S&P 500 (SH). 

Frazier Buy-Sell Index
and the Performance of the S&P 500 Index
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The Frazier Core Investment Portfolio
(Hypothetical $10,000 Investment)
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Core Portfolio Total Return: 36.7%
S&P 500 Total Return: 2.6%

Returns include dividends
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The Frazier Speculative Portfolio
(Hypothetical $10,000 Investment)
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As I mentioned above, my research indicates that 
the pace of economic growth in most regions of the 
world will slow during the months ahead. That 
research is based, primarily, on the most-recent 
readings on several leading economic indicators, 
including the following: orders from wholesalers 
and retailers for durable goods; purchasing 
managers’ expectations of the future demand for 
manufactured goods; housing market activity; 
business investments in property, plant, and 
equipment; the employment situation; and 
household and business expectations regarding the 
future direction of the economies in which they 
reside. 
 
 
The United States 
 
As you can see from the chart below, new orders 
for durable goods (i.e. furniture, home appliances, 
and automobiles) declined sharply in the United 
States during March, the latest month for which 
data is currently available, after peaking during 
December 2011. 

 
With sales of automobiles showing signs of topping, 
my experience suggests that orders for durables 
goods will likely continue to trend lower over the 
next couple of months. 
 
Meanwhile, recent readings on producer price 
indices for industrial commodities indicate that the 
demand for components used in manufactured 
goods declined during the past few months. 
 
With inventories at U.S. manufacturers at levels 
that appear to be sufficient to meet any new orders 
from wholesalers and retailers of those goods, the 
factors mentioned above indicate that 

manufacturing activity in the United States will slow 
during the months ahead. Any such slowdown 
would bode poorly for the near-term direction of the 
U.S. economy and for stock prices in general, as 
the economy and stock prices tend to move in the 
same direction as manufacturing activity. 
 
The fact that business investments in property, 
plant and equipment – in capital goods – have risen 
much less during the current economic recovery 
than during any previous recovery since World War 
II also bodes poorly for the direction of the U.S. 
economy. That’s because those modest 
investments indicate that business owners and 
executives think the economy will not improve in a 
meaningful way during the coming months. As a 
result of those expectations, businesses are 
unlikely to make any substantial increases in the 
sizes of their workforces over the near-term. 
 
Meanwhile, economic statistics for the U.S. housing 
market indicate that economic activity in that sector 
of the economy will also slow during the months 
ahead. For example, the construction of new 
homes declined during February and March, the 
latest months for which data is currently available, 
while sales of both new and previously-owned 
homes also fell during March. Although building 
permits for the construction of new homes rose 
during March, indicating that new home starts likely 
increased last month, the National Association of 
Home Builders (“NAHB”) announced recently that a 
fewer number of persons expressed an interest in 
buying a home during April. 
 
According to the NAHB’s chief economist, the 
declining interest in potential home-buyers is 
“reflective of the ongoing challenges that are 
slowing the housing recovery – particularly tight 
credit conditions for builders and buyers, 
competition from foreclosures and problems with 
obtaining accurate appraisals.” 
 
Of utmost concern, the employment situation in the 
United States has already worsened considerably 
after improving during late-2011 and the first two 
months of this year. Specifically, the U.S. 
Department of Labor announced last Friday that 
only 115,000 new jobs were created in the non-
farm sector of the U.S. economy during April, 
following the creation of only 154,000 new jobs 
during the pervious month. According to numerous 
economic studies, that’s substantially fewer jobs 

Major Economic Developments 

S&P 500 Index vs. New Orders for Durable Goods
(Sources of Data: Standard & Poor's; U.S. Department of Commerce)
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that need to created every month to keep pace with 
increases in the size of the U.S. population. 
 
Looking forward, recent reports from several firms 
that compile information on the jobs market indicate 
that the employment situation will continue to 
worsen during the months ahead. 
 
For example, the number of new employment 
advertisements posted on internet web sites 
declined sharply during April. Meanwhile, global 
outplacement firm Challenger, Gray & Christmas 
reported last week that U.S. employers plan to 
decrease the sizes of the workforces for the fifth 
consecutive month during May. 
 
Separately, the National Federation of Independent 
Business, which represents small business owners 
in the United States, announced during April that a 
fewer number of small businesses plan to increase 
the sizes of their workforces over the next few 
months. That’s a very big concern because small 
businesses account for approximately 65 percent of 
all new jobs created in the United States. 
 
Lastly, the U.S. Department of Labor reported last 
week that the four-week average of first-time claims 
for unemployment benefits, which is a very reliable 
leading economic indicator, rose during each of the 
past four weeks. 
 
In the event that the employment situation were to 
worsen further, there’s a good chance that 
Americans would reduce their purchases of various 
types of household goods and services. Any such 
decline in those personal consumption 
expenditures would likely lead to a decline in the 
U.S.’s pace of economic growth – in the pace of 
increase in gross domestic product (“GDP”) –
because personal consumption expenditures tend 
to account for approximately 70 percent of the 
United States’ GDP. 
 
 
China, Brazil and Europe 
 
Although China’s economy continued to expand at 
a fast pace during the first quarter of this year, the 
pace of economic growth in China slowed for the 
fifth consecutive quarter during the three months 
ended March 31, 2012. 
 
Meanwhile, Brazil’s pace of economic growth 
slowed to a year-over-year rate of only 1.4 percent 
during the fourth quarter of 2011, the latest quarter 
for which data is currently available. 

Even worse, economic growth in the Eurozone fell 
to a year-over-year rate of only 0.7 percent during 
the fourth quarter of 2011 
 
With purchasing managers at manufacturing 
companies in those countries expecting 
manufacturing activity in those regions of the world 
to decline over the next couple of months, and the 
overall economic expectations of business 
executives in those countries falling during the past 
few months, I expect the pace of economic growth 
in China and Brazil to continue to slow and for the 
Eurozone to fall back into a recession during the 
second quarter of this year. 
 

The fact that the employment situation in Brazil and 
countries in the Eurozone worsened during the past 
few months also bodes poorly for the future 
direction of those countries’ economies. 
 
While Brazil’s unemployment rate rose for the third 
consecutive month during March, the latest month 
for which data is currently available, the Eurozone’s 
unemployment rate rose to 10.9 percent during 
April after remaining at 10.8 percent during each of 
the previous three months. 
 

Brazil Unemployment Rate
(Source of Data: Bloomberg Professional)
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While the economic developments that I discussed 
above indicate that stock prices will likely trend 
lower over the next couple of months, the recent 
readings on several technical indicators – on 
indicators that reveal the internal trading action in 
the financial markets – suggest that stocks are in 
danger of falling sharply during the week ahead. 
 
For example, the Chicago Board Options Exchange 
Volatility Index (“VIX”) looks as if it has bottomed 
and that will move higher during the coming days. 
Historically, whenever that “fear index” has 
bottomed and then rose substantially, stock prices 
in general have fallen sharply. 

 
Meanwhile, the cumulative advance-decline line for 
stocks that trade on the New York Stock Exchange 
appears to be forming a double-top and to be in the 
process of rolling over. Such an occurrence has, 
historically, preceded major stock market pullbacks. 

 
The fact that the latest readings on State Street 
Global Markets’ Investor Confidence Index 
indicates that institutional investors reduced their 

allocation to equity securities over the past several 
weeks also suggests that stocks are headed lower. 
 

Lastly, the readings on three out of four of my 
market-timing indicators are currently in negative 
territory, which also suggest that stocks will 
continue to move lower during the weeks ahead. 
 
Although the major U.S. stock market indices held 
above some key price-support levels last Friday, 
the technical indicators mentioned above suggest 
that U.S. stocks will fall sharply in the event that 
those stock market indices were to fall beneath 
their respective price-support levels. 
 
With stock market indices for Brazil and India 
already penetrating some key price-support levels, 
and price-momentum statistics for the Shanghai 
Composite Index indicating that Chinese stocks 
have risen to overbought levels, I expect worldwide 
stock prices to also move lower during the coming 
weeks. 
 
Mutual Fund Flows 
 
In addition to the warning signs mentioned above, 
cash flow statistics for stock mutual funds also 
bode poorly for the near-term direction of stocks, 
with individual investors withdrawing money from 
stock mutual funds during each of the past two 
months. As a result of those withdrawals, cash 
allocations at stock mutual funds are currently at 
historically low levels. 
 
Hence, in the event that mutual fund investors were 
to continue to withdraw money from stock mutual 
funds those funds might be forced to reduce their 
stock holdings. Any such selling pressure would 
likely lead to further declines in stocks. 

Technical Indicators and Near-Term Outlook for Stocks 

S&P 500 Index vs. CBOE Volatility Index
(Sources of Data: Standard & Poor's; Chicago Board Options Exchange)
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S&P 500 Index vs. NYSE Advance-Decline Line
(Sources of Data: Standard & Poor's; Baron's Financial Weekly)
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S&P 500 Index vs. State Street Confidence Index
(Sources of Data: Standard & Poor's; State Street Global Markets)
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Core Investment Portfolio 
 
Our Core Investment Portfolio has continued to outperform the S&P 500 Index since the April edition of our 
Monthly Newsletter. As of May 4, that portfolio had outperformed the S&P 500 Index, including dividends, by 
34.1 percentage points since the inception of that portfolio on September 18, 2007. 
 
With 100% of our model portfolio allocated to cash (i.e. money market securities) since the major U.S. stock 
market indices peaked on April 2 of this year, and my research indicating that stock prices, in general, will 
trend lower over the next couple of months, I expect our Core Investment Portfolio to gain further ground 
against the S&P 500 during the months ahead. 
 
Although you won’t generate any meaningful returns by holding your assets in money market securities, you’ll 
be able to maintain the value of your portfolio while most investors, who tend to adhere to poorly-advised buy-
and-hold strategies, will likely experience declines in their portfolios if stocks continue to move lower. 
 
As you can see from the chart and table below, the readings on my market-timing models over the past ten 
years have helped investors who have followed my advice to maintain the value of their capital during market 
downturns and to generate positive returns during stock market upturns. I see no reason for that to change. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
As of May 4, 2012     Inception Date: September 18, 2007

The Frazier Core Investment Portfolio 

Security Name 
Ticker 

Symbol 
Initial 

Entry Date
Avg. Entry 

Price Dividends
Current 

Price 
% of 
Port. 

Total 
Return 

Current 
Advice 

Cash (Money Market Securities) n/a 04/02/12 n/a n/a n/a 100% 0% Hold 

Total Returns   2007 * 2008 2009 2010 2011 YTD 
Since 

Inception 
Core Investment Portfolio   5.8% -10.6% 18.4% 1.4% 3.7% 16.2% 36.7% 
S&P 500 Index   0.0% -37.0% 26.5% 15.1% 2.1% 9.6% 2.6% 

* Year 2007 performance results are for the period from the inception of the Core Portfolio on September 18, 2007 to December 31, 2007. (Note: 
The Frazier Core Investment Portfolio was known as The ETF Strategist Conservative Portfolio from 9/18/07 to 1/24/12. 

Our Core Investment Portfolio is structured for persons whose primary goal is to protect the value of their principal, with a 
secondary goal of generating returns in excess of broadly diversified investment portfolios over complete market cycles, meaning 
from the beginning of one bull market to the beginning of another bull market (or from the beginning of one bear market to the 
beginning of another bear market). 
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Model Portfolios 

Sell S&P 500
Jan '02 - Oct '02 -21.6% 
Aug '07 - Mar '09 -45.9% 
Apr '10 - Oct '10 -0.3% 
Apr '11 - Nov '11 -8.6% 
  

Buy S&P 500
Oct 02 - Aug '07 66.4% 
Mar '09 - Apr '10 48.7% 
Oct '10 - Apr '11 15.2% 
Nov '11 - Mar '12 13.0% 

Readings on Frazier's Market-Timing Models
and the Performance of the S&P 500 Index
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Speculative Portfolio 
 
Although the value of our Speculative Portfolio fell slightly over the past eight weeks, that portfolio has 
continued to outperform the S&P 500 Index since the inception of that portfolio on October 29, 2010. 
 
While five of our holdings were down more than 10 percent as of last Friday’s close, those holdings have 
reduced the value of our model portfolio by only 4.8 percentage points as a result of the small amount of 
money that I advised our members to allocate to those securities. In contrast, 79 percent of our closed 
positions have generated gains since the inception of our Speculative Portfolio. 
 
Looking forward, a continuation of the recent downturn in stocks, if such were to occur, would likely create 
some favorable buying opportunities, as any such downturn would likely enable us to buy several growth 
stocks that I’ve been monitoring at some reasonable prices. Those stocks include SolarWinds (SWI), 3D 
Systems (DDD), IPG Photonics (IPGP), LivePerson (LPSN), Sourcefire (FIRE), Ubiquiti Networks 
(UBNT), EPAM Systems (EPAM), Liquidity Services (LQDT), and Mercadolibre (MELI). In the section 
below, I provide some general information on two of those stocks and their underlying companies. 
 
 
SolarWinds (SWI) 
 
SolarWinds designs, develops, and supports powerful, yet easy-to-use, enterprise IT infrastructure 
management software for IT professionals in organizations of all sizes. The company’s offerings range from 
individual software tools to comprehensive products that help IT professionals to effectively and efficiently 
manage key elements of their computer infrastructures, including networks, applications, storage, and physical 
and virtual servers. 
 
SolarWinds markets its products by offering free software tools to IT professionals via an online community 
web site that the company hosts at http://thwack.solarwinds.com. That site provides a forum whereby IT 
professionals can research and learn about a variety of computer network issues and ways to resolve 
problems encountered in managing networks. In addition, the company enables IT professionals to determine 
the value of its products before they purchase those products by offering prospective buyers the opportunity to 
download and evaluate free copies of its software applications. 
 
As a result of the large volume of qualified sales leads that SolarWinds drives to its web sites, the company’s 
sales force has, historically, been able to convert those leads into paying customers at a much higher rate than 
is typically achieved by using traditional marketing strategies. In addition, that marketing model has enabled 
SolarWinds to offer its products at prices that are typically lower than competing applications and to support 
rapid growth in its business while maintaining high profit margins. 
 
SolarWinds grew its revenues and earnings at very fast rates over the past five years, with its revenues rising 
to $198.4 million for the year ended December 31, 2011, from $38.2 million for the year ended December 31, 
2006. During that same period, the company’s net earnings rose to $0.84 per diluted share, from $0.18 per 
diluted share. 
 
After growing both its revenues and earnings at paces exceeding  29 percent during each of the past four 
quarters, the company announced on April 26 that it expects its revenues and earnings per diluted share to 
rise at a year-over-year rate of approximately 30.1 percent and 47.2 percent, respectively, during the second 
quarter of this year. 
 
SolarWinds is very strong, financially, with its cash alone equal to 1.7 times the company’s total financial 
obligations as of March 31, 2012, and the company’s long-term debt equal to only 4.2 percent of its total 
tangible assets. 
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3D Systems (DDD) 
 
3D Systems designs and develops machines that create 3-D prototypes of a vast array of household and 
commercial products. The company's stereo lithography apparatuses (“SLAs”), which produce 3-D objects that 
are designed in CAD/CAM software, use lasers to sculpt plastic resin materials into physical models. The 
company’s ThermoJet solid object printer fabricates plastic models using a modified ink jet printing system. 
 
3D Systems made several strategic acquisitions over the past 18 months, including the following: 
 

• SYCODE, a software development company based in Goa, India that specializes in providing plug-ins for all 
commercially available Computer Aided Design (CAD) packages. 

 
• Print3D, a startup company that develops custom parts services for CAD users through advanced desktop tools 

that integrate directly into those users’ environment. Print3D's dynamic pricing and ordering engine is designed to 
make quoting and ordering parts as easy as printing a document. 

 
• Alibre, a provider of affordable 3-D design productivity applications that offer a suite of CAD applications. Based in 

Texas, Alibre serves tens of thousands of businesses and individuals in more than 50 countries. 
 

• My Robot Nation, a consumer technology platform that provides intuitive, game-like content creation for 3-D 
printing.           

 
On February 23, 3D Systems announced that it expects its full-year 2012 revenues and earnings per diluted 
share to be substantially higher than Wall Street analysts are currently forecasting. 
 

 
As of May 4, 2012      Inception Date: October 29, 2010

The Frazier Speculative Portfolio 

Security Name 
Ticker 

Symbol 
Initial 

Entry Date
Avg. Entry 

Price Dividends
Current 

Price 
% of 
Port. 

Total 
Return 

Current 
Advice 

Ford F 11/17/11 10.31 0.05 10.67 3% 4.0% Monitor for 
Potential Buy 

ProShares Short S&P 500 SH 05/03/12 35.75 0.00 36.61 20% 2.4% Hold 
Focus Media FMCN 11/16/11 24.48 0.00 23.80 2% -2.8% Hold 
SodaStream International SODA 11/11/11 31.78 0.00 30.58 3% -3.8% Hold 
OpenTable OPEN 11/16/11 38.74 0.00 36.50 2% -5.8% Hold 
PowerShares DB Gold Short ETF DGZ 05/11/11 13.13 0.00 12.14 30% -7.5% Hold 
iGATE Corp. IGTE 10/19/10 20.32 0.15 18.18 3% -9.8% Hold 
Travelzoo TZOO 08/09/11 33.06 0.00 25.16 4% -23.9% Hold 

Entropic Communications ENTR 11/16/11 5.00 0.00 3.78 3% -24.4% Monitor for 
Potential Buy 

HomeAway AWAY 10/06/11 34.21 0.00 25.50 4% -25.5% Hold 
MakeMyTrip MMYT 11/11/11 27.92 0.00 19.61 3% -29.8% Hold 
Cash (Money Market Securities)           33%     

Comparative Returns         2010* 2011 YTD 
Since 

Inception 
The Frazier Speculative Portfolio         10.9% 15.3% 6.2% 35.9% 
S&P 500 Index         6.7% 2.1% 9.6% 19.4% 

* Year 2010 performance results are for the period from the inception of the Speculative Portfolio on October 29, 2010 to December 31, 2010. 

** Added to the following securities on 11/22/11: ENTR, SODA, F, DATE, and TZOO. Added to AWAY on 11/16/11. Added to DGZ 
on 5/26/11, 8/10/11, and 8/11/11. 

Our Speculative Portfolio is structured for persons who are seeking to profit from short-term developments in the financial 
markets. While the goal of that portfolio is to substantially outperform broadly diversified investment portfolios over complete 
market cycles, we urge only those persons who already have a core investment portfolio to follow our Speculative Portfolio 
recommendations. 
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My advice to those of you who follow our Core Investment Portfolio recommendations to get completely out of 
stocks on April 2 of this year appears to have been the proper advice, as the S&P 500 Index, including 
dividends, lost 2.6 percent of its value and many individual stocks got clobbered over the past five weeks. 
 
In addition, my advice this past Thursday to those of you who follow our Speculative Portfolio to allocate a 
portion of your financial market assets to ProShares Short S&P 500 ETF (SH) appears to have been very 
timely, with that ETF advancing 2.5 percent over the past two days. In comparison, the Dow Jones Industrial 
Average fell 230 points and the S& 500 Index lost 2.4 percent of its value during that same period. 
 
Although I expect the major U.S. stock market indices to hold near some major price-support levels on Monday 
and Tuesday of this week, and for stock prices in general to therefore trade in a narrow sideways pattern over 
the next couple of days, my experience suggests that stocks will fall sharply if the major stock market indices 
happen to fall below their respective price-support levels. Therefore, I advise those of you who follow our Core 
Investment Portfolio to continue to allocate 100% of your financial market assets to cash (i.e. money market 
securities), and for those of you who follow our Speculative Portfolio to continue to hold a portion of your 
assets in ProShares Short S&P 500 ETF (SH). 
 
When my models indicate that the current downturn in stocks is nearing an end, and that stocks will rebound 
for a sustainable period of time, I’ll likely advise those of you who follow our Core Investment Portfolio to re-
invest a portion of your assets in the same ETFs that I recommended for purchase during November 2011 – 
SPDR S&P Bank ETF (KBE), Select Sector SPDR-Technology (XLK), Vanguard Small-Cap Growth ETF 
(VBK), and iShares Trust Dow Jones U.S. Industrial Sector Index Fund (IYJ). In addition, I’ll likely advise 
those of you who follow our Speculative Portfolio to buy at least some of the stocks that I mentioned on page 7 
of this report. 
 
Thank you for subscribing to our investment newsletter. We look forward to a long and prosperous relationship. 
 
David N. Frazier: President and Chief Market Strategist 
Robert M. Mayer: Vice President and Research Analyst 
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