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Economic Conditions 
Deteriorate 
 

Stay in Cash 
 
Since the last edition of our monthly newsletter on 
May 6, economic conditions around the world have 
deteriorated and the outlook for equity prices has 
worsened. 
 
Fortunately, I advised those of you who follow our 
Core Investment Portfolio to get completely out of 
the stock market on May 31 after advising you on 
May 21 to put some of your money to work in a 
couple of equity ETFs. 
 
With my research indicating that the pace of 
economic growth in the United States will slow 
considerably during the quarter ending June 30, 
and my Tactical Asset & Sector Allocation Model 
registering a sell signal on June 1, I advise you to 
continue to allocate a large portion of your financial 
market assets to cash-like investments (i.e. money 
market securities). 
 
Specifically, 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 allocate approximately 38% of your 
assets to cash. 
 
If you follow both of our model portfolios, I urge you 
to use the guidelines discussed on pages 6 and 7 of 
this report to decide in which of our recommended 
securities to invest, speculate, and/or trade. 

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: 37.5%
S&P 500 Total Return: -4.0%

Returns include dividends

Value of a 
$10,000

Investment
$13,753

Value of a 
$10,000

Investment
$9,602

The Frazier Speculative Portfolio
(Hypothetical $10,000 Investment)
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Value of a 
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Investment
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Value of a 
$10,000

Investment
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Returns include dividends

Speculative Portfolio Total Return: 32.4%
S&P 500 Total Return: 11.7%
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As I mentioned above, economic conditions around 
the globe deteriorated over the past few weeks, 
with industrial production in Brazil, China, and 
Europe slowing considerably during April, the latest 
month for which data is currently available, while 
sales of automobiles fell sharply in those countries. 
 
Looking forward, the recent readings on several 
leading economic indicators suggest that worldwide 
economic conditions will continue to worsen and 
that the pace of economic growth in most regions of 
the world will continue to slow during the next few 
months. For example, purchasing managers at 
manufacturing companies in Brazil, China, and 
Europe said last month that they expect 
manufacturing activity in their respective regions to 
continue to slow during June. That’s a very 
significant development because the pace of 
economic growth in any given country has, 
historically, moved in the same direction as a 
country’s manufacturing activity. 
 

Some specific examples of manufacturing activity 
and the expectations of purchasing managers for 
the future direction of manufacturing activity, in the 
regions mentioned above are outlined below: 
 
• Brazil: New orders for manufactured goods 

fell for the second consecutive month during 
May. Meanwhile, Brazilian manufacturing 
companies reduced their inventories of 
finished goods for the ninth consecutive 
month. 

 
• China: New orders for manufactured goods 

declined for the seventh consecutive month, 
with the rate of decline accelerating during 
April. (As a result of that slowdown, Chinese 
manufacturing companies reduced the sizes of 

their workforces during April by the most since 
February 2009). 

 
• Europe: New Orders for manufactured goods 

fell for the sixth consecutive month. 
Meanwhile, indices of purchasing managers’ 
expectations regarding the future direction of 
manufacturing activity in the Eurozone 
declined for the third consecutive month 
during May, with those indices in several 
European countries falling to the lowest levels 
since mid-2009. 

 
For example, Germany’s purchasing 
managers’ index fell during May to the lowest 
level since June 2009, while both France’s 
and Spain’s purchasing managers’ indices 
declined to the lowest level since May 2009.  

 
As a result of the weakening demand for 
manufactured goods, employment at European 
manufacturing companies fell during April for the 
fourth consecutive month. 
 
Commenting on Europe’s manufacturing sector, the 
Chief Economist at Markit, a global financial 
information company, said, “The data suggest that 
... manufacturing will act as a major drag on 
economic growth in the second quarter.” He went 
on to say, “the situation is perhaps now the most 
intense in Spain, where the PMI fell below that of 
Greece to signal the steepest deterioration of 
business conditions of all countries surveyed.” 
 
Meanwhile, the expectations of European 
households and business executives regarding the 
future direction of the Eurozone economy also 
deteriorated during May, with those expectations 
falling to the lowest level since October 2009. 
 

Eurozone Economic Sentiment and Expectations Index
Source of Data: European Commission)
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Eurozone GDP vs. New Orders for Manufactured Goods
(Source of Data: Eurostat)
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In addition to the recent downturn in Brazil, China, 
and Europe, economic conditions in the United 
States also worsened during the past couple of 
months, most notably in the employment market. 
 
Although economic studies have shown that 
approximately 220,000 new jobs need to be 
created in the United States every month just to 
keep pace with growth in the U.S. population, only 
289,000 jobs were created in the non-farm sector of 
the U.S. economy during the past three months 
combined. Specifically, 143,000 new jobs were 
created during March, followed by only 77,000 and 
69,000 new jobs during April and May. 
 
Of even greater concern, recent reports from The 
Conference Board and global outplacement firm 
Challenger, Gray & Christmas indicate that fewer 
jobs will be created this month than during May. 
 
As you can see from the chart below, that would be 
a very negative development, if it were to occur, 
because stock prices, in general, as measured by 
the S&P 500 Index, tend to move in the same 
direction as newly created jobs. 

 
Although statistics issued by the U.S. Department 
of Commerce showed that U.S. households 
increased their spending on various types of 
household goods and services during April – the 
latest month for which data is currently available – I 
expect household spending to fall sharply during 
the next couple of months as a result of the 
worsening employment situation. Any such decline, 
if it were to occur, would likely lead to a substantial 
slowdown in the pace of economic growth in the 
United States. That’s because household 
expenditures account for approximately 70 percent 
of the U.S.’s total output of goods and services – of 
the country’s gross domestic product. 
 

Meanwhile, the most-recent readings on some 
leading economic indicators for the United States 
also suggest that the U.S.’s pace of economic 
growth will slow during the next few months. 
 
For example, the ratio of business sales to 
business inventories appears to have topped during 
January, which indicates that the household 
demand for various types of goods declined over 
the past couple of months. 
 
In addition, new orders for durable goods also look 
as if they’ve peaked, with those orders trending 
sharply lower over the four months ended April 30. 
Although purchasing managers at U.S. factories 
expect manufacturing activity in the United States 
to increase this month, the demand for various 
other types of manufactured goods has also 
trended lower since the beginning of this year. 

 
Lastly, recent statistics suggest that economic 
activity in the housing market will also slow during 
the coming months. For example, building permits 
for the construction of new homes declined seven 
percent during April, as compared to the prior 
month, while contracts signed to purchase a home 
fell 5.5 percent during April. 
 
The European Debt Situation 
 
In regard to the ongoing sovereign debt debacle in 
Europe, the President of the European Central 
Bank President, Mario Draghi, said today that 
government officials in Europe are ready to add 
more stimulus to the euro region’s economy if 
necessary. Although stock prices around the globe 
rallied sharply today in response to those 
comments, my research indicates that any such 
action will do little to improve economic conditions 
in Europe. 
 

S&P 500 Index vs. Monthly Change in Non-Farm Payrolls
(Sources of Data: U.S. Department of Labor; Bloomberg L.P.)
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S&P 500 Index vs. Factory Orders
Data Source: Bloomberg L.P.
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While the negative economic factors and 
developments discussed above indicate that stock 
prices, in general, will likely trend lower over the 
next couple of months, the recent trading action in 
the financial markets suggests that stocks will 
rebound through the remainder of this week. 
 
For example, the cumulative advance-decline line 
for stocks that trade on the New York Stock 
Exchange held near a major price-support level 
through Tuesday of this week, as bargain hunters 
took advantage of the big pullback in stocks that 
occurred on June 1. 
 

 
Meanwhile, my overbough-oversold index, which is 
based on price-momentum statistics for stocks that 
compose the S&P 500 Index, fell back to an 
oversold level on June 1 after rebounding modestly 
from May 18 to May 29. 
 

 
In addition, the S&P 500 Index held near a key 
price-support level and near its 200-day moving 
average on June 5, as is illustrated in the chart in 
the upper right margin of this page. 

The readings on several other technical and 
investor sentiment indicators also suggest that 
stocks will rebound through the end of this week. 
For example, the Chicago Board Options 
Exchange’s Volatility (“VIX”) Index ran into a price-
resistance level on June 5, and the trading volume 
on the New York Stock Exchange declined 
considerably over the past two days. 
 
The factors mentioned above indicate that most 
stock market participants who were thinking about 
getting out of stocks have likely already done so. 
 
The fact that individual investors, in the aggregate, 
have been very pessimistic about the future 
direction of stocks since the week ended April 13 
seems to support that likelihood, with approximately 
70 percent of investors surveyed every week by the 
American Association Individual Investors saying 
that they were either neutral or bearish about the 
near-term direction of stocks. Hence, only around 
30 percent of such investors were optimistic about 
the future direction of stocks over the past eight 
weeks. 
 
Historically, whenever such a low percentage of 
individual investors have been optimistic about the 
near-term outlook for stocks, stock prices in general 
have tended to rebound. 
 
Regardless of the somewhat positive readings on 
the technical and investor sentiment indicators 
mentioned above, my experience suggests that 
stocks will likely continue to trend lower through the 
end of this month. The fact that my Tactical asset & 
Sector Allocation Model, and associated Buy-Sell 
Index, registered a sell reading on June 1 supports 
that forecast. 
 

Frazier Overbought-Oversold Index
(Sources of Data: Standard & Poor's; Worden Brothers)
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S&P 500 Index vs. NYSE Advance-Decline Line (Common Stocks)
(Sources of Data: Standard & Poor's; Worden Brothers, Inc.)
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Core Investment Portfolio 
 
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. 
 
In efforts to meet those objectives, I strive to make investment recommendations that will enable those of you 
who follow our Core Investment Portfolio to avoid the big downturns in the financial markets and to participate 
in the majority of the upturns. 
 
Therefore, whenever my research indicates that equity prices will trend substantially lower for at least a few 
weeks, I generally advise our members to sell all of their equity holdings and to invest a large portion of their 
financial markets assets into cash-like investments (i.e. money market securities). In contrast, when my 
research indicates that equity prices will trend higher for a sustainable period of time – for at least a few 
months – I generally advise our members to invest a large portion of their assets into equity ETFs. 
 
Although I don’t expect my forecasts to always be right, or to be able to get our members in and out of the 
stock market at exact lows and highs in the major stock market indices, my market-timing decisions over the 
past five years tended to be right much more often than were wrong. As a result of those decisions, our model 
portfolio lost only 10.6% of its value during the 2008 bear market while the S&P 500 Index lost 37% of its value 
(including dividends) during that period. And, our portfolio has returned 16.9% this year while the S&P 500 has 
returned only 2.6%. 
 
Even though our model portfolio under-performed the S&P 500 by a wide margin during 2009 and 2010, it had 
outperformed the S&P 500 by 41.5 percentage points since its inception on September 18, 2007 through last 
Friday’s close. Therefore, I feel that I’ve met our objective to outperform broadly diversified investment 
portfolios over complete market cycles, meaning from the beginning of one bull market to the beginning of 
another bull market and from the beginning of one bear market to the beginning of another bear market. 
 
Looking forward, I urge you to not be concerned whether our not you’re able to get back into the equities 
market at exactly the best time. Instead, I advise you to focus on maintaining the value of your investment 
principal and to allocate a substantial portion of your financial market assets to equity securities only when my 
investment models indicate that stock prices, in general, are about to enter a sustainable uptrend. 
 

 
As of June 1, 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% 16.9% 37.5% 
S&P 500 Index   0.0% -37.0% 26.5% 15.1% 2.1% 2.6% -4.0% 

* 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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Speculative Portfolio 
 
Our Speculative Portfolio tends to be structured very differently than our Core Investment Portfolio. That’s 
because our Speculative Portfolio is meant, primarily, for persons who are seeking to profit from short-term 
developments in the financial markets while our Core Investment Portfolio is meant 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. 
 
Our Speculative Portfolio is also meant for persons who are willing and able to accept substantial losses on a 
portion of their financial market assets in an effort to capture huge returns on certain stocks. Therefore, even 
during periods when a sell reading is registered on my Tactical asset & Sector Allocation Model, I’ll often 
advise those of you who follow our Speculative Portfolio to hold onto certain stocks that I had previously 
recommended for purchase and to trade in and out of certain other stocks. In addition, I might advise you to 
sell some stocks short and/or to allocate a percentage of your financial market assets to inverse-equity or 
inverse-commodity ETFs during bear market environments. 
 
Although that approach has generated some substantial losses on some of my recommended securities, 79% 
of our closed positions have generated gains since the inception of our Speculative Portfolio on October 29, 
2012. As a result of realizing a substantially larger number of winning trades than losing trades, our 
Speculative Portfolio generated positive returns, and outperformed the S&P 500 Index (including dividends), 
during each of the past two years, as well as through June 1 of this year. 
 
In regard to the current holdings in our model portfolio, I urge you to check your email everyday over the next 
two weeks, as I’m contemplating making some changes to those holdings. For example, there’s a good chance 
that I’ll advise those of you who follow our Speculative Portfolio to add to the following securities, if you already 
hold positions in those securities, or to make an initial purchase of those securities if you don’t already own 
them: MakeMyTrip (MMYT) and Jiayuan.com International (DATE). In addition, I’m considering 
recommending for those of you who hold positions in OpenTable (OPEN), Travelzoo (TZOO), and 
HomeAway (AWAY) to sell those stocks. 
 
Although I advised our members to sell EPAM Systems (EPAM), Silicon Motion Technology (SIMO), and 
SolarWinds (SWI) earlier today, I’ll would likely advise you to buy back each of those stocks if they were to 
pull back considerably during the weeks ahead. That’s because the favorable long-term outlook for those 
stocks and their underlying companies appears to still be intact. 
 
For example, each of those companies grew their revenues and earnings at very fast rates during the past few 
quarters and they expect to continue to increase their revenues and earnings at rapid rates during at least the 
next few quarters. 
 
Each of those companies is also very strong, financially, which means that they would be able to sustain any 
further downturn in the economies in which they operate. For example, EPAM Systems’ cash and short-term 
marketable securities alone were equal to 2.3 times the company’s total financial obligations as of March 31, 
2012, while Silicon Motion Technology’s and SolarWind’s cash and marketable securities were equal to 1.6 
and 1.7 of their respective financial obligations as of March 31. 
 
For those of you who aren’t familiar with those companies, EPAM Systems is a Russian IT outsourcing 
company that provides software development and other IT services to U.S. and European customers from 
development centers in Russia, Belarus, Hungary, Ukraine, Kazakhstan and Poland. The company also offers 
services in e-commerce support, data warehousing, customer relationship management, and application 
integration. More than half of the company's revenues are derived from sales in North America. 
 
Silicon Motion Technology develops semiconductor products for the household multimedia electronics 
market, including controllers used in mobile storage media, such as flash memory cards and USB flash drives, 
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and multimedia systems-on-a-chip that are used in devices such as digital cameras, MP3 players, PC 
cameras, and broadband multimedia phones. The company's customers include Lexar Media and Samsung 
Electronics. On February 2 of this year, the company announced that it expects its revenues to exceed the 
average Wall Street analyst's estimate for year ending December 31, 2012. 
 
Meanwhile, I’m closely monitoring the trading action in Mercadolibre (MELI), as my research indicates that the 
recent economic downturn in Brazil and other Latin American countries is nearing an end. The company, which 
hosts the largest online commerce platform in Mexico and South America at www.mercadolibre.com, is often 
referred to as the eBAy of Latin America. 
 
Note: I advise you to follow our Speculative Portfolio’s recommendations only if you hold some type of core 
portfolio that you intend to maintain for retirement purposes. In addition, I urge you to contribute only an 
amount of money that you are able to lose to buy any of our Speculative Portfolio recommendations. 
 

 
As of June 1, 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 

EPAM Systems EPAM 05/21/12 14.78 0.00 16.52 3% 11.8% Sold on 6/6/12

OpenTable OPEN 11/16/11 38.74 0.00 39.56 2% 2.1% Monitor for a 
Potential Sell 

Ford F 11/17/11 10.31 0.05 10.12 3% -1.3% Hold 
Silicon Motion Technology SIMO 05/21/12 13.46 0.00 13.16 3% -2.2% Sold on 6/6/12
SolarWinds SWI 05/21/12 44.12 0.00 42.57 3% -3.5% Sold on 6/6/12
SodaStream International SODA 11/11/11 31.78 0.00 30.24 3% -4.8% Hold 
PowerShares DB Gold Short ETF DGZ 05/11/11 13.13 0.00 12.23 30% -6.9% Hold 
Ubiquiti Networks UBNT 05/21/12 19.08 0.00 17.66 3% -7.4% Hold 

iGATE Corp. IGTE 10/19/10 20.32 0.15 15.89 3% -21.1% Monitor for a 
Potential Sell 

Focus Media FMCN 11/16/11 24.48 0.00 19.22 2% -21.5% Monitor for a 
Potential Sell 

Entropic Communications ENTR 11/16/11 5.00 0.00 3.75 3% -25.0% Hold 

Travelzoo TZOO 08/09/11 33.06 0.00 22.69 4% -31.4% Monitor for a 
Potential Sell 

HomeAway AWAY 10/06/11 34.21 0.00 21.91 4% -35.9% Monitor for a 
Potential Sell 

Jiayuan.com International DATE 11/16/11 8.85 0.00 4.39 3% -50.4% Monitor for a 
Potential Add 

MakeMyTrip MMYT 11/11/11 27.92 0.00 12.60 3% -54.9% Monitor for a 
Potential Add 

Cash (Money Market Securities)           33%     

Comparative Returns         2010** 2011 YTD 
Since 

Inception 
The Frazier Speculative Portfolio         10.9% 15.3% 3.5% 32.4% 
S&P 500 Index         6.7% 2.1% 2.6% 11.7% 

* A security’s stated percentage of our model portfolio represents the percentage of the total value of our model portfolio that was allocated to the 
security on the date that the security was recommended for purchase. The stated cash percentage of our model portfolio represents the 
percentage of the total value of our model portfolio that was allocated to cash as of the date of this portfolio table. 

** 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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You might have notice that instead of discussing a wide range of topics in our monthly newsletters, I tend to 
focus, primarily, on many of the same economic statistics and technical indicator in most editions of our 
newsletter. 
 
The reason that I do so is as follows: I have found from investing and speculating in the financial markets for 
more than 25 years, and from testing the relationship between hundreds of economic statistics, fundamental 
variables and technical indicators that most economic and stock market indicators tend to be unreliable in 
accurately forecasting the future direction of the economy and the financial markets. Yet, a relatively small 
number of such indicators tend to be very reliable in forecasting the future direction of the economy and the 
financial markets. 
 
Although I regularly review and analyze more than 100 statistics on factors that tend to affect household 
spending, business investments, corporate profits, interest rates, inflation, and worldwide economic activity, I 
focus on the readings on approximately 35 leading economic indicators, stock market statistics and investor 
sentiment indicators. Those statistics, which compose my Tactical Asset & Sector Allocation Model, have 
enabled me over the past ten years to help investors to avoid all of the big downturns in the financial markets 
and to participate in the majority of the upturns. 
 
In light of the fact that our Core Investment Portfolio has outperformed the S&P 500 Index by 41.5 percentage 
points since the inception of that portfolio on September 18, 2007, I see no reason to change my approach to 
the financial markets. 
 
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 

Closing Comments 
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The IntegrativeInvesting.com Monthly Newsletter is published by Frazier & Mayer Research, LLC (DBA IntegrativeInvesting.com). This publication is 
intended solely for informational purposes and should not be construed, under any circumstances, by implication or otherwise, as an offer to sell or a 
solicitation to buy, sell or trade in any securities herein named. 
 
The information contained in this report has been obtained and compiled from sources deemed to be reliable; however, we do not guarantee the 
completeness, accuracy, and/or usefulness of that information. That information should be used as references only with your own discretion. The owner, 
publisher, and editors of this report are not responsible for any errors and/or omissions. 
 
The content of this report should not be construed, under any circumstance, as an express or implied promise, guarantee, or implication that you will 
profit from or that any potential investment losses can or will be limited in any manner whatsoever. Any investment or trade recommendation made in this 
report is taken at your own risk for your own account. 
 
Frazier & Mayer Research, LLC does not guarantee, and readers of this report should not assume, that the future performance of our investment and/or 
trade recommendations will equal the past performance of those recommendations. 
 
The publisher of this report and/or its principals, officers, employees, associates, or affiliates may, at any time, invest in and trade the securities covered 
in this report. 
 

Annual Subscription Rate: $250 
 
Published by: Frazier & Mayer Research, LLC 195 Soriano Drive Jupiter, Florida 33458
 


