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DO YOU HAVE STOCK MARKET ENVY?
By Louis P. Stanasolovich, CFP®, CCO, CEO and President of 

Legend Financial Advisors, Inc.® and EmergingWealth Investment 
Management, Inc. and Editor of The Global Investment PulseIt never ceases to amaze the financial advisory and money man-
agement professions that many investors, but not everyone, 
expect to earn stock market-like returns as measured by the S&P 
500 when the stock market is rising despite having an investment 

portfolio that does not resemble the S&P 500.  I have personally heard this 
many times myself from investors with 70.0% and 80.0% of their portfolios 
in bonds (to limit the downside—the investor doesn’t want losses greater 
than 10.0% to 20.0%), yet they are complaining that their advisor isn’t 
delivering stock market-like returns.  If that is what an investor expects, they 
will continue to be disappointed on the upside and elated on the downside.  
The same could be said for 30.0%, 40.0% and even 50.0% equity investors.  
What about those investors that diversify among equities by investing in 
U.S. small- and mid-cap stocks, developed country foreign small-, mid- and 

JUST WHEN YOU’D STOPPED WORRYING
By Doug Ramsey, CFA, CMT, Chief Investment Officer, 

The Leuthold Group, LLC

A good rule of thumb for fundamental forecasters is 
that projected events almost invariably take much 
longer than anticipated to occur, but then—once un-
derway—unfold with much greater speed and power 
than originally expected (think subprime).  The result 
is that Cassandra—dismissed early on for her overly 
dire warnings—can later on look like Pollyanna for not 
having been bearish enough in her original forecast.

Prognostications for an inevitable profit margin 
squeeze surfaced almost three years ago, when 
National Income and Product Accounts (NIPA) based 
corporate profit margins soared above 10.0% for the 
first time in history.  We correctly thought that initial 
double-digit reading (10.3%) would be the cycle 
peak, but we did not expect that margins would levi-
tate near that threshold for the next several quarters.

Sure enough—just as the talk over profit margins 
was dying down, NIPA released a bombshell report 

Just When You’d Stopped Worrying, continued on page 4

WHEN CONVENIENCE IS…
INCONVENIENT

By Eric L. DeMico, Investment Analyst,
Legend Financial Advisors, Inc.® and 

EmergingWealth Investment Management, Inc.

Periodically, innovation gets a bit ahead of itself.  This is not to say that 
such advances are actually steps backward, but, rather, that steps forward 
can bring investors into new territories with new risks and new issues that 
weren’t quite expected.

The Exchange-Traded Fund (or ETF) has unquestionably been a great 
advancement in investing.  The popularity of Exchange-Traded Funds has 
exploded in recent years, and there is no shortage of explanations for why.  
Inexpensive (generally), tax efficient (generally), and so many to choose 
from; what’s not to like?  However, of all the merits and positive qualities of 
Exchange-Traded Funds, the ones that possibly deserve the most credit 
for their success are “access” and “convenience”.  It just so happens that 
these two qualities are the ones that have caused a bit of a smokescreen 
for investors.

The popularity of Exchange-Traded Funds can in part be associated with 
the recent rise in popularity of index investing.  Index investing has a 
long history dating back to the mid-1970s, but ETFs have tossed some      

When Convenience is...Inconvenient, continued on page 5
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Louis P. Stanasolovich, CFP® is founder, CCO, CEO and President of Legend Financial Advisors, Inc.® 

(Legend) and EmergingWealth Investment Management, Inc.  Lou is one of only four advisors nationwide 
to be selected 12 consecutive times by Worth magazine as one of “The Top 100 Wealth Advisors” in the 
country.  Lou has also been selected 10 times by Medical Economics magazine as one of “The 150 Best 
Financial Advisors for Doctors in America”, twice as one of “The 100 Great Financial Planners in America” 
by Mutual Funds magazine, three times by Dental Practice Report as one of “The Best Financial Advisors 
for Dentists In America” and once by Barron’s as one of “The Top 100 Independent Financial Advisors”.  
Lou was selected by Financial Planning magazine as one of six individuals to receive the inaugural Influ-
encer Awards for 2010.  Lou was selected for the Wealth Creator award recognizing the advisor who has 
made the most significant contributions to best practices for portfolio management.  He has been named 
to Investment Advisor magazine’s “IA 25” list three times, ranking the 25 most influential people in and 
around the financial advisory profession as well as being named by Financial Planning magazine as one of 
the country’s “Movers & Shakers” recognizing the top individuals who have done the most to advance the 
financial advisory profession.

ABOUT 
LEGEND FINANCIAL ADVISORS, INC.® 

ABOUT 
EMERGINGWEALTH INVESTMENT MANAGEMENT, INC. 

Legend Financial Advisors, Inc.® (Legend) is a 
Fee-Only U.S. Securities and Exchange Com-
mission (SEC) registered investment advisory 
firm with its headquarters located in Pittsburgh, 
Pennsylvania.  Legend’s Personal Chief Fi-
nancial Officers (Personal CFOs) provide a 
multitude of services, including Wealth Advisory 
Services, which incorporate Financial Planning 
and Investment Management strategies to af-
fluent and wealthy individuals as well as busi-
ness entities, medical practices and non-profit 

EmergingWealth Investment Management, 
Inc. (EmergingWealth), is the sister firm of 
Legend Financial Advisors, Inc.® (Legend) 
and is a Fee-Only Securities and Exchange 
Commission (SEC) registered investment 
advisory firm.  EmergingWealth provides 
Investment Management services to indi-

organizations.  Our Personal CFOs offer so much more than wealth managers, financial 
advisors, financial planners and/or investment managers.  We analyze each client’s financial 
strengths and weaknesses, then recommend creative solutions for improvement.  Addition-
ally, our Personal CFOs work closely with our client’s other professional advisors to achieve 
optimal results. 

WHY LEGEND IS DIFFERENT? 

1. Unlike brokerage firms and Fee-Based Advisors who both receive commissions and as a
result are inherently conflicted; Legend is compensated exclusively by client fees, known
as Fee-Only.

2. Legend’s Personal CFOs have been selected over 50 times by national publications as
“Best Advisors in the Country”.

3. Legend is a Fiduciary and is therefore required by law to always work in the clients’ best
interests.

4. Legend designs dynamic, creative and personalized financial planning and investment
solutions for its clients.

viduals as well as business entities, medical practices and non-profit organizations whose 
wealth is emerging.  All investment portfolios are sub-advised by Legend.  Both Legend and 
EmergingWealth share a common advisory team, Investment Committee and Fee Schedule. 
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DISPROPORTIONAL GROWTH
By James J. Holtzman, CFP®, CPA, Legend Financial Advisors, Inc.® and EmergingWealth Investment Management, Inc.

Studying how money grows at various 
rates of return is pretty amazing.  Even 
more amazing is the differences in the 
growth of money between two assumed 
rates of returns, which seems small 
initially, but is mind-boggling over long pe-
riods of time.  For example, imagine $1.00 
growing at 8.0% will accumulate to $10.06 

over 30 years while $1.00 growing at 4.0% 
will accumulate to $3.24 over 30 years.  
Therefore, achieving a return two times 
as great will produce a balance more 
than three times as large over 30 years.  
Of course, this mathematical calculation 
ignores the impact of taxes.

COPYRIGHT 2014 LEGEND FINANCIAL 
ADVISORS, INC.®
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RECESSIONS GENERATE THE LARGEST STOCK MARKET RETURNS
Diane M. Pearson, CFP®, PPCTM, CDFATM, Legend Financial Advisors, Inc.® and EmergingWealth Investment Management, Inc.

PULSE

While the above title is true (see chart 
below) in the two highest returning cases, 
and there have been other similar situa-
tions since 1900, it is logical that this type 
of return does occur.  Why?  It is due to 
the fact that when a recession occurs, 
typically the stock market is at one of its 
lowest points and is usually a leading in-
dicator of economic growth when it begins 
to recover.  Hence, returns are excellent!  

The two best examples are stated below.

The two best years ever on a total return 
basis for the S&P 500 took place in 1933 
(up +53.9%*) and 1954 (up +52.6%*).  
The United States of America was in a 
recession during the first three months of 
1933 and during the first five months of 
1954.

* BTN Research
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As of: June 6, 2014 Source: The Leuthold Group, LLC, Perception Express, June 6, 2014,
www.leutholdgroup.com
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC
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large-cap stocks, emerging market small-, 
mid- and large-cap stocks, both U.S. and 
foreign real estate stocks and/or REITs, 
commodities of all types, precious metals, 
such as gold and silver, as well as so-
phisticated investment such as managed 
futures?  These type of investments will 
not follow the U.S. Stock Market.  Instead, 
they will underperform in coming years 
and outperform in others.

Obviously, over the long-run, 20 to 30 
years, diversification will perform better on 
a risk-adjusted (a higher return given the 
level of risk taken) basis.  However, most 
of today’s investors focus on a year or two, 
viewing that type of period as long-term 
whereas most investment professionals 
consider that a short time frame.  Patient 
investors, as they grow their time frame, 
thinking longer, historically have earned 
better returns.  However, this does not 
describe most investors, who are very 
short-term minded.

The best example of this was the study 
Morningstar, Inc. performed of investors 
during the 1990s.  While the S&P 500 
earned approximately 18.0%, the average 
investor earned just 4.0%.  How is this 
possible when almost every asset class 
had a 4.0% higher return?  Even if those 
investors chose the wrong asset classes 
to invest in, so long as they held them for 
the duration, they would have done better.  
The problem is, they didn’t hold them, that 
is.  Instead, according to Morningstar, 
Inc.’s study of mutual fund money flows, 
investor holding periods were very short—
less than four years.  Remember, that isn’t 
that bad for certain funds, but this is for the 
entire mutual fund industry.  Amazing!

The moral of the story is if you have “Stock 
Market Envy”, get rid of it, lose it, suppress 
it!  It will lead to sub-par returns, if not me-
diocre returns.  Diversification into numer-
ous asset classes is a better way to go, 
especially with most “Investing Legends” 

expecting 2.0% S&P 500 returns over 
the next 10 years based upon long-term 
valuations.  However, most investors don’t 
believe S&P 500 returns will be that low.  
Unfortunately for them, long-term valua-
tions have been very accurate predictors 
of long-term returns, both good and bad.

In fact, to obtain a 10.0% return going 
forward, the S&P 500 would have to fall 
to the 1,000 level from its current level of 
approximately 1,950.  By the way, that’s 
a simple mathematical calculation based 
upon long-term valuations at long-term 
profit levels.  Sobering, if nothing else!

COPYRIGHT 2014 LEGEND FINANCIAL 
ADVISORS, INC.®
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showing a steep drop in both net profit 
margins and operating [Earnings Before 
Interest and Taxes (EBIT)] margins (See 
the accompanying chart below.).  Corpo-
rate profits were down 7.0% in the quarter 
from a year ago (and there was no NIPA 
Chief Financial Officer available to blame 
the weather).  After the bears grew tired 

of waiting for it (and some gave up), the 
“big squeeze” on margins may have finally 
arrived.

Source: This article was excerpted from 
“Just When You’d Stopped Worrying”, by 
Doug Ramsey, CFA, CMT, Chief Invest-
ment Officer, The Leuthold Group, LLC,     

(Perception Express, June 6, 2014) www.
leutholdgroup.com.

COPYRIGHT 2014 THE LEUTHOLD GROUP, 
LLC

REPRINTED WITH PERMISSION OF THE 
LEUTHOLD GROUP, LLC
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Source: The Leuthold Group, LLC, Perception Express, June 6, 2014
www.leutholdgroup.com
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kerosene onto the fire.  Beyond the 
excitement of “something new” the world 
of ETFs has captivated investors by the 
sheer number of investments that can be 
indexed.  Countries, commodities, curren-
cies, bonds, industries, sub-industries….
the list goes on and on.  Then there are all 
the leveraged and short varieties of ETFs.  
It is both exciting and overwhelming all at 
once.  

While ETFs were not the first coming of 
the index fund, they did exponentially 
increase the number and granularity of 
indexed investments, seemingly overnight.  
Now, the ETF manufacturers of the world 
are engaged in a game of “What can we 
provide access to next?”  Do you want 
to invest in Chilean stocks?  Done.  High 
yield bonds?  No problem.  Gold mining 
companies, but only the small ones?  Of 
course.

Most of this is harmless.  An ETF based 
on stocks in a certain industry or from a 
certain region is pretty benign.  This is 
because if an investor really wanted to 
own this collection of stocks, and as-
suming those stocks are relatively liquid, 
one could simply purchase each of them 
individually the same way that an ETF can 
be purchased.  The ETF is just much more 
convenient.  

However, when this convenience makes 
its way to investments that cannot be 
purchased the same way that an ETF can, 
things can become a bit dicey.  

Take for instance, bank loans.  The Wall 
Street Journal just ran an article (“Worries 

of a Bank Loan-ETF Exodus Mount”) dis-
cussing how the money exiting bank loan 
ETFs has caused their prices to periodi-
cally drift below Net Asset Value or NAV 
as it is commonly known (the value of the 
actual bank loans that underlie the ETF).  
Actual bank loans are not investments that 
the layman can make with a few clicks-of-
a-mouse or taps-of-a-touchscreen.  Yes, 
there is an index based on bank loans, but 
is it realistic for investors to expect to be 
able to buy and sell these types of invest-
ments, worry free, as if they were stocks?  

Suppose for a moment that an ETF was 
designed to mimic the value of your 
home.  When you purchased your home, 
there was a litany of considerations that 
went into the decision.  It’s not something 
you would do after reading an article on 
Yahoo! Finance or listening to a talking 
head on CNBC.  It was a complicated 
and nuanced transaction, and hopefully 
one that you are happy with.  But an ETF 
based on the value of your house may 
drop after another house in the neighbor-
hood took longer than expected to sell.  Or 
what if the big, high-end shopping com-
plex that was to go in down the road got 
nixed?  Sell that ETF immediately!  But 
are you actually selling your home based 
on this news?  When the price of the ETF 
drops, is that really true to the value that 
you would actually accept for your home?  
Probably not.

To be fair, the ETF-based-on-your-house 
example is extreme and admittedly an 
unfair representation of how actual ETFs 
work.  It does, however, illustrate that 
having convenient access to otherwise 

illiquid markets can be misleading and can 
inappropriately condition investors to have 
a more whimsical approach to investments 
that would otherwise require more thought 
and care.

The point is not that everything that ETFs 
are designed to track has to be as liquid 
as stocks, but no investor should be under 
the impression that they can buy and sell 
every ETF as if the underlying investments 
have an equally liquid market.  Further-
more, assets that are illiquid in their 
actual form cause investors to exercise 
more prudence when they enter into such 
transactions.  You didn’t buy your house 
thinking you could just turn around and sell 
it tomorrow.  On a smaller scale, the same 
concept applies to parts of the market that 
haven’t historically been traded the way 
that ETFs do, such as bank loans, high-
yield bonds, municipal bonds and certain 
foreign investments.  This comes to a 
head when investors want out of the asset 
and the most convenient exit is the ETF, 
not the asset itself.  It is during these times 
that the ETF may fall below the value of 
the assets that are actually trading (or 
aren’t) behind the scenes.  

Don’t let access and convenience condi-
tion you to take them for granted.  Some 
simplification is only sweeping complexity 
under the rug, not eradicating it.

COPYRIGHT 2014 LEGEND FINANCIAL 
ADVISORS, INC.®
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JUNK BONDS—ALL TIME RECORD ISSUANCE

$366 billion of corporate junk bonds (High Yield) were issued in 2013 
(source: Dealogic), an all-time record amount.  Junk bonds are debt 
offerings of companies rated Ba or lower (by Moody’s) and involve 

investment risks which may include the loss of principal invested as a 
result of default.  This could be a sign that the junk bond sector of the 
bond market is getting too hot and may buckle at some point.  That 
could occur in a recession or if interest rates rise to a large extent.

COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC.®

PRINTED WITH PERMISSION OF LEGEND FINANCIAL ADVISORS, INC.®
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BACK TO VOLATILITY, IT HAS BEEN A WHILE SINCE WE HAD A 3.0% CORRECTION, 
BUT THIS IS NOT UNUSUAL... 

By Blaine Rollins, CFA, 361 Capital

It’s been a long time now since the S&P 
500 had a big change in a single day.  You 
have to go back to November of 2011 to 
find the last day that the S&P 500 rose or 
fell by 3.0% in one day.  Since 1950 there 
have been 200 trading days out of 16,202 
in which the S&P 500 changed by 3.0% or 
more, which implies that the index aver-

ages one 3.0% day for every 81 trading 
days.  (See Chart “Number of Trading 
Days Since 3.0% Daily Change In S&P 
500 below.)

Source: This article was excerpted from 
“Back To Volatility, It Has Been A While 
Since We Had A 3% Correction, But This Is 

Not Unusual”, by Blaine Rollins, CFA, 361 
Capital, (Weekly Research Briefing, June 2, 
2014).

COPYRIGHT 2014 361 CAPITAL

REPRINTED WITH PERMISSION OF 361 
CAPITAL

As of: June 2, 2014 Source: 361 Capital,Weekly Research Briefing, June 2, 2014
REPRINTED WITH PERMISSION FROM 361 CAPITAL
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As of: June 6, 2014 Source: The Leuthold Group, LLC, Perception Express, June 6, 2014,
www.leutholdgroup.com
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC
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Note: During Secular Bear markets U.S. Stocks have historically returned a little more than inflation or a little less than
inflation—plus or minus 1.50%—and generally last between 15 to 25 years. The last Secular Bear market (1966 to 1982)
lasted 17 years and underperformed inflation by approximately one-half of one percent per year. The other Secular
Bear markets since 1900 were 1901 to 1920 and 1929 to 1949. In both cases, the U.S. Stock market outperformed
inflation by approximately 1.50% per year. All of the aforementioned performance numbers are pre-tax.

The performance of the U.S. Stock market so far in the current period (April 1, 2000 to the present) certainly appears to
indicate that we are in a Secular Bear market. Long-term returns (over the next 10 years) for the S&P 500 will probably
be slightly better than the last 14 years and 2 months. Current 10 year normalized P/Es (long-term valuations) indicate
approximate annual compound returns of slightly less than 3.00% over the next 10 years. Of course during the next 10
years, returns during various periods will be significantly higher and lower than the expected return. For example, the
more the stock market rises in the near term, the less returns after that period will be and vice versa.

SECULAR BEAR MARKET WATCH (CONTINUED)
April 1, 2000 to May 31, 2014
(14 years and 2 months)

COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC. ®

REPRINTED WITH PERMISSION OF LEGEND FINANCIAL ADVISORS, INC. ®

As of: May 31, 2014

SECULAR BEAR MARKET WATCH
April 1, 2000 to May 31, 2014
(14 years and 2 months)

Annual Total
Compound Return Return

Consumer Price Index (Inflation) 2.35% 38.96%

90-Day Treasury Bills Index-Total Return 1.85% 29.64%

Barclays Aggregate Bond Index-Total Return 5.73% 120.27%

HFRX Global Hedge Fund Index 2.98% 51.56%

S&P 500 Index (U.S. Stock Market) 3.74% 68.23%

MSCI EAFE Index (Developed Foreign Equities) 4.03% 75.16%

MSCI Emerging Market Index (Equities) 8.02% 198.62%

Newedge CTA Index (Managed Futures) 4.86% 95.89%

Dow Jones–UBS Commodity Index-Total Return (USD)** 2.18% 35.84%

Dow Jones U.S. Real Estate Index-Total Return (USD)** 11.30% 356.04%

Gold Bullion 11.15% 347.41%

* Compound and Total Returns include reinvested dividends. MSCI Indexes do not include dividends prior to 2002. Newedge Index is
equally-weighted.

** USD = U.S. Dollar

Source: Bloomberg Investment Service

COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC. ®
REPRINTED WITH PERMISSION OF LEGEND FINANCIAL ADVISORS, INC. ®
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“Do You Want A Second
Opinion?”

To see if your investment portfolio is built
to navigate the pitfalls and opportunities ahead,

call us today for a “Free Second Opinion”
at (412) 635-9210.

www.legend-financial.com
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WE LEARN FROM HISTORY THAT WE DO NOT LEARN FROM HISTORY 
By John P. Hussman, Ph.D., President, Hussman Funds

Parts of this article was excerpted from 
“We Learn From History That We Do Not 
Learn From History” by John P. Hussman, 
Ph.D., President, Hussman Funds, (Weekly 
Market Comment, June 9, 2014), www.
hussmanfunds.com.

“We learn from history that we do not learn 
from history.” - Georg Wilhelm Friedrich 
Hegel

Investors Intelligence recently reported 
that bullish sentiment surged above 
60.0%, coupled with a five-year high in 
the S&P 500 and valuations beyond 18 
times record trailing earnings.  The same 
combination was last seen the week of 
the October 2007 market peak, last seen 
before that in January and May 1999 
(which we should emphasize was good 
for only a 5.0% correction in the short run 
before a choppy run to the 2000 peak, but 
would still leave the S&P 500 more than 
40.0% lower three years later), last seen 
before that the week of the August 1987 
pre-crash peak, and last seen before that 
in January 1973, just before the S&P 500 
lost half of its value.

Market conditions presently match those 
that have repeatedly preceded either mar-
ket crashes or extended losses approach-
ing 50.0% or more.  Such losses have not 
always occurred immediately, but they 
have typically been significant enough 
to wipe out years of prior market gains.  
Aside from the 2000-2002 instance, they 
also have historically ended at valua-
tions associated with prospective 10-year 
S&P 500 nominal total returns in excess 
of 10.0%.  At present, reliable valuation 
measures are associated with estimated 
total returns for the S&P 500 of just 2.0% 
annually over the coming decade.  (Pulse 
Commentary: This means that based upon 

current valuations, the returns will likely 
be 2.0% compounded per year over the 
next 10 years.  There historically has been 
a high degree of accuracy using this calcu-
lation.)  On the basis of historically reliable 
measures, the S&P 500 would have to 
move slightly below the 1,000 level (Pulse 
Commentary: The S&P 500 average is 
1,960.96 as of June 27, 2014.  In other 
words, it would need to fall by almost half.)  
to raise its prospective returns to a histori-
cally normal 10.0% annually.  Given short-
term interest rates near zero, economic 
disruptions would probably be required in 
order to produce that outcome over the 
completion of the current cycle, and we 
have no forecast or requirement for that 
to occur.  Of course as often is the case, 
there is no shortage of historically unreli-
able measures available to offer assur-
ance that equity valuations are just fine.

Regardless of whether the market’s losses 
in this cycle turn out to be closer to 32.0% 
(which is the average run-of-the-mill bear 
market loss) or greater than 50.0% (which 
would be required to take historically 
reliable valuation measures to historical 
norms, though most bear markets have 
continued to undervalued levels), it’s 
going to be difficult to avoid steep losses 
without a plan of action.  In our view, that 
action should be rather immediate even 
if the market’s losses are not.  However 
uncomfortable it might be in the shorter-
term, the historical evidence suggests that 
once overvalued, overbought, overbullish 
conditions become as extreme as they 
are today, it’s advisable to panic before 
everyone else does.

We are emphatic about the following point:

The extreme conditions that we observe 
today do not necessarily resolve into near-

term predictions about market direction.  
Historically, the most severe overvalued, 
overbought, overbullish syndromes do 
not precisely overlap market peaks, and 
occasionally precede them by months or 
quarters before they are resolved by steep 
losses.  The eventuality of steep losses is 
predictable, but the timing is not.  Speak-
ing very generally, similar extremes in his-
tory followed five-year diagonal advances 
and were followed by two-year collapses.  
Still, aside from the view that conditions 
are already extreme and monetary policy 
is an unreliable and receding support, 
yield-seeking speculation has played an 
enormous psychological role in the recent 
half-cycle, and marking turning points has 
not been our strong suit.

A reminder: The first sell-off in the typi-
cal bear market averages 10.0-12.0%.  
By that point, investors often feel that 
stocks have declined too far to sell, and 
are heartened by the partial recovery that 
typically follows.  The same sequence 
generally repeats many times over, with 
one or two much deeper free-falls along 
the way.  It may be useful to walk through 
the full course of past market cycles to 
get a sense of how they are completed.  
As Mark Twain wrote, “History does not 
repeat itself, but it does rhyme.”

Source: Parts of this article was excerpted 
from “We Learn From History That We Do 
Not Learn From History” by John P. Huss-
man, Ph.D., President, Hussman Funds, 
(Weekly Market Comment, June 9, 2014), 
www.hussmanfunds.com.

COPYRIGHT 2014 HUSSMAN FUNDS

REPRINTED WITH PERMISSION FROM 
HUSSMAN FUNDS
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THE DANGER OF OVERCONFIDENCE
By John P. Hussman, Ph.D., President, Hussman Funds

An Excerpt

It’s instructive that the 2000-2002 decline wiped out the entire total return of the S&P 500—in excess of Treasury bills—all the way back 
to May 1996, while the 2007-2009 decline wiped out the entire excess return of the S&P 500 all the way back to June 1995.  Over-
confidence and overvaluation always extract a terrible payback.

Source: This article was excerpted from “Market Peaks Are A Process” by John P. Hussman, Ph.D., President, Hussman Funds, (Weekly 
Market Comment, June 2, 2014), www.hussmanfunds.com.

COPYRIGHT 2014 HUSSMAN FUNDS

REPRINTED WITH PERMISSION FROM HUSSMAN FUNDS
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Source: The Leuthold Group, LLC, Perception Express, June 6, 2014
www.leutholdgroup.com

As of: June 6, 2014
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

Note: The Risk Aversion Index combines ten market-based measures including various credit and
swap spreads, implied volatility, currency movements, commodity prices and relative returns
among various high- and low-risk assets.

RISK INCREASES SLIGHTLY FROM EXTREME LOW LEVELS
MONTHLY RISK AVERSION INDEX (RAI)
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SMALL CAP TO LARGE CAP HISTORICAL P/E RATIO
Small Caps Are More Expensive
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Note: Small Caps are selling at
a 17.0% valuation premium
relative to Large Caps,
using non-normalized
(non-averaged) trailing
operating earnings. This
is a decrease from last
month’s reading of 19.0% and
the recent peak of 23.0%.
Small Caps still remain at
historically high valuation
levels.
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GOVERNMENT
WASTE

The Government once spent

$40,000
in tax dollars to bolster the wine 
industry in South New Jersey.

The Government once spent

$98,000
in tax dollars to develop a walking 
tour of Boydton, Virginia - a town 

smaller than one square mile.

The Securities and Exchange 
Commission once spent

$3.9 MILLION
in tax dollars to rearrange desks at 

their Washington, D.C. 
headquarters.

The Government once spent

$2.19 MILLION
in tax dollars on The Center for 

Grape Genetics in Geneva, 
New York.

Source: Jefferson National

FRANK PERDUE AND THE POPE

Frank Perdue goes up to the Pope and says, “I want to do-
nate a billion dollars to the church.  That’s one billion, with a 
B!”

“I see, my son,” said the Pope.  “That’s a lot of money.  We 
would be delighted to accept.  What can we do for you to 
show our appreciation?”

“Just a little thing, your Holiness.  You know in the Lord’s 
prayer where it says, ‘Give us this day our daily bread?’”

“Yes my son.”

“Well, I would like a small change.  If, maybe, perhaps it could 
say, ‘Give us this day our daily CHICKEN…?’”

Astounded, the Pope replies, “A billion dollars is a lot of mon-
ey but the Lord’s Prayer is sacred.  Nevertheless, I’ll speak 
with the College of Cardinals and get back to you.”

A few days later the Pope meets with the Cardinals and says, 
“I have good news and I have bad news. 

The good news is we have a billion dollar contribution.”

The Cardinals break out into cheers and clapping.

“The bad news,” he continued, “We’ve got big trouble with our 
Wonder Bread account.”

Source: This article was excerpted from “Joke of the Month 
for June—Frank Perdue And The Pope”, by Doug Ramsey, CFA, 
CMT, Chief Investment Officer, The Leuthold Group, LLC, (Per-
ception Express, June 6, 2014) www.leutholdgroup.com.

COPYRIGHT 2014 THE LEUTHOLD GROUP, LLC

REPRINTED WITH PERMISSION OF THE LEUTHOLD GROUP, 
LLC
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QE: THE THIRD TIME IS THE CHARM
By Doug Ramsey, CFA, CMT, Chief Investment Officer, The Leuthold Group, LLC

Five springs ago, we couldn’t have imag-
ined we’d still hold near-maximum equity 
exposure after a near-tripling in the stock 
market from its Great Recession low 
(Pulse Comment: Actually, it was barely a 
severe recession—a 5.1% decline in Gross 
Domestic Product, but more severe than 
any recession since the Great Depres-
sion.).  Then again, we wouldn’t have 
guessed that Fed printing presses would 
still be whirring so many years after the 
crisis ended.  Coincidence?  Probably not.

A couple years ago we noted the asset 
market response to Quantitative Easing 
1 (QE1) and QE2 were, in many ways, 
less favorable than widely celebrated.  In 

particular, the U.S. Stock Market made 
almost no net progress during those first 
two rounds of money printing when priced 
on the basis of ounces of gold.  Our inter-
pretation was that markets (correctly… or 
so we thought) viewed much of the stock 
market rebound as pure and simple Dollar 
Debasement.  However, we can’t level 
that same criticism at QE3, since the gold 
denominated gain of +87.0% in the S&P 
500 has been almost triple the nominal 
increase in the index since the third round 
of printing was announced in September 
2012.  

While this cross-market view looks bet-
ter than when we last discussed it two 

years ago, we still don’t believe (as many 
do) that QE is a free lunch.  Perhaps its 
artificial stimulus has migrated to the bond 
market.

Source: This article was excerpted from 
“QE: The Third Time Is The Charm”, by 
Doug Ramsey, CFA, CMT, Chief Investment 
Officer, The Leuthold Group, LLC, (Percep-
tion Express, June 6, 2014) www.leuthold-
group.com.

COPYRIGHT 2014 THE LEUTHOLD GROUP, 
LLC

REPRINTED WITH PERMISSION OF THE 
LEUTHOLD GROUP, LLC

As of: June 6, 2014 Source: The Leuthold Group, LLC, Perception Express, June 6, 2014, www.leutholdgroup.com
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

TWO PERSPECTIVES ON STOCK MARKET ACTION &
FED MONEY PRINTING

Note: Boxed areas show periods of Fed intervention from announcement date through completion.

PULSE
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LEGEND FINANCIAL ADVISORS, INC.® &
EMERGINGWEALTH INVESTMENT MANAGEMENT, INC.’S

INVESTMENT MANAGEMENT SERVICES

Legend Financial Advisors, Inc.® (Legend) and EmergingWealth Investment Management, Inc. (EmergingWealth) offer 
Personalized Investment Management Services to individuals and institutions.  Investment portfolios are developed to 
match the client’s return and risk requirements, which are determined by the clients’ completion of a Risk Tolerance 
Questionnaire, with the guidance of a Legend Personal Chief Financial Officer (Personal CFO) or EmergingWealth 
Advisor, respectively.  Each type of investment portfolio is managed to achieve the short, intermediate and long-term 
investment objectives of the client, as may be applicable.

INVESTMENT PROCESS

Investment Portfolios:

Unlike most financial advisory firms that offer one style of investment or portfolio type, we offer a wide array of invest-
ment portfolios that usually fit with the large majority of client needs.  If necessary, we will create customized solutions 
as well.  For the types of investment portfolios, please see our Investment Portfolios, Potential Return and Risk Spec-
trum Chart on the next page.  For a detailed description of our portfolios, please contact Louis P. Stanasolovich, CFP®, 
founder, CCO, CEO and President of both firms for a confidential discussion at (412) 635-9210 or e-mail us at 
legend@legend-financial.com.

Investment Research:

Our Investment Committee performs extensive research to identify opportunities, mitigate risks and structure invest-
ment portfolios.  Emphasis is placed on developing portfolios that maximize the potential return relative to the amount 
of risk taken.

In-depth due diligence including face-to-face interviews in many instances with portfolio managers for open-end mu-
tual funds is performed on each investment we select for a portfolio.  Factors (both from a qualitative and quantitative 
standpoint) that we conduct a thorough analysis of each investment include, but is not limited to, liquidity (including 
the primary investment and/or the underlying investments, if utilizing pass through vehicles such as open-end mutual 
funds or exchange-traded products), income taxation, all related costs, return potential, drawdown potential (historical 
declines from peak-to-trough), volatility and management issues (Anything having to do with the management team of 
a stock, open-end mutual fund or an exchange-traded product.).

All portfolios for EmergingWealth are subadvised by Legend.

Client Education:

Education is very important to us.  We are dedicated to educating each client about the different investment portfolio 
types and how they relate to market volatility, time horizons, and investment returns.  It is our goal to ensure that the 
client understands and agrees with our investment philosophy.  Furthermore, we assist each client in selecting a risk 
tolerance level with which they are comfortable.  Ultimately, an investment portfolio is designed to meet the client’s 
objectives.

PERFORMANCE REPORTING

Many investment firms only offer monthly brokerage statements, which provide minimal information; typically only ac-
count and investment balances.  We, on the other hand, provide detailed quarterly reports that outline performance, 
income and management fees (among other items) in a simple, easy-to-read report.  In addition, each performance 
report is sent with an extensive index page that illustrates the investment environment during the reporting period.

FEES

To find out more about the fees for either Legend or EmergingWealth’s Investment Management services, please con-
tact Louis P. Stanasolovich, CFP®, founder, CCO, CEO and President of both firms for a confidential discussion at 
(412) 635-9210 or e-mail us at legend@legend-financial.com. PULSE
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