The Outlook: June 6, 2023

What to do when experts disagree.

C.S. Lewis once said something like, “When we seek out learned experts for the truth about historical
Christianity, heaven help us. We go as lambs among wolves.” Since Mr. Lewis was one of those “learned
experts” himself, it was a pretty humble warning. What he meant, of course, was something we investors
know very well: no two experts agree about much of anything, in any field at all from religion to
economics to markets. So unless we make up our minds ahead of time to swallow a big grain of salt every
time we listen to an expert, we're pretty sure to find out the expert was wrong in some way, often
important. That sounds like a hopeless situation for us humble non-experts . . . but there is a
solution. First, though, let’s glance at a couple of recent examples.

“Recession Watch!” has been the order of the day for 18 months now. Here’s a picture of the market in
the grip of “Recession Watch” since mid-2021.
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That plunging red arrow is the Bear Market of 2022: down 22% in 9 months or so. As Outlook has noted
lately, what happened next still has the market’s vast betting crowd scratching its head. The market
plunged, but Main Street would not follow. Noticing this eventually, the market came roaring back (a mild
kind of roar, but still) then spent the past 8 months going exactly nowhere. All this time, “Recession
Watch!” has continued, dominating the media, the experts, the politicians, etc. Last week brought us
another of the many “Ah Hah! It’s finally arrived!” moments which have been sprinkled among every
passing week for 18 months. Here it is.
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5. ISM Services PMI. "ISM services declined 1.6 to 50.3, just barely remaining in
expansionary territory. New orders dropped 3.2 to 52.9, prices dropped 3.4 to 56.2
and employment dropped into contractionary territory again dropping 1.6 to 49.2."
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Pardon the terrible picture up there, too complicated to be interesting. The plunging red arrow sums up
the “Ah Hah!” moment, though: basically the well-known ISM Services Index (which asks U.S. “services”
companies rather than “manufacturing” companies) how business looks at the moment has been acting
weak for a good while, and last week looked even sicker. (In other words, a bunch of businesspeople
answering a survey said, “We dunno, things are looking and feeling a little more dismal lately.”)

Now, when we hear the word “survey” we’re inclined to treat it with the same reverence as the word
“poll” . . . because that’s what it is of course. So as investors heeding Mr. Lewis’ general advice about
experts, we shrugged and thought, “Maybe they are (more dismal) and maybe they aren’t.” And that’s
where we might have left it, but along came this picture on the same day:



6. S&P Global US Services PMI. "The S&P Global US Services PMI for May tells a
different story as this index posts its ‘strongest upturn in business activity for over a

year as demand conditions improve'."

S&P Global US Services Business Activity Index
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Data were collected 12-26 May 2023.
Source: S&P Global.

Same kind of survey (U.S. services companies) ... but the opposite answer: “We dunno, things are looking
and feeling pretty good lately—yup, kind of startling.”

Who is right?

Well, ah, “We dunno.” The only thing we do know, and we’re darned sure about it, is: “Neither does
anyone else know.” But here’s something we do know:



30. EPS forecasts. And finally, “while leading indicators continue to decline, S&P 500

earnings estimates are rising again, suggesting that the worst is behind us.”

The Guiding Narrative: No Earnings Recession
Earnings forecasts have turned upwards this year, contrary to
expectation
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This picture’s green arrow sums up 17 years of profits-per-share forecasts for the S&P 500: the big, broad
market. They’re only “forecasts,” which we usually take with 10 or 20 grains of salt . . . but over many
years the profits themselves have done what that picture shows: climbed, dipped a bit, climbed again,
dipped, and climbed again. The climbs have totally swamped the dips: yes, U.S. companies are making
far more money than back in 2006 (which was a good year for profits.) That deserves emphasis: they are
making much, much more money. They’re also paying out much, much more in dividends and buying
back many, many more shares to benefit the investors who stick with them.

So the correct answer to our question, “Who is right about whether service companies are feeling sicker
or healthier, at the moment?” is: “Who cares.”

There’ve been hundreds of survey announcements over these 17 years. No doubt there’ve been dozens
and dozens of contradictory surveys, like last weeks’, leading to thousands of expert analyses,
enlightening us lambs—investors, that is—about which side is “right.” But has it mattered even slightly,
from the perspective of that fairly beautiful picture of climbing profits over the years?

Nope. What has mattered is whether we’ve understood the unstoppable forces behind the climbing
green arrow, and had the patience to wait for the market to get tired, eventually, of “Recession Watch!”,
and pay attention to the cash being created and given to us by good companies. That's what Outlook has
been doing for quite a long time now; and we plan to keep doing it.
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The remarks above aren’t a general recommendation to buy or sell particular securities. Such decisions should
only be made in the context of an investor’s own circumstances. Stocks and bonds carry the risk of loss.



