The Outlook: June 9, 2023

It’s only hard when we’re not fearless enough.

Here at Outlook, if we had to pick just the one “most important” of the Golden Rules of investing we’ve
made up over the years, it would be “Never let impressions do our thinking for us.” But there is a kind of
“Part B” to this Golden Rule, which is nearly the same but not quite: “Never let fear do our thinking, and
especially never let fear make our decisions for us.”

In quite a few decades in our business we’ve had time to read quite a few histories of all kinds of
things. It's not possible to dig into the history of anything—politics, war, investments, you name it—
without being dumbfounded at how often clever men and women, in positions of power and influence,
made the most appalling, wrong decisions. “What went wrong?” comes to the history buff’'s mind over
and over again as he ponders this phenomenon. “How could so many people—with so much education,
expertise and intelligence—have blundered so badly when they faced the really big decisions of their
careers?”

Only one answer has ever made sense: we’re all terribly inclined to “let fear think and decide for us”
when the pressure is intense and the stakes are high. As this week comes to a close, let’s glance at an
example:



11. Global tech flows. "Last week, Global tech funds logged +58.5478 worth of

inflows, this was the largest weekly inflow on record.”
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23. Hedge funds cyclicals vs megacap positioning. "Cyclicals positioning are at the

lows since peak 21, and Megacap Tech net positioning is at all-time highs."

Mega-Cap TMT vs. High Beta Cyclicals
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14. Oversold commodities. "Commodities appear deeply oversold relative to the

S&P 500."
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The first 2 pictures mean this: “The whole investment world—from us common folk to the sophisticated
elite running hedge funds for the rich—has been buying “Big Tech” stocks for the last couple of
months. “Buying” puts it mildly. They’ve set up conveyor belts from their money bins so as to maximize
the volume of their cash they can pour into those tech stocks. Why? “Artificial Intelligence.” “Al” is the
latest craze sweeping the investment world: a craze triggered by the arrival of the famous “ChatGPT”,
which as everyone knows (or at least the media knows) is about to remake the world as we know it,
putting every professor and other expert on welfare, robots in charge of life, and so on.

Just about any stock with any connection to “Artificial Intelligence” has rocketed toward the moon
lately. We noticed “Al chipmaker” Nvidia last week, which has given us a refresher course in “priced for
perfection” since its last earnings report.

Meanwhile we see the bottom chart. Its meaning is this: “With the last 18 months of constant “Recession
Watch!”, nobody in the investment world thinks any dollars invested in stodgy, old, cyclical commodity

stocks will be anything but “dead money” for a long time. So the clever folks aren’t touching them.”

Will that turn out to be one of those monumental blunders fueled by fear? Yup, we think so.



The first fear is “fear of missing out.” What terrifies every single manager of any kind of pooled fund
is: clients leaving. They don’t know their clients. They only know they’ve marketed their funds upon
the impression that investors might make a lot of money, if they just sign up. Thatimpression is extremely
effective in our business. The trouble is, the more effective the impression has been for any particular
manager, the more frightened they are that the impression will explode. The dynamite which makes
impressions explode is “big losses compared to the competition.” The losses might be outright—yup,
negative returns—or they might be lagging performance: “Why is my manager only up 5% this year when
that genius at ARK (or whomever) is up 30%?”

That fear makes the decision. “If the latest craze is making ten stocks fly to the moon, we’d darned well
better own those ten stocks,” is the golden rule of survival. “If the rocket ship blows up in the
stratosphere, well, at least my losses won’t be any different than my competitors’ losses.”

Here's the deeper meaning of those 3 pictures: “Buy low, sell high.” We can’t miss it, can we? The roller
coaster’s plunges are always overdone, and give way to rocket rises. The roller coaster’s rocket rises
are always overdone, and give way to plunges. Sometimes it takes a while—even years—but it always
happens. The trouble is, it is downright impossible to “buy low, sell high” if we’re letting fear do our
thinking and deciding for us. That’s why those kinds of pictures above show the same thing, decade after
decade. The investment business is not hard because we’re not smart enough. It’s only hard when we're
not fearless enough.
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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.



