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Welcome to the jungle

We got fun 'n' games

We got everything you want
Honey we know the names

We are the people that can find
Whatever you may need

If you got the money honey
We got your disease

Welcome to the Jungle—Guns and Roses.

Welcome to the Jungle Video

Welcome to the Financial Jungle

Last December, | wrote a piece, entitled | Don’t
Know, detailing what | expected for the
financial markets in 2008. | usually have a fairly
strong opinion, but last December | really didn’t
know what to say about the future. My
reasoning remains that to use historical
precedent as a roadmap for these currently
unprecedented times is a big mistake. | have a
keen appreciation for history, however because
the build-up of debt has been so unique, using
only history as a guideline is a mistake.
Instead, | firmly believe that what follows an
unprecedented buildup of debt plus the
creation of esoteric financial instruments and
poor lending habits would lead to an unwind of
historical proportions.

| believe that when historians and investors
look back on the unwinding of the most
dangerous financial experiment of all time,
this will be considered a historical guide for
the future.

Welcome to the financial jungle, a place where
we have a vague idea of what can happen

given historical precedent, but must wait for the
unwinding or leverage and risk to end. The
unwinding is unpleasant to watch even for
those of us that have been expecting an unruly
market. It seems that we have now entered a
period where survival is key and the goal is just
to exit this painful period with the majority of
our capital intact. It is at that point that we can
pounce as a predator would in a jungle and
emerge the victor.

| feel for those that have lost capital while
reaching for opportunity, but | continue to
believe and position client assets with the
mantra of, “I would rather lose opportunity than
capital.” Despite the fact that tens of trillions of
dollars of financial assets have evaporated this
year, | continue to search for when it will be
time to enter the jungle and attempt to emerge
the victor. | do have some ideas, or educated
guesses, on what could happen, but that is all
we have to rely on with markets that are so
violently volatile.

Welcome to the Jungle.

Are Stocks Cheap??—The True Conundrum

Conundrum — A paradoxical, insoluble, or

difficult problem
-American Heritage Dictionary.

Given what we have witnessed the past 18
months or so, | would have to say that
“conundrum” may be the best word to sum up
where we stand now in the equity and credit
markets. Stocks seem “cheap” (so cheap, in
fact, that a famous ex-Wall Street Strategist
declared stocks the cheapest EVER on
Friday). Without acrimony, | have been hearing


http://www.youtube.com/watch?v=xtXN_EHPwSg
http://www.atlanticadvisors.com/uploads/newsletters-i-don%27t-know-89.pdf

that stocks are cheap for the past 400 points of
downward move in the S&P. Declaring any
asset class as “cheap” during what may be the
most devastating financial/economic/credit
unwind is a dangerous business in my view.

If all you care about is price, then stocks are
cheaper than they were. Consider this—stocks
began this decline as historically expensive,
considering most any reasonable valuation
measure, but then a nasty thing happened. The
global economy began to experience a
coordinated de-leveraging, earnings began to fall
worldwide, unemployment began to soar, and
Governments around the globe were all forced to
bail out companies, industries and individuals... All
at a time when risk aversion has climbed to new
heights. How on Earth can anyone tell me that
given these facts, stocks are cheap?

At the expense of missing a potential imminent
move upward in the equity market, | ask the
guestion openly and am dying for an answer -
“If you have no clue how far the unwind will go,
have no reasonable expectations of earnings
per share, how can you tell me stocks are
cheap?” | don't believe that anyone can.
Markets can become “oversold” and due for a
bounce, and as a technician, | respect these
bounces.

But don’t forget, BEAR MARKETS GET
OVERSOLD AND STAY OVERSOLD.

| will say this simply, even though | may be
wrong. | believe that while stocks may look
cheap, relative to what | believe lies ahead for
the global economy, that there will be better
entry points ahead, even despite the 40
percent bludgeoning that stocks have taken so
far this year.

| have been told that stocks look cheap on a
“trailing earnings” number and, to be frank,
they do look cheap based on the last twelve
months. Unfortunately that number is as useful
as remembering what my golf handicap was in
1981. Perhaps more importantly, | would like
to focus on Wall Street analysts estimates for
earnings, because stocks around the globe
look very cheap if you believe their earnings
estimates. |, however, most definitely do not.

The graphic below, courtesy of Bloomberg LP,
shows us the current and forward
price/earnings estimates for many of the
world’s major stock indices. If you believe the
estimates, what we see are single digit
price/earnings ratios.
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Someone has to be wrong here, right? Either |
am too pessimistic about the economy,
unemployment increases, profit margin
squeezes, or the analysts are correct with their
estimates. We both can’t be right.

So | decided to study how often Wall Street
analysts and strategists had under-estimated
realized earnings versus how many times they
had over-estimated them. As it turns out, it is
no surprise that the strategists and analysts
are a very cheery, bullish sort. As an ex-broker,
| can tell you that it is part of Wall Street to be
bullish—to encourage folks to buy things. As
an investment advisor, | am only interested in
protecting client assets through tough patches
so that we can “live to fight another day”, no
matter how unpopular the view at the time.

All that matters to me are the GAAP (Generally
Accepted Accounting Principles) earnings.
The data below is courtesy of Ned Davis
Research and is extracted from Standard &
Poor's data. What we see is that for 2009 we
can expect, if everything goes according to
plan, that earnings will be approximately $49
per share for the S & P 500. When we use
Friday’s close of 868, which is a far cry from
the high near 1600 last year, we arrive at a
price/earnings ratio of 17.8.

All that matters to me are the GAAP (Generally
Accepted Accounting Principles) earnings.
The data below is courtesy of Ned Davis
Research and is extracted from Standard &
Poor's data. What we see is that for 2009 we
can expect, if everything goes according to
plan, that earnings will be approximately $49
per share for the S & P 500. When we use
Friday’s close of 868, which is a far cry from
the high near 1600 last year, we arrive at a
price/earnings ratio of 17.8.

Welcome to the Jungle.
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Risk Premium for Equities and the Credit
Markets

One of the most important investment decision
to be made, whether you are a retail investor, a
large institutional investor, or hedge fund
investor, is what asset is most approrpiately
priced relative to its risk. Academic types like to
call this model the “Efficient Frontier”, a study
as futile as | have ever seen. Come on now. If
the world was efficicent why woudn’t everyone
just follow the same canned model? Why
would many of us work so tirelessly? All we
would have to do is plug some street analysts
expectations into a computer and simply
calculate our “efficient frontier”. This doesn’t
work for me when, in times like these half your
money sometimes disappears.

At this point, the academics like to say that you
just experienced an “outlier event”, or one that
wasn’t in their models. So much for models,
right? Because, after all, once you have lost
half your cash, simple arithmetic | can do on a
cocktail napkin, tells me | have to double my
money just to get back to breakeven. And trust
me, anyone that says they can double your
money in a year should have snake-oil for sale.
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So where am | going with all of this? The first
key to making money is to not lose your
money. | may have been unpopularly bearish
for a while now, something that frankly, | would
have rather not been, but It is much easier to
be a blissful perma-bull and just love stuff all
the time... And to be honest, that sounds fun (if
not dangerous).

| have seen the most complex of models from
the highest end computers determining that
stocks were cheap because they looked good
versus riskless Treasuries as a function of
some “Fed Model” or other such model.

But the truth is that | can buy GNMA pools
around 6.25%. So what risk premium would |

Loragithmic S & P 500 Since 1980

have to receive to buy stocks with $48 of
earnings in the S & P 500? | would need to
earn AT LEAST 400 basis points more per
year of return, which equates to a
price/earnings ratio of 10 or so. A P/E of 10
equates to a price level of aproximately 500 on
the S&P 500, which is precisely the point at
which this Great Bull Market began in 1995
(see the chart below).

There will be bounces along the way, but until
credit markets behave, and until we get to a
positive part of the Presidential cycle, and until
the Fed/ECB/Treasury, etc stop intervening
(interupting) in our markets, we shall remain on
the defensive.
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Welcome to the Jungle.

Bennet Seddaca,
President
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LEGAL AND OTHER INFORMATION.  Any information, data, statements, opinions, or projections
made in this Newsletter may contain certain forward looking statements, projections and information
that are based on the beliefs of Atlantic Advisors as well as assumptions made by, and information
currently available to, Atlantic Advisors. Such statements in this Newsletter reflect the view of
Atlantic Advisors with respect to future events and are subject to certain risks, uncertainties and
assumptions (including, but not limited to, changes in general economic and business conditions,
interest rate and securities market fluctuations, competition from within and without the investment
industry, new products and services in the investment industry, changes in customer profiles, and
changes in laws and regulations applicable to Atlantic Advisors). Should one or more of these or
other risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual
results may vary materially from those described in this Newsletter.  Furthermore, although carefully
verified, data is not guaranteed as to accuracy or completeness.  Any quotations of individuals other
than the authors or providers of this Newsletter are provided for informational purposes only and their
accuracy and veracity are not guaranteed.  The statements, opinions, and/or data expressed in this
Newsletter are subject to change without notice based on market and other conditions. This
Newsletter is based on information available as of the time it was written, provided, or communicated
and Atlantic Advisors disclaims any duty to update this Newsletter and any content, research or
information contained therein. ~ Accordingly, neither Atlantic Advisors nor its principals or affiliates
make any representation as to the timeliness of any information in this Newsletter. ~ As a result of all
of the foregoing, inter alia, neither Atlantic Advisors nor its principals can be held responsible for
trades executed by the recipients or viewers of this Newsletter based on the statements, projections,
research, or any other information of any other kind included therein. Investments in securities
are speculative and involve a high degree of risk; you should be aware that you could lose all
or a substantial amount of your investment if you attempt to apply any of the information in
this Newsletter.

Atlantic Advisors is not registered as a securities broker-dealer either with the U.S.  Securities and
Exchange Commission or with any state securities regulatory authority or with any foreign country.
This Newsletter should not be construed by anyone as Atlantic Advisor's solicitation or offer to effect
or attempt to effect transactions in securities or the rendering of personalized investment advice (or
an offer thereof) for compensation. This Newsletter, and any information and research contained
herein, do not represent recommendations of investment advice to buy or sell securities or any
financial instrument nor are they intended as an endorsement of any security or investment. ~ This
Newsletter is for informational purposes only and any watch list, portfolio, trading signal or
information contained in this Newsletter represents the writer’s or provider's own investment
opinions, and should not be construed as personalized investment advice. Atlantic
Advisors has not assessed, verified, or guaranteed the suitability of any particular investment
to any personal situation and the reader of this Newsletter bears complete responsibility for
its own investment research and should seek personalized advice from a qualified investment
and/or tax professional prior to making any investment decisions.  Atlantic Advisors may only
transact business or render personalized advice, and offers of service can only be made, in those
states, countries, and/or international jurisdictions where Atlantic Advisors is registered or where an

exemption or exclusion from registration is available. = Nothing herein is an offer of any service that
is not legal for offer into any particular jurisdiction with Atlantic Advisor's current licensure (if any).

Atlantic Advisors and its respective officers, directors, employees, clients, and/or associated persons
may have positions in, and may from time to time make purchases or sales of, the securities
discussed or mentioned in this Newsletter. Furthermore, Atlantic Advisors and their respective
officers, directors, employees, clients and/or associated persons may implement any strategies
discussed in this Newsletter before or after such strategies are disclosed to recipients of this
Newsletter.  The profitability of any strategies communicated through this Newsletter may depend
upon a limited number of persons implementing and knowing about the strategies. ~ As a result of
Atlantic Advisors and their respective officers, directors, employees, clients and/or associated
persons trading and implementing the securities and strategies, respectively, discussed in this
Newsletter, before or after such securities or strategies are discussed or disclosed to recipients of this
Newsletter, such recipients may face decreased or no profitability and increased competition in the
marketplace when seeking to implement such strategies or trade such securities.  The principals of
Atlantic Advisors might not purchase or utilize in this Newsletter, or make any reference therein to,
the securities or strategies, respectively, used for any client affiliated with Atlantic Advisors or its
principals.

NO WARRANTY. ATLANTIC ADVISORS, ITS AFFILIATES, AND THEIR OFFICERS,
DIRECTORS, PRINCIPALS, AGENTS AND EMPLOYEES MAKE NO REPRESENTATIONS OR
WARRANTIES, EXPRESS OR IMPLIED, REGARDING THE SUITABILITY OR OTHER
CHARACTERISTICS OF THE INFORMATION AND MATERIALS CONTAINED IN OR PRESENTED
THROUGH THIS NEWSLETTER.  ALL SUCH INFORMATION AND MATERIALS ARE PROVIDED
"AS IS", WITHOUT ANY WARRANTY OF ANY KIND. ~ ATLANTIC ADVISORS HEREBY FURTHER
DISCLAIMS ALL WARRANTIES AND CONDITIONS WITH REGARD TO SUCH INFORMATION
AND MATERIALS, INCLUDING ALL IMPLIED WARRANTIES AND CONDITIONS OF
MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE TITLE, NON-INFRINGEMENT
AND AVAILABILITY.

LIMITATION OF LIABILITY. IN NO EVENT SHALL ATLANTIC ADVISORS, ITS AFFILIATES, OR
THEIR OFFICERS, DIRECTORS, PRINCIPALS, AGENTS AND EMPLOYEES BE LIABLE FOR ANY
CLAIMS, LIABILITIES, LOSSES, COSTS OR DAMAGES, INCLUDING DIRECT, INDIRECT,
PUNITIVE, INCIDENTAL, SPECIAL, CONSEQUENTIAL DAMAGES (INCLUDING BUT NOT
LIMITED TO, LOST PROFITS OR TRADING LOSSES), OR DAMAGES OF ANY KIND
WHATSOEVER ARISING OUT OF OR IN ANY WAY CONNECTED WITH THIS NEWSLETTER
(INCLUDING WITHOUT LIMITATION, THE CONTENT, INFORMATION, RESEARCH OR
SERVICES INCLUDED THEREIN) WHETHER BASED ON THEORIES ARISING IN CONTRACT,
TORT, STRICT LIABILITY OR OTHERWISE. SUCH LIMITATIONS APPLY EVEN IF ATLANTIC
ADVISORS, ITS AFFILIATES, OR ANY OF THEIR OFFICERS, DIRECTORS, PRINCIPALS,
AGENTS OR EMPLOYEES HAVE BEEN ADVISED OF THE POSSIBILITY OF DAMAGES.
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