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Warren Buffet was interviewed by Charlie Rose on Bloomberg a week or so past and the 
conversation reminded me of an indicator that we follow here at Hanlon.  Before getting into that 
indicator and chart, let me repeat portions of what Mr. Buffett had to say about housing. 

And those people who have a $22 trillion asset at the peak saw the value shrink dramatically. That’s -- 
that’s affecting two-thirds of the households in the United States. That had incredible impact on the 
economy and we won’t come back big time until we’ve worked off the excess inventory that was 
created during our binge on housing a few years back. But housing -- housing is way bigger than 
construction workers. Unemployment will fall significantly in my view [later he would mention below 
7%] when we get back up to a million housing starts because it won’t just be construction workers, it 
will be our carpet workers where we’ve laid off 6,000 people, and it will be our brick workers. And go 
up and down the line. So the big recovery -- we’ve recovered our corporate profits. We’ve recovered 
in terms of getting the banks back in shape, banks are in good shape now. We’ve recovered in all 
kinds of areas. I mean it could even be a million [housing starts] or two, we will have and 
unemployment will fall dramatically. 

Thanks Warren, I could not have said it better myself. 

Now, back to that indicator and chart.  In March, I shared with you a chart of the S&P 500 Index 
plotted against the NAHB/Wells Fargo Housing Market Index (HMI) and identified how these indices 
display a level of correlation.  I pointed out from the chart that housing tends to lead stocks; in some 
instances as much as two years, and in others perhaps a couple months or quarters.  

When I wrote the Commentary, I was not looking at the chart as necessarily a market predictor, but 
instead presented it to demonstrate the correlation that exists between these two indices.  The point 
of that Commentary, which I revisit today, is that movements in the S&P 500 Index are typically 
forecast by a precursory movement in the HMI.  Where was the HMI forecast for a rise in the S&P 
500 index that started in 2009?  There was none!  Housing was and continues to show a flat-line.  
That does not bode well for equity prices. 

In Figure 1, you can see that housing continues to be flat, as depicted by the Red-line.  This 
stagnation in housing may be an important indicator in itself, forecasting a continued lack of direction 
and increased volatility like we have seen since the beginning of the year in the equity markets. 
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S&P 500 Index (Green) versus the Wells Fargo Monthly Housing Market Index (Red) – 1/95 to 8/11 

 

Source: FastTrack      Figure 1 

In March, we concluded the Market Commentary with the following statement: “Perhaps housing is 
providing us some insight as to what the future holds for equities. If so, the end of this latest equity 
appreciation may not be that far off and a tactical navigation out of equities into better performing, 
better relative strength asset classes might be around the corner.” 

As you are aware, Hanlon Investment Management began its tactical move out of equities on June 
17th after noticing an increase in volatility present in the markets. This move was prudent as the sharp 
market declines in early August left investors searching for safety.  Minimizing volatility, and more 
specifically downside risk, has always been at the forefront of our proprietary tactical strategy and we 
continue to actively monitor our portfolios.  

Thank you, 

 

Sean Hanlon, CFP 
Chairman, CEO and Chief Investment Officer 
 
 
This Market Commentary contains general information that is not suitable for everyone.  The information contained herein should not be construed as personalized investment advice.  
The S&P 500 Index is a large cap blend index comprised of 500 widely held securities considered to be representative of the stock market in general.  The S&P 500 index is unmanaged.  
Investors cannot directly invest into the S&P 500.  The NAHB/Wells Fargo Housing Market Index (HMI) is based upon a monthly survey of NAHB members designed to take the pulse of 
the single-family housing market.  Investments cannot be made in the HMI directly.  Past performance is not guarantee of future results.  There is no guarantee that the views and 
opinions expressed in this Commentary will come to pass. Investing in the stock and bond markets involves gains and losses and may not be suitable for all investors. Information 
presented herein is subject to change without notice. Hanlon Investment Management (“Hanlon”) has experienced periods of underperformance in the past and may also in the future.  
Hanlon is an SEC registered investment adviser with its principal place of business in the State of New Jersey. Hanlon and its representatives are in compliance with the current 
registration and notice filing requirement imposed upon registered investment advisers by those states in which Hanlon maintains clients.  Hanlon may only transact business in those 
states in which it is notice filed, or qualifies for an exemption or exclusion from notice filing requirements.  The Market Commentary is limited to the dissemination of general information 
pertaining to its investment advisory services.  Any subsequent, direct communication by Hanlon with a prospective client shall be conducted by a representative that is either registered or 
qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the registration status of Hanlon, please contact 
Hanlon or refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov).   Please read the disclosure statement carefully before you invest or send money. Not all 
Hanlon clients are in the strategies discussed herein. All charts from Investors Fastrack. 


